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

Ted Saxerud, Vice President of Carrier & Strategic Partner Services for ARC, is among those that read “Off-the-Wall Comment(s)” fairly regularly … most probably, in ARC “self defense.”   While not a particular critic of ARC itself, I often reflect on ARC (and the BSP’s that provide the same settlement process in other parts of the world) as the lynch-pin that has sustained the holistic airline-to-GDS/CRS-to-agent ticket distribution process far beyond the total process’s economic viability.  

With that lead, some “feedback” from Ted regarding August’s OTWC follows … which, of course, leads to some added comments “;-] … 

From Ted Saxerud, e-mail of September 5, 2003

++++++++++

I cannot help but take joy in the juxtaposition of two of your recent comments.

First, 

whereby CWT's Symphonie product "...throw[s] into further disarray, the cultural and business processes of many years of travel industry tradition. What's important about both of these actions is that they DO break with the industry tradition ... and do so in a very public way.  Since the margins are sufficiently attractive for both vendor and buyer, it is logical to expect a rapid assimilation."

And second,

Parties who will remain nameless "...continue to live in and perpetuate the 'old world' of airline-owned CRS distribution, commission payments, and ARC settlement."  

Though I might agree that many establishments do live in an "old world" and will not survive in the changing environment, the fact that the Symphonie/Navitaire settlement component is powered by ARC's settlement engine, and that any and all significant direct connection volume is coming through ARC might suggest that ARC's services expand beyond the "old world". In light of the challenges of the changing landscape, I would never say that ARC's future is secure, but we continue to provide new, valuable and cost effective services in the changing landscape.  As you know, ARC's goal is to drive, support and exist among those who want to thrive in the new world.

++++++++++
Eastman's "Off-the-Wall Comment(s)"©  ...    
Ted makes an excellent point … when he suggests that ARC’s services expand beyond the “old world.”  ARC, to its credit, is making a serious effort to expand its service capabilities … particularly in leveraging its existing settlement engine to serve non-traditional buyer needs; as exemplified by the Symphonie/Navitaire component noted above.  And the Symphonie/Navitaire settlement process is not the only non-traditional settlement process served by ARC.  Essentially, ARC by-pass (i.e., cannibalization of one ARC business model for another) is becoming a major new and commendable revenue source for ARC.  

But it is important to not lose sight of the fact that the settlement process is dependent on two entities … the originator or buyer of the transaction; and the acceptor of, or provider to, the transaction.  ARC remains very dependent on the fact that ½ of their “settlement process” is tied to a participant bound by the constraints of an airline legacy process or system.  I am particularly sensitive to this dependency, since The Eastman Group too, remains largely dependent on providing gateways in which one or more of the participants are bound by airline legacy processes or systems.     

Still, to paraphrase from a March 2002 OTWC, the economic viability and "value benefit" of a separate or unique ARC, and the other country's BSP's, will erode as direct inter-bank electronic funds transfer transcends the industry.  There are many reasons for this … starting with the lower costs derived of shedding the legacy processes and systems, including new ways to capture and manage information related to the business of travel, and beyond – to the virtually instantaneous settlement of on-line interactively packaged integrated purchase transactions.  

ARC, like most of the industry, is in a state of transition.  I perceive that ARC (and most of the world’s BSPs), like the airline industry in general, is challenged by its inability to see or project the future.  And Ted was particularly insightful to pick up on the juxtaposition of the two worlds that ARC finds itself in.  

++++++++++

And while I’m commenting on “feedback” that floats through the e-mail, in July’s OTWC, I reflected on the American Express acquisition of Rosenbluth, which generated the following  … 

From Jürgen Barthel, July 1, 2003

++++++++++
… contrary to the U.S. mergers, European mega players just announced a change in thinking, from integration back to core business. They even discuss and announce plans to outsource non-core-business that they purchased in the recent years. Market share does no longer provide the means to survive. By integrating everything, they loose the "competitive edge" -- their subsidiaries are not competitive any more....
++++++++++
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Because there are some very core differences between the U.S. agency model and the model found in Europe, a copy of my response to Jürgen follows … 

