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

OK … I sort of cheated.  The early March OTWC turned out to be the only “Comment(s)” last month – as it turned out that I was meandering up the Alaskan Highway in a 30-ton truck at the end of March and into early April.  In fact, on the day that I would normally have written “Off-the-Wall Comment(s)”, we were in a “winterized Spring blizzard” that literally froze our fuel lines.  We spent the better part of 10 hours going 55 kilometers out … and back … from Fort Nelson.  In total, it was a beautiful and magnificent trip – something that I recommend to everybody if the chance ever comes along. 

A lot has evolved over the past 45 days … yet little of it that serious readers of OTWC’s could not have anticipated.  But the piece I found of particular interest was …

From Baseline Magazine”®, April 2003
++++++++++
Before its industry went into a tailspin, Delta Air Lines invested $1.5 billion in an instant information network to save hundreds of millions of dollars a year.  Will that be enough to make it the last major airline able to attract price-conscious passengers and stave off crushing cost competition?
Eastman's "Off-the-Wall Comment(s)"©  ...    
This story caught me a bit by surprise.  First, my company has had a number of discussions with Delta over the past year with respect to numerous “new technology” solutions … and not once was there any hint of development of a new technology platform at Delta.  Given that, it also suggests to me that the new technology platform discussed in this Baseline case study, assuming the project is as far along as represented, has not yet begun to make an impact on the minds and actions of a Delta staffer’s in the way that they approach the need business needs of airlines. 

The comment’s that follow closely parallel my thoughts as posted in an airline forum group concurrent with release of this OTWC.  Thus, for a few readers, this will be redundant. 

For background, I would refer you to my essay "Economics of Airline Automation," written for Darryl Jenkins’ 2nd release of the "Handbook of Airline Economics" and published by McGraw Hill last year.  A copy of this essay is available at TEG's web site << http://www.eastmangroup.com/ >>; see the banner on the left side of the Home page. 

Last week, I occasioned to come across the "Delta's Last Stand" case study.  While the title seems a bit "overkill," the story itself reflects the impact of Delta's Information System's people effort to respond to the very issues I wrote about in “Economics of Airline Automation.”   For those interested in the Baseline case study, the web site is << http://www.baselinemag.com/article2/0,3959,1013642,00.asp >>. Both essays are also available as .pdf files.    

Paraphrased briefly  ... what I have long called "silos" of information and business processes, Delta calls "stovepipes."  Silos (or stovepipes) are airline information systems architected in the late 1950's and early 60's that automate massive data processing needs necessary for tracking airline inventory -- in an era when destinations and fares were mandated by the government; and information technology was in its infant stages.  

Subsequently, other silos were created to serve other airline business function needs.  But the technology of the era mandated separate systems.  And before Internet and the demand for high-speed bi-directional information integration, no business need ever evolved to mandate the automatic linking of these silos/stovepipes.  

Just as The Eastman Group evolved its AutoLink tool to bridge these silos, Delta appears to have evolved a somewhat similar solution it calls the Delta “Nervous System" to bridge its own “stovepipes.”   And for the record, it would appear that Sabre is moving down a similar path as Sabre evolves its zero-latency enterprise platform.  I am unaware of other similar approaches … but then, I was unaware of Delta’s effort until mid April.  
Delta's "Nervous System" is designed to function as an internal management tool while Sabre's zero-latency enterprise platform appears to be designed as a centralized distribution control solution.  While TEG's little development group is certainly not in a position to challenge the "big boys," the AutoLink structure is designed to enable any travel vendor to interact intelligently with any other airline industry silo, outside vendor silo and/or buyer according to business rules derived by each partner.  

Each of these systems, it their own way, find ways to bridge the different silos of business processes, rules applications, and evolving interactive communication needs in response to evolving "demand-driven" business needs.  While the focus is different, most of the capabilities of each work at solving the same problem.    

What is relevant to the core question of current airline viability is that ... 

    (a) the economically stable LCC's in today's airline world have evolved or acquired information systems that ALREADY meld these silos, 

    (b) airlines that do not meld these processes have internal staffing  demands that 10 to 20 times those of the LCC's (excluding flight and maintenance crew requirements that are in the forefront of today's staving-off bankruptcy discussions). 

and, 

    (c) airlines that continue to use un-bridged silo legacy structures cannot intelligently, interactively, respond to the user/buyer needs for information; and thus, put themselves at significant  economic, operational, and marketing disadvantages. 

