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


It is 6:30 AM and the sun is just rising over the hills in the East.  A cool breeze wisps off Newport's Back Bay through the open door in my office.  The warming sun is turning dew on the glass fence to droplets, which streak toward the ground or run along snail trails left in the night. There are no clouds to dim the sun's glow as I bask in the glory of nature's gift ... drinking my Slim-Fast!  

Aw well ... back to reality; this month’s OTWC.  
If you were too busy with day-to-day stuff to notice … July evolved into a somewhat “meaningful” month – as much for the day-to-day tactical adjustments that evolved as for what these actions told about strategies for a successful future.   

From TWCrossroads©, July 15, 2003

++++++++++
American Express agreed to purchase Philadelphia-based Rosenbluth International, a move that will combine the No. 1 and No. 5 U.S.-based travel agencies for a total global travel volume of nearly $20 billion. Terms of the pact were not released.  The deal is expected to close in the next few months…. After that, the Rosenbluth name will disappear from this arena; however, a separate company, Rosenbluth Vacations, continues in business and is not part of this sale. 
++++++++++

Eastman's "Off-the-Wall Comment(s)"©  ...    
This is a fairly significant happening within the whole of the travel agency community.  I am somewhat surprised at the limited reaction within the travel industry community – although I suspect that limited reaction implies a reflection of the fact that nobody quite knows what to expect in this industry any more.    
A few years ago, I participated in a Peter Drucker seminar where Peter made a comment (paraphrased), "When the big companies in an industry segment merge or acquire each other, it is a sign that the industry, as structured, has ceased to grow … and is topping out.  It signals that there is little growth left in the current business model and that margins can only be increased by spreading back-office and production costs across a broader customer base!" 
The American Express/Rosenbluth merger is the first of what is likely to be many more.  To date, most mergers or acquisitions have reflected the market growth or market-share expansion.  While this merger certainly changes market-share … it does little to expand market-share; reflects little in market-growth; does not appear to reflect a “troubled” business bail-out; is not likely to provide any significant buying power for either agency that they did not already have; and does not represent a new or different “niche” for either agency.  Essentially, it seems to fit the classic example of a mature industry merger … a quest for economies of scale in production and back-office processing.  

In short, Rosenbluth, one of the more innovative large agencies around, appears to have become stymied in its quest for further growth by the maturity of the traditional travel agency business process as practiced for the past 15 to 20 years.  
Thus, one must ask … What does this merger signal for other large mega agencies?  What does the premise of a topping traditional travel industry say about the potential for the smaller agency still locked into that traditional distribution model?
Consider … Navigant International is an agency derived by consolidation of primarily large regional agencies … that gained buying power by leveraging multiple large agencies into a mega operation.  Is there room for to grow their buying power further in today’s market?  Consider … Martiz has evolved into TQ3 in lieu of domestic expansion … growth through international alliances and acquisitions. Where can Maritz grow its traditional business?  

Within six days of the American Express/Rosenbluth announcement, Carlson Wagon-Lit announced it << … will be looking at merger and acquisition options as a result of the American Express agreement to buy Rosenbluth International. (TWCrossroads 7/21) >>. 

Even World Travel Partners, the other big agency among the top traditional travel agency outlets, does not appear to be growing its traditional business; rather, it has refocused its services on providing fulfillment and automation services to other agencies, including the leading Internet agencies.    

This trend is not just happening among the mega agencies.  As buyers shift to new technology driven agency services, the very small traditional agencies are shutting down “brick-and-mortar” stores … and their agents have taken to working out of homes via affiliations with larger agencies still able to fund the back office and fulfillment costs.  The now moderate sized agencies are increasingly dependent on these the fall-out from the smaller agencies as the, in turn, seek to spread production costs across a larger customer base and attempt to leverage buying power.  
But the moderate traditional agencies can no longer turn to the airlines as in the past to leverage buying power.  Rather, these agencies must turn to leisure product providers … primarily tour and cruise operators; and seek competitive buying agreements through airline consolidators.  Travel distribution is in transition. 
Long time readers are seeing, up-front and live, the result of issues discussed in OTWC for the past five to seven years.  
But the American Express/Rosenbluth merger represents, perhaps, the most visible mark that the traditional travel distribution model has reached its maturity; and in all probability … the turning point for brick-and-mortar agency retail outlets of travel product (including leisure).  I suspect that “brick-and-mortar” outlets … even those serving leisure markets … will wane away with increasing speed over the next three to five years!   Pay attention, you non-believers!  

