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


When I set out to write this current “Off-the-Wall Comment(s)”, there was every intent of discussing … “Orbitz, a CRS or not”, DOT overlooking agency considerations in their evaluation of the CRS Rules, the “'Regime change' at United Airlines”, changes in ownership of TravelWeb, newly discounted transatlantic business class fares, KPMG’s study that one in seven people will use Internet to book their main holiday tour or cruise package this summer, etc., etc., etc. … along with three responses to queries generated from the June 11 piece of the DOT CRS rule changes.  I managed the responses; and the other stuff is going to have to wait.  Wading through this set of comments is enough for a summer day (or evening … or maybe two, three …???). 
E-Mail query from Jürgen Barthel©, 11 June 2003
(E-Mail edited for brevity)
+++++++++
Hi Richard, a serious question : Do you believe that, transforming from the main-frame-technology to an environment like the low cost carriers operate it, will be the answer? I do not know … if the LCCs really run the environment they say they do. It would be helpful to understand the advantages of the technology used by the LCCs and how the airlines could … implement into/transform the existing technologies? I "feel" … that there is a lot "best practice" that is impractical.  It would be nice to "start from scratch" and rebuild an entire companies technical infrastructure, but that respective infrastructure involves people, jobs and "internal politics".   … I am not sure, if such a transformation is realistic. I think it depends on a lot of circumstances - and investment. Do you really think today’s scheduled airlines can master that change? May it be too late already? I think today we see a major transformation but I do not see much movement and am concerned if my understanding of things is realistic.  [It] would be nice if you could bring this topic to "Off the Wall."  Is it possible for the SC's to transform their technology to regain their technological advantage they had throughout the industry (not only travel)?   What do YOU believe is the airline environment in 3/5/10 years?  Thanks for consideration.
++++++++++

Eastman's "Off-the-Wall Comment(s)"©  ...    
Taking this part by part … 

<< Do you believe that transforming from the main-frame-technology to an environment like the low cost carriers operate will be the answer? >> 

If one studies the evolving literature of networking sciences and the literature of the evolving computer network operations -- it is very clear that the main-frame technologies will be largely (although not completely) supplanted by nodal networks.  However, it is important to recognize that the LCCs do not, at present, run nodal networks.  Rather, those that DO NOT use the legacy mainframe systems, use systems that are basically, ONLY relational database solutions!  
There is a big difference between the legacy systems and the relational database systems – and there is just as big a difference between the relational database systems and the employment of nodal-networked architectures!   I do not know of a single airline running a nodal-network architecture – yet.  There are a few … Delta, Continental, Alaska, Southwest and the Sabre host, to name a few that I’m aware of … which are moving in that direction.  I have not seen anything among the LCCs running relational database platforms to suggest that they have started in this direction.  That does not mean they haven’t … just that I’ve not see anything to lead me to believe that they understand the need yet.    
<< It would be helpful to understand the advantages of the technology used by the LCCs and how the airlines could - with reasonable effort - implement into/transform the existing technologies? >>  

As noted above, the LCCs do not use nodal networks; and in fact, some still try to use the legacy systems.  For purposes of this discussion, when I use the term LCC, I will be referring to those low cost carriers that DO use relational database architectures for their hosting environments.  

The legacy systems used by most of the major airlines are transaction based.  They were never designed or intended to be informational in nature.  Each transaction requires a specific command. Each command returns a specific result.  Some airline mainframe systems (particularly, those belonging to the GDSs), can process multiple commands on a single entry.  But the process remains serial and the process is constrained by the original hierarchal design of the data structures.  