The hardest challenge that confronts the few who understand this need is the ability to "educate" the management's of most major airlines as to the how and why of these needs.  In that regard, Delta is to be congratulated.  As the Baseline story points out, "... Delta hopes the “Nervous System” will provide long-term competitive advantage, maybe as big as the one American held for much of the last half of the 20th century" (due to Sabre's original lead in CRS/GDS technologies).  

Delta's focus has been to eliminate the stovepipes (silos) of information within its internal operations.  The case study documents progress since 1999 ... and points to the fact that, "... Delta is now realizing almost $100 million in savings a year through better data analysis." Further, the story suggests that, "... the carrier of the future will be a combination of Delta as it is today and Southwest," ... and discusses how Delta's Song will attempt to create a Southwest model.  

In the latter thought, I tend to disagree.  Delta has taken a "traditional airline" management approach to the problem ... attempting to evolve an internal "supplier-driven" response to competitive pressures from other suppliers (i.e., Southwest).  A close read of the case study suggests that Delta's solution has not yet been adapted to serve the evolving "buyer-driven" demand needs of users.  In fact, if the Baseline story is correct, Delta has gone to some length to exclude input of "demand" factors.  

While potentially viable in dealing with immediate economic survivability, Delta's intermediate and long solutions remain "foggy."  In that regard, I perceive the Sabre "zero latency enterprise" approach as different from Delta's approach ... tackling the distribution solution initially and allowing the internal operational control needs to evolve in response to user-demand.  
Still, if Delta's "Nervous System" is all that the Baseline story suggests ... and Sabre's "zero latency enterprise" solution evolves consistently with its original concepts -- then the recent focus on staving off bankruptcy through new labor union agreements is a “red herring.”  

That said, a recent InformationWeek Research study
 on Real-Time Business, “… revealed that companies today are monitoring in real time about 80 processes and other metrics. Those same companies say that a year from now, that number will triple.”  These are the very kinds of systems that are noted above.  But the InformationWeek study is talking about thousands of companies serving a multitude of industries -- not just three “risk-taking” innovators in the travel industry.   
Given the momentum of the hyperarchy of information outside the travel industry, it would seem to me that to survive another five years, the major carriers are going to have to change the way they run their airlines ... the way they manage their information ... and the way they staff and respond to the evolving “demand-driven” business processes!  
While it is probable that many of the airlines will stave off bankruptcy (our culture almost demands it) … it is equally unlikely that the airlines will stave off the ultimate change in the product creation and distribution that the hyperarchy of information is forcing upon them.  Even Delta, who appears to be leading the way with its internal airline silo integration process, does not appear to have begun to focus on meeting buyer needs.  

Thus, it increasingly appears that technology-based information intermediaries will step into the widening gap information between vendors and buyers – to interactively “produce-while-packaging” demand-driven solutions for buyers.  
++++++++++

From TWCrossroads©, 31 March 2003

++++++++++
In the mid-1990s, the Internet held much promise for travel suppliers, who had visions of lower distribution costs and a healthier bottom line. It hasn't quite turned out that way. Putting the power of travel shopping in the hands of consumers has made the Internet a battleground for discounting. Suppliers -- particularly hotels and airlines -- have seen the promise of lower distribution costs swallowed by revenue erosion. …. The challenge for suppliers is to make it work because there's no turning back now. 

++++++++++

Eastman's "Off-the-Wall Comment(s)"©  ...    
The story above goes on to discuss how the airlines and hotel companies saved millions of dollars in GDS distribution and other costs … but how competitive pricing  and loss of control in the distribution process has driven revenue down as well – to the point that most experienced travel vendor executives would say that “the good old days were actually better.”  

As is so often the case in today’s media and public forums, the cause of the problem was missed; or perhaps, said more accurately, ignored.  

Rather than compare “what is” with “what was” … the story and sources within the story needed to focus on the “why.”  The “why” is not that revenue is down relative to distribution costs – but rather, what happened to cause the disparity?  

And the answer to that question is identified in the preceding “Off-the-Wall Comment(s)” relative to the “silo effect” of airline (and hotel) business processes.

The disparity between distribution costs and revenue is tied to the fact that most airlines and most major hotels continue to produce their products using legacy business processes and legacy business information management solutions.  