In fact ... their [European mega players] inverse return to "core business" is nothing more than scaling back the "traditional" business model … because the mega players can no longer compete with the automated solutions either.  Unlike the U.S., most of the mega-agencies in Europe are already part of other companies, usually financial business entities -- most owned by banks.  Thus, the return to "core business" is almost the same thing in Europe as trying to gain the marginal cost control benefits that the U.S. agencies seek to acquire by merging.  Same process or need; just different ownership models.  And, whether acquiring or contracting, the driver is for the same reason -- the inability of the traditional high-cost human-service model to compete with the automated Internet solutions that are increasingly preferred by buyers
++++++++++

From TravelWeekly.Com©, September 23, 2003

++++++++++ 

Amexco making considerable 'Net plans -- In the face of "phenomenal" growth by Internet newcomers, venerable American Express threw down the gauntlet here to Expedia, Travelocity and Orbitz, vowing to establish a major consumer Internet presence as early as the first quarter of next year.   Cynthia Valles [SVP/GM of American Express Consumer Travel Network (CTN)], said: "Our team plans to be the first offline travel agency to get into the online space in a very big way." … "The online agencies now are entering the cruise and tour space in a very big way," Valles added, noting that online firms are expected to account for 40% of cruise bookings by 2005, while agency sites "comprise a small sliver" of the online pie.  The future is now.  "Our mission is really clear," Valles [said]. "We need an online solution -- and we need one fast."  … [Valles] later told reporters that she sees a "huge opportunity" for American Express to break into the online travel space, arguing that the failure of the industry's offline agencies to succeed online is an anomaly
++++++++++
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As noted above, in July I spent a bit of time discussing the concept of the traditional agencies versus the new technology-driven agencies … reflecting on the American Express/Rosenbluth merger.  

In the July comment, I wrote, << 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.  

[And asked at the end of the comment…]  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! >>

While my ego would love to believe that American Express must have read that piece and reacted … I’m old enough to know better.  Besides, the bureaucracy and internal politics of American Express precludes movement of that magnitude and speed.  Clearly, American Express has been assessing how to best deal with this new technology-driven dimension of travel product distribution for some time.  

And it is important to recognize, that while American Express claims to be the first of the “traditional mega” agencies to publicly launch itself into perceived competition with the existing technology agencies – it is not the only “traditional mega” headed in this direction; and may not turn out to be the first.  The story noted Carlson Wagon-Lit and Vacation.Com as those who have launched similar programs.  

The Carlson Wagon-Lit’s widely published announcement of a direct-booking solution focused on GDS and ARC by-pass solutions as it relates to CWT’s new GSA award, little notice was given to the obvious technological applications of this tool in the leisure or packaging scenario.  And CWT does have a fairly sizable leisure travel base!  Vacation.com, on the other hand, is more of a consortium and, in addition, is owned by Amadeus, an obvious technology resource.  While Vacation.com has made statements suggesting it too is headed in that direction, it is difficult to think of them as a “traditional mega.”  

Still, the American Automobile Association and many of its affiliates, classic traditional mega” agencies, have aggressive programs also headed down the new technology path.  A few of the other larger consortiums are attempting to move in this direction … although our experience suggests that among those few, the consortiums remain de-focused by conflicting individual owner/agency needs and the continually evolving new and different ways in which the agencies are compensated for their services (i.e., the continuing shifts between fees-for-service, individual mark-ups, commissions, overrides, wholesale packaging, etc.).  Still, necessity often drives significant new breakthroughs.  
And virtually all of these entities already have web sites … from which most accept, in one form or another, bookings over the Internet.  Thus, it is not that the mega’s or new technology players will “arrive” … but rather, that they have recognized the need to regain market dominance!  To regain this lost market-share, these new competitors will have to come up with new innovation or new ways to better serve the technology needs of buyers.  This implies that a new and enhanced level of travel technology solutions is about to enter the market.   

In short, it would appear that the current major thrust will be to remove “people” from the transactional packaging of the travel product!  Accordingly, “packaging” of travel product is likely to take a fairly large technological step forward – to the point that ground, air, and destination services are interactively integrated in offerings to buyers.  There are two major components of this that must be overcome – (1) access to inventory from the vendors and (2) managing customer preferences within the evolving limits of governmentally mandated privacy laws.  

In the case of access to inventory, the current legacy technology platforms that serve the airlines, major hotel properties, most car rental firms, etc., (i.e., those already established in the industry) … remain generally unable to cost-effectively or operationally respond to the relational or conditional constraints reflected in responding interactively to specific buyer needs.  Almost all recent IT funding has been directed at web user gateways … and NOT at responding across the Internet with interactive real-time conditioned responses to diverse buyer queries.  The desire of vendors to retain control of the distribution process represents a major hurdle to the interactive inventory distribution that buyers want and expect.  