The LCCs have mostly defaulted to the OpenSkies platform.  OpenSkies was first created by David Neeleman and David Evans at Morris Airlines.  This product runs on Hewlett Packard hardware on a HP relational database software platform.  While the relational architecture has increased overhead when compared to the transaction processing systems (which means that the relational system is typically unable to respond as fast to a single command as the transaction based systems) – the relational architecture is better suited to linking disparate elements of information into meaningful information.  
In the early days of computing, data processing was focused on processing lots of elements of data to derive a fast result to a transaction.  For example, an Availability request returns all the flights with space available that meet a specific city pair query … and then through a second series of commands, the computer returns the fares related to the specific flights that are requested from the first list.  

As computer technology evolved, it became possible to have the computer look at the relationships of the data being processed BEFORE it was actually processed.  Thus, in a relational database, it is possible to query the database for availability of flights that also have a fare lower than “x” amount.  While the computer “overhead” necessary to respond to this “conditional” query is slightly greater – it takes only 1/100th of the time necessary to run through the multiple serial command instructions of a legacy transaction processing architecture.  Thus, while the transaction processor is faster in its initial response, it is much slower to return a typical informational query that must consider multiple factors in the process of getting the desired answer.  

Further, instead of having to have a person look at data and interpret its meaning from the result on the screen ... the relational computer can look at data and, using fuzzy logic, identify those things that represent "good" or "bad" relationships (i.e., greater than or less than some fare).  The relational database can combine different rules to sort out “relative” elements of information depending on the question asked of the data set.  

These "rule-sets" allow businessmen to (a) look only at the exceptions, or (b) handle with consistent regularity, the routine functions of running the business.  In the legacy airline systems, whose very designs were among the earliest of the transaction processing systems, (a) and (b) are typically subject to many different people having to retrieve, assess, and apply whatever rules have been outlined.  And of course, when people are involved, errors expand and subjective decision making prevails.   
With the ability to relationally apply rule-sets, the number of people necessary to oversee the operations of the business goes down dramatically -- about 10 to 1; in some airlines, 100 to 1!  Those are internal people/management costs ... costs that the legacy airlines never look at because their major labor problems are linked to the labor that fly and maintain airplanes; not the “back-office” systems that make these things happen.   Still, these back-office systems make meaningful differences in accumulated cost-per-mile-flown of aircraft. 

The part of the evolving information systems matrix that remains largely outside of the airline domain is that of the nodal network implementations.  The reason(s) are  that (a) the business processes of the legacy systems preclude rapid assimilation of these newer tools (in large part, because the airline systems remain tied to the architectures and command instructions of the original 6-bit computer word); (b) airline IT managements remain oblivious to newer technologies because the managers that make buying decisions are very senior airline-types and most have spent 20 to 30 years climbing the ranks of the airline (i.e., few have spent their whole career in technology, and fewer still have spent any time exposed to or exploring the  new technologies and/or new business processes); and (c) the overall business process of the airline distribution process has, here-to-fore, controlled all other aspects of travel and financial settlement because of the self-contained distribution/settlement process around which it was originally built; a system so well designed 40 years ago that it remained  immune to the demands for other kinds of digital information by buyers and/or other intermediaries until Internet technologies actually matured!    

All three of these factors are now breaking down (at different paces and for, sometimes, different reasons).  However, the net issue that must be dealt with is that there is too much demand for digital information from too many disparate sources ... buyers, sellers, intermediaries, informational “engines”, etc.  Thus, the present systems (whether legacy transaction process systems or the relational database architectures) simply cannot respond to these needs – NO MATTER WHAT the computer salesmen would have you believe!   
The legacy systems are breaking down first ... and the only way they can respond is to export the transaction processing into multiple pre-processing nodes; nodes that intelligently select which messages require "transaction" processing and which messages are simply "informational" in nature and can be processed someplace else.  But the LCCs will soon be confronted with the same problem; because while they can relationally answer the queries of management for internal operations -- they cannot easily export or capture data to/from the "third dimension" (that of external informational requestors).  

