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

Holy Smoly, it’s the end of the month already!   It’s dawn in California as I pen (type) this … and the sun is just rising over the hills in the East; casting shards of orange, yellow, and red across Newport Beach’s Back Bay and onto the walls of my at-home office.  It is going to be a gorgeous day in Southern California … approaching the mid-70’s (25C) at the ocean and in the 80’s (30C) inland.  
Having spent the last few days pulling together the discussion points for a panel at ATW’s Managing Technology & Information for Profit on the 13th of February, my thinking is in a “from-here-today-to-there-tomorrow” orientation.  

Excerpts from slides of “Shifting Channels of Travel Distribution” for presentation 13 February
++++++++++
Slide 4 – Transitioning Eras … from the hierarchies of the Industrial Age to the
                hyperarchy of the Information Age. 
Slide 5 – Transitioning Business Structures … from bureaucracy’s through teams and matrixes to projects and organic networks

Slide 11 – Melding silo business and information structures to serve … 

Slide 12 – customer needs with the new (old) Grid overlay platforms

Slide 17 – Changing airline products … from hub centric carriers to nodal networks

Slide 19 – Integrated travel product distribution with shared risk (merchant models)

Slide 21 – GDS strategies

Slide 22 – The Information Age 5 years from today

Eastman's "Off-the-Wall Comment(s)" ©  ...    
Whether these thoughts are really “Off-the-Wall” is open to some speculation … because I’ve been “plotting and plodding” on them for the better part of a week now.  However … it doesn’t hurt to step back and review a bit to ensure a consistent “message”.  

The airline industry pioneered the use of computers in big business in the early 1960’s with their innovative inventory management solutions – based at the time, on the data processing capabilities of large hardware data-crunching platforms. The 1970’s saw the evolution of business computing software solutions … but those solutions remained independent of the mega-inventory hardware platforms used by airlines.  

The personal computer evolved in the 1980’s … and enabled individuals to use computer processing for small task-specific solutions.  With the 1990’s came the initial efforts to enable the different platforms communicate with one another … largely through various networking solutions.  

The early part of this century has been interactive-centric … integrating information to enable knowledge; making transaction processing transparent … the beginning stages of the hyperarchy of information (bi-directional high-speed multi-media movement of data and information among those needing or wanting to know). The bi-directional nature of this information flow … whether digital or human induced … is breaking down the traditional structures that enabled the Industrial Age – and replacing those hierarchical structures with need-to-know nodal networks of both digital information structures and people structures.  We are moving from supply-driven seller-controlled information structures about things to demand-driven information enabling user knowledge in meeting their buying needs.  

Our business structures are changing to adapt and meet these new societal needs.  The structure of our business organizations are changing – as the bureaucratic hierarchies prove inadequate and unable to respond to the speed of change; change driven by the knowledge acquired by higher speed and unrestrained access to information.  As the business structures change … so must the information structures and tools that serve those businesses.  

And with these information processing tools now in “mass production” … the cost of computer solutions is dropping … dramatically.  But the established airline and GDS’s cost-to-participate -- is not dropping.  In fact, it appears to be increasing (although that is difficult to assess in that these costs are typically included distributed through-out many operational aspects of any given airline or GDS business unit).  However, the reason those costs are not dropping is that the airline culture insists on sustaining the business processes and solutions built into its 1960’s era technology platforms.  And the cost of supporting those platforms is, comparatively, monumental.  

For example, the TPF-type or code intensive programmers necessary to support these systems get salaries 10 to 15% higher than the highest paid comparable skills programmers that use newer programming languages.  And since most of the airline host and GDS code is written in “dead” languages, there is a very high-cost learning curve to enable programmer proficiency.  What takes one line of code in contemporary SQL programming languages … or takes 35 lines of code using the common Visual Basic language – takes over 140 lines of code in a typical TPF-type environment.  