Buyers dependent on the speed and information of integrated travel technology solutions have reached critical mass.  While the new model remains murky at best, the transformation is clearly in full swing.  Internet travel providers are rapidly adding packaging and integrate product solutions to their offerings.  For an increasing majority, it has become easier to shop and buy from the convenience and comfort of one’s home or office … than to have to go down the street to a “brick-and-mortar” retail outlet.  

Less clearly understood however, is how this transformation will ultimately play out.  Consider the number of managers dependent on jobs provided by the big traditional agencies!  Market growth is already in regression … being captured by Internet technology solutions.  Still, they “value-add” of understanding customer needs remains a critical ingredient in the travel mix.  So the question becomes – what technology will these mega agencies respond with to compete in the information hyperarchy?  

How will large trade groups evolve in the mix to enable moderate agencies to serve customers with enhanced personal-service tools and processes that capitalize on the information hyperarchy?  

These people-service entities must embrace technology to survive … but the question remains, how they will differentiate their product offerings in this new environment.  That they will try is obvious … given the number of people involved and the salaries and overhead that these companies must support.  Incremental margin gains derived of mega-agency mergers will no longer save jobs … these managers must come up with new and clearly defined profit spreads that can fund the overhead and salary bases of these big companies.  Just as the special interest trade groups must evolve clearly defined profit spreads to support their embattled traditional outlets.

So, other than some knee-jerk mergers among the majors seeking marginal economies of scale, the real question becomes … how will these people service-oriented agencies transform themselves into the hyperarchy of information?  Will they buy (or be bought by) the new dominant market technology agency leaders?  Will they “automate” their redundant people-service processes to gain more “in-your-face” time with clients?   Will the whole industry fragment into new focused niche travel channels?  Questions, questions … always questions!      

++++++++++

From PhoCusWright’s FYI© (by Philip C. Wolf), July 31, 2003
++++++++++
Three years ago, $26 billion of leisure, unmanaged business and corporate travel were purchased online worldwide. This year, PhoCusWright projects global online travel sales will reach $80 billion, with 70% of sales coming from the U.S. and the rest from Europe, Asia Pacific and Canada.  As for 2004, everyone knows an uptick is coming for the otherwise down travel, tourism and hospitality industry, but nobody knows when. We do know, however, the big shift toward online purchasing will continue unabated. … 

An amazing thing about travel comes to light when one compares its changes to other industry shifts over the same time period. For example, other hot e-commerce verticals saw leadership battles between new entrants and start-ups: the Amazon vs. Barnes & Noble or eToys vs. Toys "R" Us or eTrade vs. Schwab phenomena. Ultimately, many of the pre-Internet companies overcame their younger competitors or became powerful online rivals.

But not in travel. Indeed, there were travel agency brands pre-Internet, such as American Express, AAA, Thomas Cook. But none of the top online travel agencies today was a travel agency pre-Internet. Think about that. There is no travel industry equivalent of Barnes & Noble or Schwab, i.e., pre-Internet intermediaries that have held their ground in the Information Age. 
++++++++++

Eastman's "Off-the-Wall Comment(s)"©  ...    
Philip’s thoughts are very insightful!  His essay goes on to discuss the power of brand in marketing, and how “… travel wholesaler, retailers and technology companies have historically been cynical about branding.” Philip’s essay suggests that the core reason that retail travel agencies have not been effective in supplanting the technology agencies, as has happened in most other industries, is this cynical view of branding by the travel community.  

While Philips message above is quite clear, we differ to some degree on the reason that traditional agencies have not rebounded to match or overtake the technology-agencies.  And for the record, I learned about 20 years ago … never take issue with a strongly held Philip Wolf belief.  He may well be right!  