In the beginning, most of the new technology entrants (i.e. the “traditional mega’s” attempting to enter the technology-driven market) will follow the lead of today’s technology agencies – attempting to locally host their preferred vendor offerings.  But this will not suffice long; and the need to access in real interactive time, available vendor inventory and contract pricing will force vendors to restructure their inventory systems!  The technologies of the low cost carriers will likely drive dimension of distribution into reality within the next two, maybe three, years!  The legacy airlines and other major travel vendors that have not already started to build toward this reality are confronted with acquisition or exiting the business.  

The second of these major components is interactive travel packaging as it relates to the evolving digital privacy laws.  The European Union and the United States are already at “logger-heads” over the issue, as it comes to what information can or will be made available to the U.S. Immigration and Customs CAPPSII software. Similar, but less visible issues are being discussed between the EU and Canada, Canada and the U.S., etc., etc., etc.  And this is just at the international government levels.  In the U.S. alone, consider the varying U.S. State laws pertaining to privacy of information … and the rights of the U.S. citizen as guaranteed by the Constitution.

Managing multi-national, multi-cultural, and multi-individual customer relationship data structures as the data pertains to personal, family, and/or corporate buying and travel needs promises to be a major undertaking … in the technological sense.  It is one thing to define the laws … and quite another to build the digital business rules data architecture to ensure the protections necessary and appropriate to each buyers needs.  Among technologists, this dimension of privacy law tends to suggest that the future of most personalized travel product distribution will “push-driven” … rather than “pull-driven” as it is now
.   

As OTWC has been suggesting for the past few years, we’ve only started the transition to a new travel distribution model.  The dimensions of interactive packaged travel are sill unwinding from the old model; and have not yet really begun to evolve into a new model.  
In the first comment above, Ted Saxerud pointed out the current duality of ARC’s current role … i.e., the traditional airline settlement process and the by-pass direct settlement alternative … but tied at one-end to the legacy solutions of the old model.  Yet these are only steps in the unwinding of the old model … not steps toward a new model.   

It is difficult to project what the new model will bring – beyond one very clear aspect.  The new travel distribution model will, necessarily, remove “people intervention” from the intermediary processes of a travel transaction!  Today’s intermediary roles will be performed by automation responding to pre-defined business rules and relationships.  
That is not to say that people will be left out of the travel buying process.  But people will play an ever-increasingly less meaningful role in the actual packaging of product offerings … or settlement of those offerings upon purchase.  Rather, people will develop the package offerings … in advance … establish pre-determined business-rules to reflect demand and buyer expectations … to be conditioned against buyer preferences as reflected in individual buyer’s own set of buying business-rules.  
People will market, sell, resolve conflicts, build business-rules, construct packaging agreements, generate laws, establish conditions for sharing digital information, etc. – but people will wane away from the actual intermediary process of consummating a transaction. 

Since Ted and ARC have been a bit of a focal-point of this set of comments … let me pose the following thought.  Today, ARC serves as a settlement solution for the airline industry (although, as Ted Saxerud pointed out, not solely airlines anymore).  If (and I really think it is really a question of “when”) the airlines are able to accept traceable automated inter-bank electronic funds transfer directly from the buyer (be that an individual, an agency, a corporation, and/or a credit card company) … where must ARC position itself for the future?  And how does it get there?   

But lest you think I’m picking on Ted or ARC … If (and I really think it is really a question of “when”) more and more travel agencies, corporations, tour operators, or other intermediaries shift from being agency-like points of consumer distribution to actual risk-taking packagers of various vendor’s inventory … how will travel-product be packaged, settled, and distributed?  And how should today’s travel vendor, as well as intermediary, invest in technology to ensure that it will be around to see the future?  