Thus, it seems to me, that the legacy systems will shortly begin to outsource processing to nodal services, in one form or another.  One of those forms will be to outsource the inventory of bulk purchases to bulk buyers (i.e., second tier distribution).  Why does an airline need to control its entire inventory?  It only needs to control that inventory with which it makes money ... the rest, break-even and loss-leaders, can be outsourced to packagers of one sort or another who have a different risk relationship with the buyer.  The same is true of hotel rooms ... and rental cars ... limousine services ... kayak rentals, etc.  Thus, one can expect the evolution of "packagers" that host their own inventory of bulk purchases; that "inform" the service-provider via an electronic report of some sort of the names of users and whatever other operational data is necessary.    

That is not to say that all airline services will be outsourced.  Many nodal solutions will evolve internally ... in much the same way they exist today.  But today, they are separate and only quasi-related processes (i.e., overbooking profiles, revenue accounting, equipment maintenance, crew and equipment scheduling, etc., are all separate systems requiring separate data input).  In the evolving world of airlines, this information will need to be integrated in real-time -- to manage equipment and resources in response to the new levels of user/buyer expectation.  
The only way that can happen is through nodal-network architectures.  Trying to channel too much information through a single legacy system is no different than trying to funnel too many people through a hub-centric airport.  At some point in time, the laws of increased demand force diminished functionality when all people/transactions must pass through a single point of control -- be it computer networks, airline networks, or human biological systems networks.  That's one of the reasons a person’s body reacts to something that will eventually be pain, long before the sense of pain has reached the mind.  It is the reason a person can walk and talk without "thinking" about it. 
Thus, this evolution is not really an issue of “will it happen?” … or “should it happen?” ... but rather, a question of when will it happen?   

<< It would be nice to "start from scratch" and rebuild an entire companies technical infrastructure, but that respective infrastructure involves people, jobs and "internal politics".>> 

This is simply impractical.  The human learns from past experiences ... and applies what it’s learned to the future.  Each step forward is an expansion of the past ... not some "idealistic" representation of what should be!  It is the nature of all humans to go forward from where they are; not to start anew.  Even our business didn't "start from scratch."  We had to leverage past experiences in ways to meet the needs of others with today's needs ... to move them forward based on what we had learned in the past.  In reality ... there “just ain't no such thing” as starting from scratch! 

<< Do you really think today’s scheduled airlines can master that change?

>>

Those that don't ... won't be here in five years!  

<< ... is it possible for the SC's to transform their technology to regain their technological advantage they had throughout the industry (not only travel)? >> 

The Scheduled Carriers (as you define them) have little choice.  It will take time, for the onion layers of technology that inculcate the processes of running an airline ... must, one-by-one, be de-layered.  But it must happen ... and will happen; and airlines failing to make the transition will simply fail -- in total.  Or, the will be absorbed into those that can and/or have made the transition. Interestingly, it is quite possible that some of the LCCs will absorb one or more of the major’s (i.e., Schedule Carriers).  

Whether travel technology will evolve to the forefront of the business world again is speculative; actually, improbable.  When airlines evolved technology for their competitive advantage, the airlines were the greatest manifestation of the Industrial Age -- an era of supplier-dominated mass production.  But the information era has evolved out of the Industrial Age ... and the role of technology has transformed from "producing things" to "enabling applied knowledge."  Thus, it is probably more likely that a company spawned of information and communication networks would rise to the peak of the travel industry … than that an airline driven by these tools would again be a business technology leader.   

There are those that would argue that the airplane remains the dominant "communication tool" of the information age ... in that the airplane remains the fastest way to transport the physical body of a human moderate to long distances … in order to communicate; i.e., personally absorb or apply information for transformation to knowledge.  But the airplane is too slow for most information processing in this new era -- and thus, I would be very surprised if the airline industry were to ever regain its dominance in information technologies.  If anything, as noted, the reverse is more likely. 
<< What do YOU believe is the airline environment in 3/5/10 years. >> 

It won't be what it is today!  I expect we'll begin to see rapid and evolutionary transformation as the airlines recover from the current economic crisis ... and I doubt very much that that transformation will have ended in 3 or 5 or even 10 years (and by then, I'll be too old to care ";-]  ). 