Still … my perception is that the reason that pre-Internet brands and today’s technology-agency brands remain separated is technology driven.  It is more likely caused by the disparity of technology platforms induced business disparity between producers, intermediaries, and buyers. 

In all of the non-travel “brands” that recovered early Internet-driven market penetrations, as citied by Philip, the producer and/or distribution channel was able to evolve its relevant technology platform in concert … even to the point of balancing physical delivery of goods through integrated automated staging of warehousing and production processes.    

Unfortunately, the legacy information platforms of the core travel product providers and the foundation of the digital distribution channel that serves the travel community … the airlines … has been unable to assimilate the new distribution information and transaction needs demanded by buyers!   Thus, traditional agencies remained bound by the old processes – while the new technology agencies evolved solutions to accommodate the inadequacies of the product producing airlines.  Thus, the actual products offered, however similar in usage, are “manufactured” or packaged quite differently.  

To date, no competitive cost-viable alternative has evolved to allow the traditional agency to effectively compete with the “manufacturing” process of the automated agencies.  While both channels obtain their product from essentially the same source, the similarity of process generally end right there. Thus, there is a technology disparity between the two product channels.

The American Express/Rosenbluth merger … and others that will come … … will do little to overcome this disparity.  As with the airline (discussed below), the agencies and other intermediaries dependent on the traditional distribution structure must re-invent themselves.  Whether Philip’s branding concept will be a part of that re-invention is yet to be seen.     
++++++++++
From TWCrossroads©, July 16, 2003

++++++++++ 
Momentum gives way to Preferred Rates Select.  Galileo announced it is scrapping its Momentum program and creating Preferred Rates Select. Momentum gave US Airways, Continental and United 20% booking-fee discounts through lower Galileo fees and reduced agency incentives. 

Preferred Rates Select, unveiled the same day that Northwest and Continental joined Delta, United and US Airways in the rival Sabre Direct Connect Availability Three-Year Option discount program, offers airlines DCA-like 10% booking-fee discounts for three years. 

Galileo's new program won't require agencies to give up GDS revenue -- although both Galileo and Sabre said separately that reduced incentives will be part of new GDS contracts. ….   

Northwest, meanwhile, in addition to joining Sabre's DCA program, launched Northwest/KLM All Fares, which requires non-Sabre agencies to assume a portion of Northwest's GDS bill if they want access to all Northwest fares, including Internet specials, in Worldspan, Amadeus and Galileo. Participating agencies will pay Northwest $1 per segment, capped at $3 per ticket. 

From Financial Times©, July 22, 2003

Three more US airlines have agreed to offer web fares through the Sabre global distribution system (GDS) used by travel agents. … The scheme is a compromise between airlines, which introduced internet-only fares to cut their distribution costs, and Sabre, which will reduce its booking fees for participants. It should help travel managers by enabling their appointed agent to make faster and easier comparisons between web fares, those already available through Sabre and the deals they negotiate with airlines. … The airline notes GDS fees rose more steeply than any other costs last year, totalling nearly $200m (£126m) despite reduced traffic levels and efficiencies gained through advances in technology. 

Travel Weekly Technology e-Letter-©, July 23, 2003

… Sabre CEO Bill Hannigan said, “Something's got to give -- and that something is GDS incentives for travel agencies.  Future GDS contracts will contain less agency inducements….  The growth in agency incentives is in the low to mid teens at Sabre, and that's down from about 30% growth two years ago, but it's not low enough.  The model has to change," said Hannigan, "not only on the [segment pricing] side but also on the incentive side. ….” 

Travel Technology Update©, July 29, 2003

(buried far well into a story covering the issues noted above) …. Sabre said 11 “smaller airlines” also have joined [Direct Connect Availability].  

