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

Three days ago, as I begin pondering this OTWC … we were under ash and smoke laden grey skies as the desert winds whipped up a firestorm in the open and urban foothills of the mountains that make up the Los Angeles basin.  Today, as I begin to actually write … the skies are still grey; but with a cold cloud that precedes a wet storm.  Still, the firestorm reversed itself in the mountains to the northeast … and we learned this morning that it may have consumed the resort home that has been in our family through five generations. The entire mountain has been evacuated, so information is unreliable at best – and we continue to get … yes … no… yes … no … reports from the area (mostly via internet postings); and as yet, nothing for confirmed.  

But truth-be-told, the place is/was almost twice my age … and needed to be rebuilt. Further, 1/3 of the forest surrounding the place had been killed off over the past 18 months by an infestation of pine-bark beetle. While the original fire burned toward the west, when the winds changed, the fire reversed back into the pine-bark beetle infested forest. Everybody had known for at least a year that the area was a disaster waiting to happen. Still, we did little to protect our homes because to protect them … and ours … would have meant rebuilding from scratch.  And there are too many family memories … grandparents, parents, children, grandchildren, aunts, uncles, cousins, fiancé’s, and multi-generations of friends … all linked forever to the place by a common bond and shared experiences; triggering all of the emotional bells-and-whistles among family and friends to say “let’s wait awhile.”  
And why is this relevant to “Off-the-Wall Comment(s),” you ask … 

From InformationWeek.Com©, October 29, 2003
Gates Shows Off Next Version of Windows

++++++++++
By 2006, [Bill] Gates predicted that PCs will include CPUs as fast as 6 GHz, more than 2 Gbytes of memory, more than 1 terabyte of disk storage, and consistently fast graphics processors and network speeds. PC users also will be able to assume more persistent network connectivity and more availability of wireless hot spots. The constraint to users having more connectivity and control over their information, he said, is software. 

++++++++++
Eastman's "Off-the-Wall Comment(s)"©  ...    
Consider first, how our airline, hotel, and travel industry clings desperately to the business operational processes, distribution, and inventory systems created and designed in the early 1960’s.  And while not twice my physical age; in the world of digital technology, easily double a technology era transformation. 
And for the much of the same reason’s we did not protect our family resort home against the possibility of a wind-driven fire through dead trees … the travel industry remains reluctant to transform itself in the new digital era.  The industry remains linked to the past by common bonds and shared processes; triggering all of the emotional reasons to justify what already exists, and ignoring the reality that the “pine-bark beetle” has already gained critical mass in its infestation! .    

And now consider that only a very few of the new airline and hotel inventory solutions currently under design today, will have reached the marketplace by the time that travelers and users will be implementing the tools that Bill Gates outlines in the quote above.  The pine-bark beetles are killing the trees … and those that express concern are ignored or told to go their own way.  One home, up the street from ours, survived the firestorm because the owner recognized the threat of the pine-bark dead trees and, while most neighbors though him “crazy”, spent $30,000 installing a 5000 gallon water storage tank underground with a generator-driven pumping system, laid fire hose around his property and landscaped in anticipation of a firestorm a year ago. 

.  
Because few of the new technology solutions will be in production, the great majority of airline and travel industry operational, distribution and hosting platforms in use today will still be at the core of travel distribution in three years … trying to respond and interact with the tools that Gates discusses as a part of the contemporary society.  1/3 of the forest is already dead … and nobody’s paying any attention. 

This technology disparity in the travel industry will create an even greater range of gateway adaptation needs, as each vendor attempts to respond to the interactive real-time buyer demands using comparatively slower and less responsive hosting platforms.  When the firestorm actually arrives, the homes most likely to survive will be those that have, at a minimum, adapted their systems to accommodate the different protection resources that might be available.  Three homes adjacent to the home noted above were also saved because the owners opted, ahead of time, to adapt their sprinkler systems to accept water from their “crazy” neighbor’s fire hose system.
Firestorms have peculiar ways … eradicating whole blocks of homes or 90% of an entire village or community … while sparing randomly one or two or other occasional homes in its path.  When the firestorm of technology transformation reaches critical mass … some businesses will be spared.  And we all expect that it will be ours … just as our family rationalized that any fire would be caught and put out long before it reached our place.  