Is noted above, I expect that we'll see the evolution of nodal-networks in technology solutions, in packaged product distribution, in outsourcing of airline operational services, in physical locations of airports, and even in the management of the airlines themselves.  The exact timing of these steps will be largely determined by the needs of airlines and packagers RESPONDING to the demands and expectations of their buyers – which in itself, is a very large role-reversal from the days when airlines could say … “this is when we fly … take it or leave it.”  
++++++++++

From TWCrossroads©, 27 June, 2003

++++++++++
Lufthansa and travel agency representatives reached a settlement in the Sarah Futch Hall commission class-action suit, with Lufthansa creating a performance-based incentive program and making all of its Web fares available online for agent bookings.  This is apparently the first settlement in Hall et al. v. the Airlines, a class action alleging collusion over commission cuts ….
Under the settlement, Lufthansa will create the Lufthansa Transatlantic Bonus Program, which enables all agencies that don't have contractual relationship with Lufthansa to earn up to a $100 bonus for each Lufthansa transatlantic roundtrip ticket sold beginning Jan. 1, 2004. 

In subsequent years, eligibility for the incentive program will be based on meeting revenue goals … beginning Jan. 1, Lufthansa will make all its Web fares available to all agents to view and book at www.lufthansa-usa.com, and Lufthansa will continue to issue these tickets. 
In a statement, Hall, the lead plaintiff in the potentially landmark case [said], "Every agent is … looking for a better way to service his or here customers, and keeping up with the online travel market is a key part of this challenge …. "This program gives the smaller travel agencies a chance to show they can make a difference, and we expect Lufthansa's sales will get a huge boost." 

There was no immediate word if settlements with any of the other defendants -- including American, Air Canada, Alaska, America West, Delta, Frontier, Horizon, Midwest and Air France -- were in the works. 
++++++++++
E-Mail from Bill O’Connor©, 27 June, 2003

++++++++++
Richard - any thoughts? -- Bill

 

Lufthansa settles in Hall commission suit 
++++++++++
Eastman's "Off-the-Wall Comment(s)"©  ...    
There are some unknowns in this story … << … up to $100 >>, << … available to all agents … at Lufthansa.usa.com >>, << … gives the smaller travel agencies a chance to show they can make a difference … >>, among the most notable.  

 

1. There is no downside in the “up to $100.”  I rather expect that it is in the agreement … but it is an unknown.  The implication is that essentially, merchant fees of $100 for round trip tickets will be paid.  And while the story says “all agents”, it is fairly clear in the following sentence that these will be volume based contractual agreements – which suggests that the known volume producing agencies will get the premium merchant fee spread, while the “mom-and-pop” agencies will get something sizably less.   
  

2. The “Lufthansa-usa.com” site today defaults to the English version of the “Lufthansa.com” home location.  Lufthansa does not have a separate Lufthansa-USA site today; which means they are going to have to build it.  My guess is that is one reason the “start date” is not until January of 2004.  It will also be interesting to see how Lufthansa sets this up to be managed … because it will encourage non-merchant agents in other countries to “consolidate” their US destination purchases through a US agency with a Lufthansa volume contract (or help provide volume to enable such a contract with Lufthansa).  

3. The premise that << … smaller agencies … >> can make a difference to Lufthansa as implied by the Hall quote is a “throw-away” comment.  Small agencies have had multiple chances to demonstrate their power … encouraged by the GDSs through incentive payments, by ASTA and ARTA with “calls to act” during the commission wars, by the DOT in their travel agency review just this past year … all to no avail.  Small agencies … God bless them … do NOT make a significant difference to a vendor the size of Lufthansa.  Their collective volume cannot be controlled sufficiently well enough to warrant the special attention that each small outlet requires or expects.  It is far easier and more efficient for an airline the size of Lufthansa to deal with volume producers … whether it is in direct deals … or across direct-link channels.  In point of fact, 