++++++++++
Eastman's "Off-the-Wall Comment(s)"©  ...    
This selection of clips reflect on the “murkiness” of the evolving new distribution model noted above … and clearly reflects different impacts of airlines and GDSs within transition phases.  Still, there are four key points in this series … 

1.  What first appears to have been a Galileo attempt to offer an alternative to the Sabre DCA (Direct Connect Availability) product offering, failed!  Either it did not attract the airline participation that Galileo expected, or it did not induce the kind of agency support required to make it cost effective.  Galileo was forced to emulate the Sabre offering. 
2.  As the Financial Times points out, the Sabre DCA scheme is a “compromise” between an airline offering each user direct access and an airline distributing its products through another source.  But the key part of this story is the afterthought – that GDS fees continue to increase << … despite reduced traffic levels and efficiencies gained through technology. >>

3.  As Bill Hannigan comments in the e-Technology letter … << Something’s got to give, and that something is GDS incentives for travel agencies. >> 

4.  And note finally, the low-key way in which Sabre announced that 11 other “smaller carriers” had joined DCA participation.  

In these four points, the transition from the old distribution model to a new, as yet unknown, solution becomes clear.  In the first point, a balance of economic needs acted fairly quickly to force modification of the initial Galileo offering.  In the second point, that DCA is a “compromise” reflects the continuing imbalance in the economic needs of the parties.  

Hannigan’s point that “something’s got to give” is already after-the-fact, given the validity of the two traditional agency comments above.  More telling is that the transition is now impacting the GDSs! They are having to take back what they once gave away; and are not getting much of an offset from the airlines for it.  And finally, it appears that an interim trend is evolving in that “smaller carriers” (although most are probably Sabre-hosted) have elected to participate.  

Still, the really key piece of those stories is easy to miss; only casually referenced by the Financial Times story in its quote about the “efficiencies gained by technology.”  

The airline and travel distribution industry remains locked-in, or greatly inhibited, by the long-standing legacy business processes and related technology architectures of by-gone years.  Airlines have not (yet) benefited from “efficiencies gained by technology.”  Yes – buyers are begging to see benefits derived of these efficiencies … and much of the travel product distribution chain is in a state of disarray as a transformation begins, driven by some of these efficiencies!  

But it is not a universal transformation … and is, in fact, it is quite chaotic at the moment.  That chaos is created by the disparity between user expectations at one end of the distribution channel … and production capabilities (of the airline seat) at the other.  Airlines, themselves, have not been able to quickly assimilate the power and cost advantages of the new technologies because they remain unable to shed, culturally or technologically, the processes of the past.   Thus, the gap between traveler/buyer and airline seat provider grows – and those caught between (GDSs, agents, destination properties, packagers, etc.) are being stretched and twisted as each vested interest introduces some new technology-enabled product or distribution alternative.  

The move to the hyperarchy of information in most industries is being driven by improved production and mass distribution of product offerings as noted above … tailored and adapted to buyer demands on the fly.  This has been possible because the large producer technology platforms were unique to themselves, and the Internet was, to a great degree, created to enable these different and disparate architectures to talk with one another.  
This was not true of the airline industry.  The airline industry preceded the Internet.  Its entire business structure was, and is, built around the a fairly standardized (at least, at it inceptions 40 years ago), centralized, and holistically linked data information architecture.  Sub-system processes were appended externally, but never integrated into the architecture.  There was never a need to integrate disparate platforms … because they were of basically the same source.

But the airlines systems were transaction-oriented data processing systems – not the relational information management tools of today’s contemporary digital technologies. And while this new-world technology has superceded the airline’s old-world designs; the airlines have remained encased in their old-world web … almost unable to fathom how the new-world business processes work.  
What is the saying, “if you don’t know what direction to go, it’s tough to make any decision to move in any direction.”  

Thus, increasingly, instead of the producers leading the technology world as is prevalent in most other industries, we see traveler and buyer needs “pulling” the airlines into the modern era.  Except, few traditional airlines are able to respond in a timely way because of their ongoing dependency on the old-world inventory solutions.  Accordingly, new demands arise faster than the airlines can patch their old tools to meet changed needs.    

There are many that say the major airline economic chaos of today is the result of the war on terrorism … the recession … oversupply of aircraft … corporate business’ reigning in travel expenses … SARS … poor senior management ethics … etc.  OK, so bits and pieces may be attributed to each of these issues.  Still, if that is true, then why are airlines like JetBlue, RyanAir, WestJet, Southwest, VirginBlue, etc. – all making money in this period of airline economic chaos?  