In any free-market environment, economists tell us that competitive advantage is derived by offering either value-added benefit to the buyer or by lowering the cost of essentially identical products. Since the airline seat and comparable hotel beds have become commodities, this maxim suggests that the airline and hotel suppliers must lower the cost of product production on a never-ending cycle … because revenue for any given similar product offering will, by definition, erode.  In other words, “revenue erosion” is a given for essentially identical products within any given market.  It is almost ludicrous that “news” in the travel industry is reporting obvious truths.  

What “is” important about the above comment is that the airlines and hotels were unable to lower their costs to respond to the interactive bi-directional demand created by users of the information hyperarchy.  And the problem is going to get worse before it gets better for most of these major airline and hotel vendors – because their “silo” systems of information preclude rapid adaptation to the demands that are now clearly driving buyer choice.  And again, as noted above, this dichotomy further points to need for technology intermediaries capable of managing these currently divergent technology platforms.  

As even the story above noted, “… there is no turning back.”   

++++++++++

From PhoCusWright’s FYI©, 2 April, 2003

++++++++++

… 
Nine out of 10 online travelers now have some history of shopping for travel online, and nearly 15% of all Americans purchased travel online last year – that’s five times the penetration rate of 1998. …. Meanwhile, just to be sure, most online travelers (86%) shop multiple sites before buying.  This provides a significant opportunity for online providers to build market share by reaching Web site “switchers.”  … Even when buying doesn’t take place online, the influence of the Internet on travel plans is irrefutable.  For example, among only travelers who took a cruise in the past five years, 43% used the Internet to research their last cruise in 2002 (versus 32% in 2001).  

From http://www.crt.dk/uk/staff/chm/trends/usa.htm, April 23, 2003

++++++++++

The overall US travel market decreased by 8% in 2001 and by 4% in 2002, but the online travel market increased by 45% from $18.6 billion in 2001 to $27.0 billion in 2002. Online sales accounted for 14.4% in 2002. The top 3 players accounted for 46%, 42% and 40% in 2000, 2001 and 2002. In 2002 Expedia overtook Travelocity. Southwest Airlines remained in the number three spot. Orbitz, now the third largest agent in the US online travel market, challenges Southwest’s position with respect to share of the US online travel market. There was a shift from direct suppliers to online agents. Agents accounted for 47% in 2000, 48% in 2001, then jumped to 54% in 2002. This shift (of 7 percentage points) was explained by the establishment of the online agent Orbitz by a number of major airlines, since Orbitz captured a share of 9% (from zero) during the period. While Orbitz won market share, the websites of the airlines themselves lost an almost corresponding number of percentage points from 2000 to 2002. - From 2000 to 2002 there was a shift of 7 percentage points from air-tickets to non-air (mostly hotels) in the US online travel market. Even so, in 2002 air-tickets accounted for 66% of the US online travel market, hotels 22%, car rental 9% and cruise and train (and bus services) 3%. .
++++++++++

From TWCrossroads© Technology Update, April 23, 2003

++++++++++

DURING A QUARTER in which Sabre chairman and CEO William Hannigan said his company was "hammered by world events," Sabre's year-over-year earnings fell 26% from $87.4 million to $64.9 million. Year-over year quarterly bookings -- which included agency, Travelocity and GetThere transactions -- decreased 13%, from $108.3 million to $93.9 million. Revenue from Sabre's travel agency business dropped 10% from $434.1 million to $388.8 million, while revenue from Travelocity grew 9% from $73.7 million to $80 million. 

"OTW Thought” ...    
Sort of validates a lot of what I am suggesting in the first two “Comment(s).”  Even in Sabre’s own little domain, agent derived revenue was down 10% while Travelocity revenue was up 9%.  The impact of the information hyperarchy on buyer choice and the automated distribution outlet’s ability to respond seems so obvious that it is difficult to understand why bright and capable managements of the major travel companies do not move aggressively with realistic restructuring of their information management tools and business processes that make up the production side of travel product creation.  

From TWCrossroads©, 25 March 2003
++++++++++

Do GDS rules measure up?  Let's cut to the chase on the GDS rules -- because the Transportation Department soon will have to -- and its first question has to be this: Should the rules exist at all? The DOT just received its initial round of industry comments on a plan to revise the GDS regulations, and a blizzard of legal filings fairly swirl around that question. 