The comparative hardware and staffing costs to support the comparative architectures (i.e., those typically used by airlines versus the more contemporary nodal networks now used by the banking industry and other Internet-based retail providers) – are 4 to 1.  In other words, for every dollar spent on manpower or hardware in the nodal networks environments … the airline industry must put up $4. And this remains a fact in most of the industry because the people with the airline systems technology knowledge … have no exposure to alternative solutions and a vested interest to sustain the existing structures.  

The fact that alternative solutions exist and work in the airline community are demonstrated in the information solutions implemented by the likes of Southwest, JetBlue, RyanAir, etc., among the airlines – and as appears to be under development by Sabre as I write this.  Still, even if the industry made a “collective decision” to convert right now – the existing systems won’t go away soon.  The existing capital investment is too great to enable a rapid transition.  And the linked processes and government systems cannot be re-architected without integration planning and cooperation.  But the largest block to getting this transition out-in-the-open and underway – is human culture.  People that have grown up in the industry and have always “done it this way” – cannot and will not take the perceived “career threatening” risk of pioneering such a change within a given airline – particularly when the person making that decision has a 20-year history in the airline and no “exit strategy” available to him/her.  

But like it or not … the business and information models of the past will be assimilated by the hyperarchy of the information age.  And the longer it takes for airlines to understand this … the greater the risk that the airlines won’t survive.  Even today, the “traditional” hub-centric carriers place the blame on their poor performance in these hard times – at the feet of what they call the “low cost” carriers … and mostly at those carriers’ lower labor and capital costs.  But a good hard look would suggest that they are in this mess because they lack contemporary information … and the tools to turn that information into knowledge or automatic action.  As with the technology platforms noted above … these airlines are running at almost a 4 to 1 higher staffing ratio to simply get the information their systems provide – processed by humans!  

These traditional carriers all have hierarchically bound legacy information platforms … each representing a proprietary “silo” structure of information.  In turn, each of these systems are linked … essentially through a single point of contact … with the four major GDSs to enable distribution of their product – AND information about their product.  They cling to these proprietary legacy platforms under the guise of transaction processing speed – totally ignoring the fact that buyers do not care about the transaction any more; rather, buyers need information.  And these systems cannot provide the information that the buyers want due to the bottlenecks caused by the limited points-of-contact between the actual data resource and the user/buyer. 

Essentially … in today’s current environment … retail outlets seeking to sell airline product must access at least one of … and in most cases, multiple … GDSs (the distribution channel) – just as the vendor airlines must channel their product availability through the inverse single-points of entry bottlenecks.  The GDSs provide real-time availability … but since the links are single-points-of-entry – are unable to provide concurrent relevant information; the most important information element being price.  

A redenty named concept for dealing with this problem has evolved in the financial community – called Grid computing.  And such an architecture must be assimilated within the airline and travel industry if customer expectations and needs are to be met – not to mention, the multiple vendor/supplier/governmental links that must mirror these transactions.  While it preceded the concept of Grid computing by at least 10 years … TEG’s AutoLink platform is a virtual Grid; meeting all the prerequisites identified by Grid proponents.   

For those airlines that elect to evolve their systems … they are confronted with four major new dynamics in the next five years: 
1. Evolving interactive bi-directional speed in both information and process response to ensure customer solutions in the context of their immediate need while they are online or otherwise participating in the hyperarchy of information. 


2. The geographic, political, and cultural boundaries will give way to the needs of people with common … however unique-to-the-individual … problems.  Pricing, packaging, and cross-political border rules and regulations will become interactive and transparent … and force a re-distribution of the way private enterprise funds government services (including information services).  


3. Operations will necessarily become integrated with distribution … distribution with sales and marketing … all linked interactively with accounting and financial controls.  Consider … how is JetBlue able to sustain its significant profitability in the current times?  Yes … they may have marginal advantages in labor and aircraft financing costs … but their ability to optimize those advantages is largely due to their superior integrated operational, inventory, marketing, selling, and financial information systems … that use technology to make real-time decisions in lieu of high cost staff.   And the travel product of the next five years will have to integrate -- not just the internal production systems as JetBlue has done – but interactively in a rules-based structure with buyers, repackagers, supplementary suppliers, and the government.  