This dilemma is not just ARC’s … or that of the “traditional mega” agency … or the small retail outlet that is part of a consortium … or an airline, hotel, or car vendor!  It is a dilemma that confronts the entire industry – across the spectrum of creating, building, packaging, distributing, and offering product to buyers using the hyperarchy of information to serve their immediate and contextual needs.   
++++++++++
From Silicon.com©, September 24, 2003

++++++++++
Airlines see IT as key to recovery; but focus on flexible cost models to deal with downturn. The Airline IT Trends Survey 2003 found that IT investment increased slightly to 2.4 per cent of carriers' revenue this year, with three-quarters of CIOs predicting budgets to remain the same or increase next year.  Cost reduction and improving efficiencies were cited as key drivers for new technology in the survey…. The CIOs see IT as central to enabling cost reduction and that is going to be there for the next few years. … One area of growth that airlines are looking at to enable them to differentiate their services from competitors is offering in-flight email and SMS services. Another area of growth is the use of the web as a direct channel for ticket sales, the survey found.
++++++++++
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This survey reflects a major problem within the airline community … and thus, within the travel industry.  The survey was funded by SITA and Airline Business magazine.  Note the generally miniscule change in IT budgets … and more importantly, the respondent’s focus on controlling costs!  The “new technology” these folks seem to be addressing are, effectively, in-plane Internet access (in one form or another); and using the web as a direct channel for selling tickets.  But, of course, they are all getting rid of tickets … so that last word should probably read “e-tickets.”  Lo, but that be the only problem with this story or survey.  

If one looks at these responses, it seems pretty clear that these CIO’s provided the answers they were expected to provide.  Was that a function of the questions that were asked … or a function of the culture within the airlines that leads to one becoming a CIO in an airline?  Whichever, if an airline’s technology continues to focus on cost control … and its “innovation” is limited to “new gadgets” like everybody else has in airplanes to entertain customers – and attempting to re-assume control of the distribution channel through direct web sales; then such an airline is destined to fail.  

While cost control is imperative, the legacy systems embedded in today’s legacy airlines cannot compete on a cost-basis, transaction-for-transaction, with newer technologies and architectures.  Thus, cost control of existing systems …or even replacement of existing systems with lower cost technologies … will not stave off the problem.  The problem lies not JUST in the technology platforms – but in the business processes mandated by the legacy systems.  Cost control can only be meaningfully obtained through re-engineering the entire business processes around which the airline operates.  

Concurrently, “new gadgets” in airplanes are just another “me-too” commodity offering.  While new gadgets are nice-to-have, once enabled on one airplane, they are easily replicable in all airplanes.  There is no product differentiation in such an offering.  Yes, it becomes necessary technology to implement – but does little to control costs or engender added customer loyalty.   

And the premise of offering direct distribution through web site offerings does little to lower costs further – since the added marketing cost to induce buyers to go to a “pull-driven” content offering (see footnote in comment above) more than outweighs the lowered technology costs.  The lower distribution cost advantages of direct distribution via web sites are largely captured in today’s world.  Those that need that kind of service know to go directly to those web sites.  Those that need packaging and other related travel services, know to go to web-agencies or the more traditional agency outlet.    

Thus, it is the different business processes with accompanying technology platforms that CIO’s need to focus on.  It is just such platforms that are enabling the supposed “low cost carriers” to re-make the entire airline product offering; and the inability of the legacy airlines to respond with similar low cost processes that is forcing loss operations on the legacy carriers.  CIO’s that fail to recognize this do their airlines a great disservice.

Thus, one must ask … to what degree is this survey a response the poorly worded questions – or is a reflection of the culture around which today’s CIO’s gain that responsibility.   The real answer probably lies in that it is a little bit in both.  After all, the editors and writers of Business Travel are inculcated with the prevailing culture of the industry; just as the CIOs respond to it.  And this is not a problem peculiar to the airline industry … but one prevalent in most of the major travel vendors and large intermediaries.  
It is, in fact, a problem that confronts ARC and other BSPs, as well as the large traditional mega agencies world-wide.  It is largely the problem of culture … entitlement … and protection of all the values and processes that enabled the CIO to that position.  And, unfortunately, it may well turn out to result in the demise of those entities that allow those values to exist; allow them to drive the technology decision-making process.  

Technology is not driving this change … people and their expectations are. The strategic use of technology is actually pretty simple.  Technology is merely the tool that enables one group of people (vendors) to meet the expectations of another group (buyers).  Those vendors that enable buyer’s expectations will survive.  Those vendors that pursue to the processes of the past will fail.  
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�  “Push-driven” implies that product or information will be “pushed” to the user in the context of the user’s need while managed at the point-of-origin by rules governing privacy for both vendor and buyer – while “Pull-driven” implies that the user goes to the source of the information of his own initiative where the use of the information provided is tracked and monitored; and against which further content is offered; a much less secure process from the perspective of the information user.  





