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

That wonderful Fall Day that I wrote about last month certainly went COLD (by California standards).  The temperature has barely been nudging 60° Fahrenheit (15° Celsius) for the past few weeks.  We’ve even had freezing temperatures at the Coast a few nights this past week.  I had to break out my sweaters!  

That said … Happy New Year 2004!  

Eastman’s “Off-the-Wall Comment(s)© December 31, 2002 (last year)
++++++++++
…. My cursory review of these proposed [GDS] rules had me underlining and circling distortions, incorrect assumptions, illogical conclusions, and what I believed to be erroneous (or more likely, incomplete) facts – basically contrived to support pre-conceived conclusions … and left me feeling that the DOT’s current proposed rules will virtually ensure the demise of the GDSs – because they prevent the GDSs from responding to the evolving market conditions in which the GDSs must now compete. ….
++++++++++

Eastman's "Off-the-Wall Comment(s)"©  ...    
The big issue at the end of last year was the threat of the imposition of a revised set of rules on the GDSs.  They seem to have come-and-gone with hardly a flicker; and more realistically … some reflection on the fact that the historic technology and hierarchal structures of the GDSs no longer met or meets the needs of a demand-driven information hyperarchy.  

In reflecting on the DOT’s proposals … and in each of the subsequent thoughts in that year-end 2002 issue … I addressed the issue of how pre-conditioned mindset of past work experiences and processes … precludes the ability of people to understand the need for change; let alone, understand how to change.  In different words and in different ways – that theme has prevailed throughout much of 2003.  The inability to adapt … the inability to change … for most of us, is rooted in the way we’ve always done things in the past.  It influences what we think can be done … how something can be done … and even why something is done.  

In December of 2002, I reflected on how the Association of British Travel Agents had British Airways under attack for having, essentially, eliminated commission revenue.  Here we are ending 2003 with the German Association of Travel Agents fighting the same battle << http://www.dw-world.de/english/0,3367,1431_A_1056544_1_A,00.html >>.  Yet the demise of commission revenue has become a reality throughout most of the rest of the world. 

In December of 2002, I reflected on USTAR and Genesis efforts to launch an agency owned GDS and its reversion to an agent-controlled settlement solution.  As we end this year, Genesis is expecting to launch its GDS solution using a Worldspan-based legacy-type platform << Travel Agent Magazine©, 11/25/03 >>.  And while one must admire the persistence of Bruce Bishins, it seems incongruous that agent support for such legacy processes remains broad enough to garner the necessary funding for such a start-up endeavor.   
And In December of 2002, I reflected on the melding of Galileo into Cendant; and what appeared to be an evolving agency franchise network; to the then great consternation of many loyal Galileo agents.  Yet today, Galileo has become almost a ‘nom de plume’ for Cendant as the latter goes head-to-head with Interactive Corporation (Expedia, Classic Vacations, et al) in the Internet hyperarchy of digital travel distribution.  

Note … it is NOT the battle of GDSs that the industry foresaw just 12 months ago. Amadeus remains mired in trying to develop its airline hosting platforms; Worldspan seems unfocused and without direction under their new owners; and as noted, Galileo as a distribution solution has been absorbed into Cendant.  Of the once powerful GDSs, only Sabre’s Travelocity seems to be a viable participant in the new evolving distribution model.  

It would appear that distribution of travel product has actually … finally … evolved into the early stages of the battle of interactive information across a multitude (hyperarchy) of distribution alternatives.  

++++++++++

From USA Today©, December 12, 2003

Technology Use Could Generate Larger Profits
++++++++++
The world's airlines should take a cue from the banking and retail sectors to survive the current fiscal crisis, according to Nawal Taneja, chair of the Department of Aerospace Engineering and Aviation, Ohio State University, Columbus …. The way these industries have used innovative technologies such as the Internet to connect with customers and generate revenue is just one of many strategies for the airlines to confront their difficult problems.
Air travel generates billions of dollars every year and yet yields a cumulative profit margin of less than one percent. "The airlines have many different problems they have to solve at once . . . including high labor costs, varying seasonal demand, and vulnerability to weather conditions."

 …. 

". a brand identity. My advice is, pick the customers you want and go after them," Taneja asserts. "How do you do that? Through technology."  If the airline industry hopes to get back on track, here are some vital areas it must address: 

1. Excessive intervention. Regulation for safety's sake is good, but worlwide, some governments have put economic pressure on their airlines by requiring service in certain markets, or putting artificial controls on competition. 