4. Targeting … boy, will we see a transformation in targeting.  Computers enable the processing of lots of information … about any one person … very rapidly.  Patterns, needs, psychological preferences, willingness, attitudes, influencers, etc. – will meld into the traditional information “feedback loop” (i.e., plan, inform the prospect, measure the response, modify the offer … and resubmit to the original prospect or a new prospect depending on the feedback).  Computer systems-aided mass customization of travel product will become the single over-riding proprietary position of virtually every travel vendor and packager.  Implicit in the “targeting” will be targeted delivery – which means that each customized targeted sale must be delivered operationally.  Targeting will no longer be a “marketing stick” … but will become integrated in travel production and delivery. 

In the past, airlines used mass-communication to get extensive “reach” … selling themselves via brand to all people in society – knowing that a certain percentage would become buyers of their brand.  Travel agents, working one-to-one with the buyer, provide the “richness” of travel solution appropriate to each buyers need.  Clearly, the bi-directional functions of the Internet has enable airlines to expand their “reach” by better identifying qualified prospects … and more importantly, expand the “richness” of their product offerings (particularly when it comes to distressed inventory or that portion of the market that is price-sensitive).  Essentially, the airlines have used the new technologies to disintermediate travel agents … and more recently, the GDSs.  

But as the airlines have expanded their “reach and richness” through the hyperarchy of information … they have also forced the airline product – a seat from Point A to Point B – down the progression of economic value; from a good to a mere commodity.  Goods products are typically those where marginal buyer differentiation of preferred product is based on brand name.  Commodities are typically those where marginal buyer differentiation of preferred purchase is based on price.  Whether the expansion of the airlines “reach and richness” paradigm was the result of airline supplier-driven marketing efforts – or a response to buyer-driven demand is largely a “which-came-first …” issue.  The reality is that buyers are no longer willing to pay the marginal price differences for “branded” airline products.  

As a result, we’re seeing at a major change in airline product offerings.  The hub-centric carriers cannot compete in cost.  As with the airline technology hardliners that advocate the legacy hub-centric transaction processing solutions for their speed, there are those airline operational diehards that suggest that the hub-centric model of the Industrial Age will once-again be profitable – as soon as the airlines are able to shed their high labor costs.  But I do not believe this to be valid.  Just as the nodal network solutions have replaced the hub-centric technology platforms for lower operational and infrastructure costs – it appears that the hub-centric airline operations models will be supplemented by airline nodal network product offerings.  It is quite probable that in 5 years time … small jet-taxi’s will be integrated into the distribution networks with travel solutions offering mid-range point-to-point connectivity at the same costs available using scheduled services.  But is seems pretty clear that the Point-to-Point product offerings of today offer a price competitive solution to the traditional hub-centric product offerings.  

That is not to say that hubs will go away … only that they will evolve to serve the really long-haul travel needs; while the short and mid-range travel will be supplemented by alternative solutions; essentially, a hyperarchy of high-speed transportation.  It is also clear that even the major airlines – particularly those serving short and mid-range markets – are moving from large aircraft flying one or two times a day between Points A & B … to smaller aircraft flying six to eight times a day.  Frequency at a competitive price is more important to most travelers than the marginal difference afforded by infrequency.  And, as Lufthansa Airlines has demonstrated in its Düsseldorf Newark business-class only flights – niche product offerings are likely to evolve.  

The other interesting aspect of travel distribution that will necessarily evolve … is the role of the travel agent.  Historically, travel agents have been the user-interface to the buyer on behalf of the airline – the “richness” of the travel product as well as the transaction processor.  As technology has transformed the transaction process and expanded the “reach of richness” on behalf of the airlines – as noted above – agents became disintermediated.  Corporate and big agencies stepped into the gap by providing buying-knowledge and management solutions – but the smaller agents have been relegated to selling largely value-added tour and cruise offerings.  But now, these vendors are seeking the lower cost solutions of the hyperarchy of information … and the role of agents is again threatened.  