That answer seems to lay in the core business processes these non-traditional airlines have implemented … and at the information tools they use to make these processes run.  
Do the tools of these airlines represent the future?  Not likely, because these tools tend to still be holistically self-serving.  But they are information management tools and drive information managed processes.  Their limitations are tied to inabilities to integrate external source data.  But more importantly, these tools enable this small but growing group of non-traditional airlines to manufacture airline seats cheaper, faster, and in better response to buyer and traveler needs than the old-world information designs and business processes of the larger traditional carriers.  
Perhaps more telling … smaller or start-up carriers that have attempted to use the older information processing systems have not, on balance, survived; and the few that have survived, are in no better shape than the established major carriers. 
Concurrently, the GDS distribution system survives largely on the very existence of this legacy airline architecture.  The pricing moves reflected at the beginning of this comment simply reflect that “compromise” … a transitional pricing solution which reflects early efforts of airlines to control both distribution and production costs.  Keep in mind that they do enable those lower distribution and production costs via their own web sites.  Thus, in a sense, the airlines are “outsourcing” their compromise to the GDSs … largely because they are unable to bear the technological costs of supporting the cross-over in their legacy platforms themselves.    

So, just as the brick-and-mortar agencies are now waning in the distribution channel … it is equally apparent that the traditional large airlines are losing control of the distribution channel due to the inability to cost effectively respond fast enough to the new demands of the traveler/buyer and intermediary representatives.  
Few airline managers recognize that they confront a major battle for survival  … a survival that will be dependent, not on aircraft, markets, hubs, labor, or customer services … but on the use of new technologies, knowledge management systems, and automated business processes enabled through the information hyperarchy.  

++++++++++

From Business+Strategy© (excerpts), July 2003
Flight for Survival: A New Business Model for the Airline Industry (Reprint No. 03208)
By Tom Hansson, Jürgen Ringbeck, and Markus Franke
++++++++++
To pare down their colossal operating costs, giant U.S. and European carriers must restructure the hub-and-spoke system and eliminate complexity.  Since the 1970s, traditional market leaders in industry after industry, saddled with complex, high-cost business models, have been under attack by companies with new, simpler ways to manage their operations and contain costs.

 … 

The trouble is, many companies — manufacturers and service providers alike — have increased the scope and variety of their products and services over the years by layering on new offerings to serve ever larger and more diverse customer bases. Although each individual business decision to enhance a product line or service can usually be justified on its own, the result often is a cost structure that is sustainable only if the principal competitors take a similar approach. … No companies illustrate this dilemma more vividly than the large U.S. and European hub-and-spoke airlines. Their business model — essentially designed to seamlessly take anyone from anywhere to everywhere — was a great innovation. But this model is no longer competitively sustainable in its current form. … 

The low-cost carriers are not simply paying lower salaries or using cheaper airports, they are leveraging all resources much more effectively. In fact, the cost differential between the full-service and low-cost carriers is 2 to 1 for the same stage length and aircraft, even after adjustments for differences in pay scales, fuel prices, and seat density are made. 

Surprisingly, only about 5 percent of this cost differential can be attributed to the extra amenities the hub-and-spoke carriers offer. Some 65 percent of the LCCs’ cost advantage is the result of other production-model choices; another 15 percent comes from work rules and labor agreements; and 12 percent can be attributed to differences in balance-sheet structure and financial arrangements

Many of these [current traditional airline] restructuring initiatives are clearly valuable and necessary, but they will likely not prove to be enough. Core airline operations need to become competitive with those of low-cost carriers, especially as LCC market penetration grows in the U.S. and makes inroads in Europe.

[Story leads to three suggested structural changes … 

1.  Remove schedule constraints

2.  Implement tailored business streams


3.  Create separate business systems ]
If the hub-and-spoke carriers stick to the current business model, and attempt to reduce costs within today’s operational framework, they risk facing continued market share loss to LCCs, a round robin of bankruptcies, and a struggle for survival. … Alternatively, if a few large carriers adopt the new business model [suggested], the industry could be led by a couple of thriving carriers in the U.S. and Europe, with one to two random hubs each serving intercontinental and small community markets, a more differentiated service offering, and a number of centers of mass similar to those operated by Southwest Airlines.