"OTW Thought” ...    
And a “blizzard” it was ... most of which swirled around self-serving needs.  Every gambit and every argument at every point on the compass seemed to have been presented.  However, suffice it to say that OTWC has been suggesting since 1999, in one form or another, that the DOT’s CRS rules were increasingly irrelevant, in many cases inapplicable, and would, over time, go away.  The question is probably not, “Do the GDS rules measure up?”, but rather, are they relevant in the digital world of today?   As has been pointed out often in OTWC, new technology is by-passing the rules as fast as their relevance erodes.  Which will come first … total technology by-pass or elimination of the rules? 
From TWCrossroads©, April 15, 2003

++++++++++

Forty-nine travel agency plaintiffs sued 21 U.S. and foreign air carriers charging they violated antitrust laws when they cut and then eliminated base commissions for travel agencies. 

In the first court action over commissions that is not a class action, the plaintiffs went to U.S. District Court here to seek actual damages for income lost since the fall of 1997. 

"OTW Thought” ...    
These appear to be a group of agents seeking a return to the “stone age.”  They do not seem to understand where an agent’s real revenue is derived, nor do they recognize that the role of the travel agent has become that of a service provider to buyers (even as early as 1999) … and is not, and was not in 1999, as an agent acting on behalf of airlines.  But, as a lawyer friend of mine once said, “It is almost always possible to find some piece of case law that will prove your point; but the question remains, can you win the case in front of a judge or jury?”  The whims of human emotions are fraught with inconsistency, misdirection, and self-indulgence.   
From TWCrossroads©, March 27, 2003

++++++++++

Worldspan's buyers selected Rakesh Gangwal, former president and CEO of US Airways, as the new chairman and CEO of Worldspan when its sale to the Travel Transaction Processing Corp. closes, a Worldspan spokeswoman confirmed March 26. Worldspan CEO Paul Blackney will stay on until that unspecified date, the spokeswoman said. 

And finally, an OTW “Thought” on Paul Blackney...    
I do not know Paul Blackney very well … perhaps well enough to introduce myself and have him recognize my name.  
But in pondering the future of Worldspan following the announcement of the sale of Worldspan as reflected upon in the 5 March 2003 “Off-the-Wall Comment(s)” … I realized how well I did NOT know Paul.  While my thoughts in early March reflect the “logic” of what I was seeing … what was, and appears to be, happening … I’m not sure that my comments reflected accurately on Paul Blackney.  

The announcement above resurfaced my thinking some very key, but often un-attributed, reflections on Paul.  Two are vivid in my mind.  

The first dates back to the late 1980’s, when Paul was heading Apollo.  I was involved with Associated Travel, a good-sized “split CRS” agency that was largely Sabre, but had enough Apollo sites to make them an important Apollo agency as well.  Apollo introduced FocalPoint, the first Microsoft Windows based solution.  In one step, Apollo became a strategic leader in travel agency solutions … forcing all of the other GDSs to play “catch-up.”   

The second is more recent … and is focused on the period soon after Paul took over the leadership of Worldspan
.  While the original agreements with Expedia and Priceline were initiated by Paul’s predecessor at Worldspan, Mike Buckman, those early Worldspan gambits evolved into a strategic initiative under Paul by which Worldspan became the first “Internet gateway” for most of the pioneering Internet travel offerings… including two more major Internet travel solutions, Orbitz and Hotwire.  Orbitz provides a particularly unique and pace-setting solution; whereby Orbitz is able to cache Worldspan queries in real-time; and thus, essentially mirror Worldspan’s current availability..

Yet I’ve never heard anybody say … “Hey, Paul Blackney was behind that strategy,”  or “… that innovation!”   To what degree he evolved those ideas, I do not know.  
But it is pretty clear that none of those innovations would have happened in those particular business environments if Paul Blackney had not had the foresight to approve the funding and enable their creation.  

Thus, in hindsight, it has become pretty clear that in his quiet and reserved way, Paul Blackney contributed greatly to the evolution of airline travel product distribution.      
\\ Richard  
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� InformationWeek.Com, “Between the Lines,”  Tuesday, 22 April, 2003


�  This comment has been modified from the original to reflect more accurately the contribution of Paul Blackney and his predecessor, Mike Buckman.  In the original piece, I inadvertently and unintentionally attributed the Expedia and Priceline pioneering efforts by Mike Buckman, to Paul.  Paul, in his own right, enabled the growth of those solutions, along with enabling Orbitz an innovative mirroring solution,, among other things.  