However, it is critical to keep a perspective on what is happening.  The hyperarchy of information means that there is more information available.  Tools like Sidekick, Hotwire, Priceline, Farechase help to package that information in ways that buyers need.  However, as noted by Trey Urbahn as he moved from Priceline to CEO of Farechase this month, “… price disparity on the Internet... is going to get worse, not better
.  

Thus, expansion of the hyperarchy implies choice.  And choice beyond a certain point implies bewilderment.  Unless one deals in the travel industry on a day-to-day basis, the never-ending changes at the rapidly increasing pace induced by the hyperarchy itself – not to mention the parallel evolving hyperarchy of transportation … and hotels … and destination services, etc. – suggests not only bewilderment; but total confusion for most travelers.  Thus, travel agents will evolve into “knowledge navigators” – using their knowledge of the travel industry, the hyperarchy of information, and the buyer … to package, guide, and produce the specific travel solution needed by each individual buyer.  The travel agent … armed with the hyperarchy of information – particularly customer information … will re-assume their role in providing buyers with appropriate “richness” of product in context of the buyer’s specific needs.  

Travel distribution will be come integrated.  The transactions required in “packaging” a travel solution will become transparent.  Travel vendors will necessarily distribute risk to preferred outlets and distributors.  The airline seat will become a commodity … and an inclusive part of packaged travel offerings – from the complex packages that we know today to simple one-way inclusive packages.   Outlets will target, target, and re-target … and packaging will become interactive, online, integrated, and inclusive.  Reverse consolidators will evolve out of the current Internet business trend toward the merchant model.  

In this evolving world of the next five years, it remains important to recognize that the industry remains tied to its present distribution platform – for the reasons outlined above.  However, it is interesting to see how each of the current GDSs is strategically dealing with these new … and largely unforeseen five years ago … competitive alternatives.  

For different reasons, both Galileo and Amadeus appear to be moving down a distribution path that many would call a “franchise solution.”  

Cendant, who owns many hospitality and vehicle rental companies -- also owns Galileo.  For the past six months, Cendant has been offering its branded products to Galileo agents with differential pricing not available through Galileo for non-Cendant owned properties.  And the recent “Momentum” air product offering appears to have similar advantages.  Their technology platform appears to reflect a web-gateway through which all of the Cendant properties can offer their legacy-bound inventory. 

Amadeus, on the other hand, remains partially airline owned.  It would appear that they are taking a dual strategy … hosting for airlines and a franchise-type solution for distribution.  But in lieu of franchising properties that they own – Amadeus’s Vacation.Com is contracting with property and other travel vendors for differential pricing and other product benefits.  With an ever-changing network of product offerings, Vacation.Com is also moving down the web-gateway solution.  

Worldspan remains 100% owned by airlines.  And Worldspan was first to recognize the opportunity of the Internet as an alternative distribution channel – setting itself up as the Internet “switch” to the airlines for such early web-solution providers as Expedia.Com and Priceline.Com.  The short-term strategy proved financially rewarding … to the point that Worldspan put their agency network on the back-burner.  However, as the airlines have evolved their own Internet solutions … and looks increasingly to by-pass the GDSs … Worldspan may be struggling with its Internet “switch” strategy.  And while they have recently concluded a contract with IBM to expand their TPF support … a TPF solution using its existing platform does not appear to resolve the ongoing cost and architectural problems noted above.  

Among the GDSs, only Sabre appears to have clearly moved along a different strategic path – selling their legacy platform and architecture to EDS two years ago and embarking on the development of what appears to be a new nodal-network solution better suited to the needs of the new types of buyers enabled by the hyperarchy of information.  Sabre retained their contract agreements … and concurrently, retains EDS to provide the platform services (both legacy and now, the new nodal-network solutions) required to meet their obligations to their vendors.  Thus, Sabre appears the healthiest of the GDSs … as they continue to dominate the traditional markets while implementing, behind-the-scenes, bits-and-pieces of their new lower-cost and interactive nodal-network.  

The travel distribution world we’re headed into will be significantly different than what we know today; since “today” remains largely a remnant of the past.  But as airlines and other travel vendors enable information to flow interactively … to be shared by everyone and anyone with a need to access or transaction-process it … the impact will transform our industry.  