Thus, I do not see that the agents are any better off then they were before … other than they have a new revenue structure agreement with a single airline.  And this could, in the end, lead to each agency entering into a separate agreement with each “other” airline – in the future.  The only way to do that cost effectively is through eft (electronic funds transfer).  Eft is, in the end, a very likely strategic goal of the airlines as well.  
I’m not sure the Hall people understand this … but they simply had to have something to say.  So, they came up with the << … every agency … >> quote.  But in my view, for all practical purposes, they failed to win their legal action.    

 

It would appear that Lufthansa accomplished virtually everything they (and the other airlines) set out to accomplish, strategically.  They eliminated the blanket commission structure.  They replaced that commission structure with a fee per trip produced … which is based on volume produced by the retail outlet.  They effectively by-passed the high-cost GDS distribution structure with a legally enforceable agreement … which now forces agencies to make a decision between the airline in a GDS, or earning a merchant fee for doing a direct purchase with a higher earned fee than is available via credits in the GDS.  And in the case of Lufthansa, the top volume producing merchant fee at $100 is, essentially the same as an agent would earn with the $50 capped commission, were commissions in effect when booked through a GDS – without all the incumbent overhead of the GDS distribution and marketing channel.  

 

And to Lufthansa’s credit … the solution appears to be clear-headed, strategic, and resolves a legal quagmire in which Lufthansa was trapped with a bunch of other airlines that will gain less with such a deal.  Further, it likely gained Lufthansa another notch in the public relations image of Lufthansa as a leader in the long-haul major airline segment of the industry.   

++++++++++
Bill’s response included the following insightful comment… 

What seems most interesting to me is the precedent that this establishes for bilateral contractual relationships between a carrier and a distributor - outside of the "standard" agreement that has historically existed.  Yes, the challenge of financial settlement has been a compelling deterrent, and while DFOP has been on the books for some time (ARC agreement) - viable EFT alternatives haven't seemed to appear.  This settlement, if followed by others, would perhaps create the impetus.  Few distributors have gone down the DFOP path without it.  The implications of large numbers of distributors establishing direct reporting and financial reporting certainly has wide reaching implications -- from "dealerships" to collapse of ARC, the closure of the "information window" for those that rely on ARC data, indemnification of agents issues...and much much more.  Damn, but it would be interesting …! 
From Rolfe Shellenberger, 11 June, 2003
(Extracted from an airline industry newsgroup with permission) 
++++++++++
In my opinion, "ticket" distribution is probably going to disappear because tickets as presently designed are unneeded.  Boarding pass issuance is now accomplished through interaction between PNR (passenger name record) and charge/credit card.  If no ticket is issued, charges can be automatically generated at each boarding point.  This will eliminate 90% of refunds, but it will also simplify payment of commissions and simplify penalties, because they can be automatically generated when a traveler's actual itinerary fails to coincide with the PNR.  This also applies to uncompleted round trips. 
[When this evolves] records of source will be easier to collect and codify.  All transactions have unique IDs and these can be traced to some electronic source. ….  I would also expect that airlines would not necessarily want everyone to know their source mix.  As IVR becomes a reality, I see a big drop in call center activity; call centers for airlines and for travel agencies are very expensive; IVR can reduce average transaction costs - fees now charged - from as much as $55 down to about $5.  I can visualize where airlines and agencies will have to impose surcharge fees whenever anyone insists on human-to-human communication. 
++++++++++
Eastman's "Off-the-Wall Comment(s)"©  ...    
Rolfe alludes to IVR becoming a reality.  IVR stands for Interactive Voice Response, and those of you interested in seeing a fairly wide working application of IVR should plan a visit to our store.  Rolfe’s numbers are very close!  