The risk of inaction is much greater than the risk of change. The first traditional airline to apply a fundamentally new business model will reshape the industry’s competitive landscape. The first prize that awaits the boldest flyers is significant, not just in terms of cost reduction, but also in considerable growth and future market leadership opportunities. 


++++++++++
Eastman's "Off-the-Wall Comment(s)"©  ...    

Hannson, Ringbeck, and Franke provide one of the more insightful essays that I’ve had the opportunity to read with regard to the dilemma in which the traditional airlines find themselves.  It recognizes the impossibility of starting over from scratch as most low cost carriers have done; rather, they identify three opportunities for changing three costly inculcated business processes spawned by traditional models which, in sum, would allow these carriers to retool in an evolutionary way, the products they offer.  

The essay, of which I was able to capture only bits-and-pieces above, points out that after normalizing labor costs, fuel prices, and seat density, it is possible to identify some 65% of the cost differences between low cost carriers and the traditional carriers as related directly to business process choices (my emphasis added).    While the author’s do not state this, it is my perception that most (if not all) of these business process choices can be traced to demands of one or another of the various legacy data processing systems that permeate the traditional airline industry.  

Even more important, the suggested changes by the authors to the traditional airline’s processes would bring about a dynamic change in the real product offered by airlines.  It would transform the maturing commoditization of airline seats that exists today into a series of niche service solutions tailored to meet specific buyer needs and pocket-books.  Airlines would once again, be able to offer true value-added services.  Of equal interest, those value-added services could be individually tailored to meet specific buyer needs within each service channel.     

Implicit in the story, but also unstated, is the need to enable information management tools to overlay the current structures to serve the evolving business processes that are proposed.  All three of the solutions noted would require an entirely “new look” at information … from the way aircraft are scheduled and maintained through the way information is integrated in the distribution channel, to how travelers are serviced as they integrate in and out of the chosen airline service channels.   
One of the biggest challenges confronting implementation of the author’s proposal is management of the information and that information’s necessary integrated link with the various multiple functional processes that enable these new processes.  

++++++++++

Which tends to bring us full-circle – traditional travel agencies are waning because they cannot compete in business process or brand with real-time interactive integration of disparate transactional and informational solutions provided by Internet agencies; traditional GDSs are having to restructure their pricing models as the traditional distribution channel wanes and technology efficiencies transform the relationships between airlines, travel agencies (traditional and Internet), and buyers to meet new technology driven traveler expectations; and traditional airlines bound by legacy business/information processes find themselves unable to compete with the new low cost carriers implementing newer business/information technology-driven processes.  

Should a few of the traditional carriers heed the concepts outlined by Hannson, Ringbeck, and Franke, or innovate similar alternatives, it is still very probable that the airlines … and traditional GDSs … have lost control of the travel distribution channel(s) of the future.  It would appear that the travel industry is confronted with somewhat sustained period of indirection as various providers, vendors, packagers, distributors, and settlement entities, tug-and-pull at this leaderless information hyperarchy.  It may very well end up that travel distribution “channalizes” in ways specific to niche product offerings, destination, or specific services.  
Increasingly, it appears that those with the most flexible and adaptable digital information tools have the greatest probability of surviving this technology onslaught.  Whether one is a producer, intermediary, packager, or buyer … dependence on a single channel or a constrained information and business process platform, puts one at risk.  It is increasingly imperative to address the issues of transparent information management across grid-like or digital-switch business-rules driven platforms.  
As always, there was far more than I could get into these pages.  But the day has transpired … from the dew-warming water droplets of the sunrise to a shadow-casting sunset highlighted by the sea birds floating above the bay in quest of their evening’s meal before the sun drifts below the horizon.  And between, while the sun was high in the sky, there was also a day’s worth of real work.  Still … it’s a great place to work, play, and pontificate.   
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