2. Network-driven structure. Airlines produce revenue on an origin-destination basis, while their costs are generated on a flight segment basis, which makes for a very complicated business structure. 

3. Organized labor. Tense labor-management relations raise prices and create an unfavorable image with the traveling public. 

4. High labor, capital, and fuel expenditures. The costs of labor and new aircraft are very high across the industry, though money spent on fuel has decreased in part due to the use of more efficient planes. 

5. High fixed costs and law marginal costs. Regardless of the number of tickets they sell, airlines still have to pay the high fixed costs of equipment, labor, and maintenance facilities. this means that management cannot scale back the business quickly when necessary. On the positive side, having low marginal costs means that airlines can generate revenue by filling empty seats on planes that are already going to be in the air. 

6. High cyclicity and seasonality. Demand for leisure and business travel varies depending on the state of the economy and time of day, week, and month. 

7. Revenue vulnerability. Many factors external to an airline can affect its revenue, including new low-cost carriers entering a market, threats of terrorism and war, possibility of strikes by labor, or government tax increases. 

8. Destructive competition. Airlines sometimes sacrifice profits to retain market share. 

9. Commodity products. Seats on flights are treated like commodities-that is, it is difficult for one airline to charge a higher ticket price than the competition. 

10. Susceptibility to weather and infrastructure. Even if bad weather closes only one major airport, the impact to business and scheduling immediately is felt worldwide. Vulnerabilities of infrastructure include limited availability of terminal slots. 

11. Uneven playing field. The industry contains companies of different levels of development and modes of efficiency, operating under a variety of economic and regulatory conditions, each receiving varying amounts of government support and/or subsidies. 

12. Extremely variable planning horizon. The airlines have to conduct long-term and short-term planning simultaneously. Building a fleet of airplanes takes years, for example, but pricing decisions have to happen within minutes.
++++++++++
Eastman's "Off-the-Wall Comment(s)"©  ...    
The story on “Technology Use …” cites 12 examples of where the airline industry has lapsed when compared with most other contemporary international industries … but does not reflect in any way, the reality of where the airline industry is in December of 2003!  
As implied in the reflection of last December’s comments,  and reflected in November’s OTWC, “… most people assume that the world in front of us is basically continuous—that tomorrow is basically going to be pretty much like today," << Peter Schwartz, Global Business Network, July 2003 >>

Thus, it is probably fair to say that that airline management’s think that they are, addressing all of the issues identified in Taneja’s 12 points above, in a more than adequate manner.  But the reality is far from this.  

At The Eastman Group, we work with many of these airline managers every day.  What we experience whenever we present a new idea … a new way to approach a problem … is the assumption that their world of tomorrow will be, basically, pretty much like today.  These people DO think they are addressing customer relations problems … making the tough “tough decisions” that another part of Taneja’s essay discusses … dealing competitively with “brand” issues.  
But because of the cloistered world today’s airline management and technology folks have, in the past – and do – live in, they are unable to understand what somebody like Nawal Taneja is saying.  The airline world … as the travel agent world … has … and remains at its core today … very incestuous and immune to new business processes driven by the different Internet and voice technologies that have evolved into the hyperarchy of information.  
Accordingly, these people are NOT really ignoring these new technologies.  Rather, they remain unexposed to them!   When I say unexposed, I do not refer to the surface exposure of using a cell phone or a GUI on the Internet … but to the core fundamental differences around which information is structured and managed in response to user demands and expectations.  For most airline people, the “user” is the airline supplier!  But in the new hyperarchy of information, the “user” is the buying decision-maker!  

The fundamental information base around serving these diametrically opposed users must – by definition of who the user is – be almost opposite!  The goal is the same … butts-in-seats; but the information resource is opposed!  Airline managements and the travel industry in general – remain largely “supplier” focused!  There-in, by the way, lies the answer to why Cendant and IAC, while not yet the largest, have created “critical-mass” toward capturing the interactive travel distribution market!  

The problem within today’s legacy airline environments is not lack of desire … lack of intent … or lack of intelligence … rather, it is the fact that these folks are not exposing themselves to the new world of technology and the business processes that this technology enables.  One simply cannot change what one has no opportunity to know!