Bill Gates is talking about single-user PCs in three years with the power of many of the mainframe systems we find in today’s hosting and distribution solutions interlinked at speeds and in ways virtually impossible today.  Will it come to pass?  For 18 months, we knew about the pine-bark beetle infestation and the fire risk it imposed – but nobody ever really believed such a fire would come!  Even when the fire was burning away from the pine-bark infested forest, nobody believed it was a threat.  Devastating firestorms just don’t happen anymore … given the fire prevention technology and tools that exist today.  Right?!?

Will the technology of three-years hence look as Gates describes.  One does not know … any more than one could project the firestorm. The great majority of the travel industry continues to assume the new technology evolution won’t impact them … just as the home owners in the mountains didn’t really believe that a firestorm would ever overrun their homes.  

Still, the business question becomes … can you afford to take the risk?  What kind of insurance does a travel industry business seek out in trying to protect against a firestorm of technology … when it is obvious that the infestation has reached critical mass, but the embedded culture and existing processes preclude a major investment?  How is your business addressing this infestation of technology that is well embedded and about to transform the user/buyer needs and expectations?  

---------------------------------------------------------------------------- 

Advertisement … and while I do not often “toot the horn” of The Eastman Group’s tools and products, for those of you not yet ready or able to invest in rebuilding your current technology infrastructure in a way capable of dealing with this next upward jump in technology; you may want to take a serious look at the AutoLinkII™ environment that TEG offers.  Bridging the disparate technology platforms of today’s travel industry with the new hyperarchy of digital communication is the world for which AutoLinkII has been designed.  AutoLink won’t rebuild your “technology house” in anticipation of the firestorm; but for many of you, it will provide a form of insurance that will keep your business viable when the technology firestorm engulfs your industry segment.  

++++++++++

From AP News©, October 2, 2003

Giants may target budget airlines
++++++++++
… Should budget airlines, the darlings of an embattled industry, be watching their backs? With the rapid growth of low-cost carriers coming at the expense of the nation's largest airlines, the Goliaths are increasingly likely to step up their counterattack, according to a Lehman Brothers report published Tuesday.  "The risk of competitive retaliation by the major airlines is growing," Lehman Brothers airline analyst Gary Chase said, alluding to a possible price war in which the biggest airlines - American, Delta, Continental - would attempt to squeeze the weakest low-cost carriers out of business by reducing fares to rock-bottom levels. "In that environment," he added, "we believe that many marginal carriers would be unable to withstand the retaliation." While Chase did not specify which carriers he considers to be "marginal," he did allude in his report to smaller carriers such as Spirit Airlines and Atlantic Coast Airlines that are "beginning to rattle their sabres" with regards to growth plans. Chase made clear that a price war would not be effective against Southwest Airlines, JetBlue Airways and AirTran Airways, the three low-cost carriers that have inflicted the most pain on the big hub-and-spoke carriers. 
++++++++++
Eastman's "Off-the-Wall Comment(s)"©  ...    
As alluded to in my previous comment, one of the mindsets that we humans often reflect … is that things are today and will be tomorrow; incrementally changed from what they were yesterday.  And to some extent, there is truth in the premise … for it is not possible to get to “tomorrow” without starting at “today.”  

But the human mind tends to make a linear extrapolation of the past-to-today as the way to view the future.  In the timeline of human existence, this extrapolation has been valid, because the rate of change was comparatively small.  

But the new hyperarchy of information … digital and otherwise … has transformed the rate at which human’s learn, adapt, and apply new skills including technology.  Thus, recent studies of human adaptation of knowledge indicate that the rate of change has become logarithmic.  But much of our current analysis processes remain largely tied to linear extensions.  

The Chase analysis quoted above seems to reflect a “the past is the future” type assessment of how the major airlines will respond to rapid growth of the low cost carriers.  What the Chase analysis seems to miss is that these “targeted low cost carriers” are, for the most part, operating on an entirely different business model.  

1.  The low cost carrier network structures are generally point-to-point (although the overlaps of different carriers are creating a network structure)

2.  The low cost carrier airlines have adapted much more contemporary information management systems which have resulted in … 

3.  … more efficient and automated business processes which have, in addition to providing faster and more accurate management solutions, have  … 

4. … significantly reduced labor costs, both operationally and functionally within their airline structures.  

Thus, while it is not unreasonable to assume that one or two of the “Goliath” airlines might attempt to launch some form of competitive retaliation, the likelihood of a success cannot be linearly equated as it might have been in the past.  