That said … never lose site of the fact that humans create and drive technology innovation.  Technology serves the needs of people!  Further, buyers driver suppliers.  Without customers, you don’t have a business.  To ensure that each buyer receives product tailored to his/her unique need, it will be necessary to integrate operations with interactive information resources.  And finally, the context of the information overrides the content.  For information to become knowledge, it must have relevance to the context of the need.  

It’s tough to say … today … what tomorrow, even five years from now, will look like.  It is truly unknowable … and managers today are being asked to manage the unknowable!  But it is affecting us all … worldwide … in economics, politics, and in the acquisition and utilization of knowledge.  The world, and our travel industry, will move at an increasingly faster pace … with increasingly diverse solutions.   

 ++++++++++

From Travel Management Daily©, January 27, 2003

++++++++++

TECHIES are into dynamic packaging, and their prime focus in software development and new platforms is cruise travel and distribution. Those are two key findings in a new joint study, "Building the Online Vacation Package Marketplace: Survey Results," by New York University and PhoCusWright. As with so much of this stuff, the authors concluded that legacy systems--those clunky, but still-chugging-along mainframes--inhibit the development 

of dynamic packaging, as do funding issues and the down-in-the dumps economy. regarding online cruise booking, the joint research aptly noted that "the market is still in its infancy and dependent on online shoppers becoming more confident and familiar with making large purchases on line."

OTHER survey highlights include:

* A Web booking engine is tops on the wish list of vacation packagers, followed by GDS interfacing and leisure travel solutions.* Partnerships and joint ventures are seen as the "fundamental" way to move the online vacation-sale marketplace forward.

* Technology providers believe that companies need to shell out more bucks for CRM than is in their budgets, and firms deploying CRM need to have more people around who specialize in that field.

++++++++++

 "OTW Thought” ...    
Sort of validates a lot of what I was suggesting above. 

++++++++++

From TWCrossroads©, January 16, 2003

++++++++++

DOT ponders hearing on GDS rule changes -- The GDSs are for it and the airlines are against it, but now the Transportation Department will decide whether to hold a hearing on the proposed changes to the GDS rules. Sabre in December asked for a "fact hearing" that would include the opportunity to cross-examine DOT officials. 
++++++++++

"OTW Thought” ...    
The government, by design, is “reactive”.  The government … legislative or regulatory … cannot make laws precluding evolutionary growth.  It can, at best, react in a timely manner … and more often, in a bureaucratic and hierarchal process.  Such is the nature of the proposed GDS rules … a reflection of what has happened in the past; particularly when airlines owned the GDSs and used them as a marketing vehicle – extrapolated into some perceived future world using the tools of yesterday.  

The GDSs want to move faster to be able to respond to the evolving hyperarchy (particularly, Sabre) – and every legislative and government regulation that precludes that for “legacy reasons of the past”, put the GDSs at greater risk of disappearing.  Is it any wonder that Galileo and Amadeus have opted to move down a more protected “franchise commerce” model?  

The airlines, on the other hand, are wary of giving the GDSs such freedoms … since the airlines have either the management processes or the technology solutions to deal with a more active hyperarchy of information.  Greater control … particularly along the legacy structures of the past … better serves the needs of the airline community.  

It is interesting to note that the Department of Transportation … on this matter and on the issue of the code-share agreements between Continental, Northwest and Delta … has opted to take the role of “Father knows best”, making assumptions that reflect anticipated actions or results.  

History suggests that the government is even less effective at managing the unknowable than active business managers.  It is sometimes frightening to see how power or rank can distort bureaucracies challenged with managing what they do not know.  As Peter Drucker once noted, “Rank does not confer privilege or give power.  It imposes responsibility!”
  We need to guard against the government assuming privilege or power – and ensure that it represents only its responsibilities!  

But then, I guess that’s true of most management roles!  
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� TWCrossroads, “Screen Scrapers: There’s a place for us”, 30 January, 2003


� Peter F. Drucker as quoted in Franklin Leadership Series, Dec 24, 2002. 