And as Rolfe, Bill, and I all suggest above, in one form or another, “ticket distribution” as we know it in our industry today, is going to disappear for the various reasons outlined … and some others.  Of particular interest is that Rolfe has an airline/corporate travel orientation … while Bill has an agency/tour industry focus.  Still, all three of us see similar extensions of the same trends.  A great deal of what we have all known as the way the “airline” or “travel” business works … is simply going to cease to exist in the next three to five years!  

Jürgen’s initial query ponders the core question … can the traditional scheduled carriers make the transition?  Why is it core?  The answer lies in the fact that airlines have been, historically, the center-focus of all travel product distribution for the past 30 years. It is, to a great extent, how we all “look” at the industry.  

However, in reality, the question is not about whether the traditional (or even, low cost) carriers can make the transition, or not.  The real question is about how will they deal with the holistic changes taking place in the way travel product is sold.  

As Rolfe points out, even the mundane boarding pass that we know today, will likely be gone in the not-to-distant future; essentially replaced by “smart cards” (or their equivalent).  Bill sees the demise of ARC (and BSPs) from an entirely different perspective; serving the needs of buyers rather than sellers. 

In simple terms, it is important to consider some of the most fundamental financial implications of the model Rolfe and Bill outline … 

(a) there is no pre-payment for travel

(b) there is no airline “float” of prepaid monies 

(c) there is no delay in collecting the money owed to each airline 

(d) settlement is virtually instantaneous by segment used 

(e) there is no role for ARC or the BSP (as we know them today), since each airline will create the electronic transaction as the plane is boarded

(f) the reporting tools will focus real data reflective of each carrier or corporation’s data capture and whatever “shared” data evolves between alliance partners and/or with government operational data. 

(g) the role of distribution will shift more and more to “packages” (the source of many “smart cards”) as bulk buyers obtain lower packaged pricing …
(h) … while last minute travel will create premium prices and will be likely settled directly in response to the nuances of specific bulk-buyers needs (i.e., corporate client’s or bulk packagers).  
Given the above … and the fact that the traveler will still need person-to-person services … how does the “travel agent” that we know today – fit into this model.  The answer is certainly not tied to brick-and-mortar; not tied to travelers visiting the agency’s office; not linked to GDSs and command-entry technology skills; not dependent on being an “authorized” ARC (BSP/IATAN) authorization or settlement process; not associated with the lowest possible fare or price; and not manageable by human agent’s memory or a 3X5 card equivalent mailing list of customers!  

It’s fairly easy to see the “not’s” … and not so easy to see what will happen.  Will hand-held electronic devices supercede hand-held telephones – or will they merge.  How fast will IVR (interactive voice response) solution mature … or will interactive graphics on the traveler’s PDA or wrist watch make unnecessary the need to advise somebody of travel problems or needs?  As the traveler and buyer adapt these tools, who will respond to their needs?  Will packagers be “risk taking” merchants or interactive vendor alliances or franchises?  Will commodity service vendors like airlines reverse-package interactively with other outlets as equity participants in franchises/alliances … or become commodity providers to any party willing to bulk buy?    

The travel industry is in transition.  And the “historic” mega’s … airlines, travel agencies, car, hotel, tour and cruise operators … are no less vulnerable to the tides of digital change than the mom-and-pop travel agency, the B&B, or the kayak, bicycle, ski or equestrian rental outlets.  It is not an issue of big or small.  It is an issue of managing information faster in response to buyers and travelers needs. 

Concurrently, it is also not an issue of trying to catch the wave of new technology at the right time; because the wave of technology evolution will be fraught with turbulence as the entire industry restructures itself.  
Success, if there is to be a measure of success, will most likely be with the nimble – those who build solutions that can twist-and-turn with the primary trends in technology driven new business models.  It is as risky to over-commit to any given new technology or business model … as it is to ignore the fact that the travel industry has changed forever.  
++++++++++
As noted in the opening, there was some other stuff that I had planned for this OTWC … but this is enough for now.  Hope the summer is treating you well … 
\\ Richard  
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