And the reason is because the “Goliath” airlines remain largely tied to hub-centric networks, legacy information systems, human-dependent business processes, and labor costs that cannot be overcome using their current or incrementally improved management processes.  

In the past, a “Goliath” airline would normally have been able to tap resources from other segments of its network operations in order to under-price a smaller competitor until the smaller carrier was forced out of business.  But with the major low cost carriers expected to reach 40% to 50% market share in the next few years, the ability of the “Goliath” to pull revenues from other market segments will be severely limited; since their cost base in the majority of those other market segments will be under price-competition by the established low cost carriers.  

Therefore, in my view, a “Goliath” airline that were to attempt to competitively retaliate against even a less-dominant low cost carrier would put itself in risk long before a well managed low cost carrier of the types Chase identifies, would be impacted.  The linear extrapolation of the “Goliath” airlines would fail in the face of the logarithmic technology-driven cost advantages of the low cost carriers.  It will take a total transformation of one of the “Goliath” carriers to a new business model for such a retaliation to have a reasonable chance of success – and by then, it would not be retaliation! 
++++++++++

From Dow Jones Newswire©, September 30, 2003

TALES OF THE TAPE: Small Towns Next Airline Battlefield
++++++++++
… Experts think the market share of low-cost carriers will top out at 40% to 50% in the next few years if these airlines concentrate only on serving large markets. But if they [airlines] begin looking toward smaller cities … then their market share is limited only by their ability to operate small planes cheaply. The danger is the temptation to abandon their [current] successful business models and attack the small-destination market. … "It all depends on the economics of the smaller jets," said Ed Colodny, former chief executive of US Airways Group Inc. (USALA), in an interview with Dow Jones Newswires. … 
++++++++++

Eastman's "Off-the-Wall Comment(s)"©  ... 
   
One of the arguments one often hears among those who monitor the health of the airline industry is the premise that airlines cannot operate cost-effectively while serving small cities – because the operational seat-cost of small airplanes operating in small markets is too costly; inducing passengers to drive to bigger cities where bigger airplanes can carry more passengers at a lower seat-cost per mile and thus, sell seats at a lower price.

Often, when this argument comes up, the airline route analysts pull out their seat CASM (Cost per Available Seat Mile) experience to justify the improbability of small town service.  Their arguments are based on the concepts outlined above … incremental change in technology gains which preclude the development of airplanes that can effectively serve small towns.  Even Mr. Colodny, quoted in the clip above, went on to say that he doubted the small-destination market would evolve for the reasons noted.  

But as in the comment above, there are two overlooked logarithmic extrapolations.  The first is the rate at which new technology is evolving within the small jet manufacturing business … and the second is the rate at which the management process and systems of carriers serving small destinations is growing.  Together, these increased technology skills and lower cost barriers seem to suggest that it will easier to expand the air travel market to smaller cities than to try to go head-to-head with the embedded hub-networks of the traditional carriers.  Such a shift in the dimension of air travel will not only impact the competitive structure of the airline industry – but will restructure the entire airline seat distribution model.  

While there will remain a sizable market for airline direct sales to travelers moving point-to-point – a smaller-city expanded network matrix (in lieu of hub-centric networks) will most assuredly lead to increased real-time interactive digital packaging of travel when travel expands beyond a point-to-point need.  And by the very nature of a matrix network … interactive real-time distribution will necessarily be enabled through the hyperarchy of networked digital comparative databases in lieu of the traditional hub-centric GDS-type single-source tools that prevail today.  

Restated … airlines networks are likely to follow the model of today’s digital networks … and tomorrow’s digital distribution is likely to follow the matrix structures of the new airline networks in lieu of today’s centrally-controlled GDS solutions.  

++++++++++
As noted last month, technology is not driving these changes.  Rather, the transformation is being driven by suppliers meeting the expectations of buyers who seek solutions – whether reflected in the actual product or the production of that product.  But those of us in the travel industry tend to expect linear extrapolation of change …whether we’re talking about the airline, hotel, rental car, tour, cruise or any other aspect of travel; and find ourselves surprised when the change exceeds our expectations.  And logarithmic change tends to remain unnoticed in its initial phases – until it sweeps across our industry like the firestorms that engulfed California this past weekend.    
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