++++++++++

From TravelWeekly.Com©, March 31, 2003
++++++++++
For the airlines, Internet distribution may have saved millions of dollars in GDS and other costs. However, the revenue loss airlines suffered from moving business to the Internet has exceeded their distribution cost savings according to Jamie Baker, airline analyst for J.P. Morgan Securities. Baker, speaking at the Federal Aviation Administration's forecast conference, said, "The Internet has moved from good-guy status to bad-guy status. Baker maintained most airline executives now would concede that "the old days actually were better." However, he said it is too late to turn back the clock, remarking that it could be done "only if the Internet gets turned off."
++++++++++
Eastman's "Off-the-Wall Comment(s)"©  ...    

The premise of this story resurfaced in December as part of a discussion in an airline industry forum I participate in; and with reference to the Newal Taneja essay, partially excerpted, above.  
There is also a discussion in the March 2003 OTWC around this issue … but it seems important to amplify a bit as we enter 2004.  
In my view, time simply caught up with the airline industry … and if it had not been distribution that went from “good guy” to “bad guy”, then it would have been operations … or planning/scheduling … or maintenance … or crew management.  But distribution came along first … in large part, because digital distribution was a commodity process largely understood by both buyer and seller. 
The widespread and rapid adoption of Internet tools such as Travelocity and Expedia as an alternative to traditional agency distribution solutions actually caught the airlines with their knickers down.  Airlines moved to Internet distribution in a largely defensive posture.  The airlines did not have much choice.  
Had they not moved to Internet, one of two more conceptually threatening things would have occurred!   Either (a) distribution of airline seats would have been assimilated by second-tier wholesalers or distributors with the technology platforms able to managed in real-time, the information demands of buyers … or (b) a new evolution of airline structure would have evolved (perhaps via scheduled charters) to serve the technology expectations of the demand-driven needs of buyers.  

If one looks at the history of airlines and airline technology – it is pretty clear that the airlines collectively (and indirectly, collusively) stuck to their legacy technology systems well beyond the useful life of these platforms.  They were able to do this because the airline distribution structure was unique in the annals of contemporary business models – it had (and has today) its own independent bank/ticket settlement process.  Even today’s Internet agencies … must, for the most part, “settle” through the airline-owned ARC or controlled BSPs!  
 
While there are many reasons for the problems that face the legacy carriers today, one of the unacknowledged, but very key reason’s, that the these carriers are in the trouble that confronts them today … is that their information systems are woefully inept when compared with modern business and contemporary technology architectures.  The airline information structures … and the processes that necessarily support these information structures … are hierarchal at, and to, their very core – in a world where data has become highly conditional (or relational).  Even today, few legacy airlines can display price with segment displays – let alone, passenger revenue relative to operational costs; information that is readily available in almost any other business information environment (including those of most LCCs).  
 
Further, a great deal of the “revenue loss” to which Baker alludes, is the result of of the woefully inadequate core hierarchical data architectures that the host and then-GDS systems use to store necessary information essential to auditing and stemming such revenue erosion. 

Finally, the inherited legacy platforms of the GDSs were no longer able to compete with the transaction-by-transaction lower cost solutions erupting in the Internet.  The airline “mentality” of the GDSs managers (and their owners) refused to adapt to the new technology platforms.  
Caught by surprise, the airlines needed to move to the lower cost alternative or find them selves losing total control of distribution.  In hind-site, that appears to be happening in any case … but more slowly and under some degree of control.  For example, the direct-links used by Carlson Wagon-Lit Travel and/or Orbitz are an example of the begging of (a) … assimilation by wholesalers; and the rapid world-wide assimilation of the Low Cost Carrier (LCC) model can be attributed to (b).  

  
But if it had not been “distribution” … then it would have been something else.  This is fairly apparent today as the LCCs use more contemporary technology architectures to implement new business processing needs that are simply compounding the woes initially brought about by Internet distribution.  The legacy carriers set themselves up for their current problems because they were (and are) so inculcated with their past technology prowess … that they simply failed to assess and understand what was happening with applied business technology in other industries. 
And this self-focused premise is not unique to the airlines.  It is an integral part or the travel industry in general … because much of the industry found it necessary to be among the early adaptors of automated technology.  Thus, the industry incorporated adaptive processes linked directly or indirectly to the airline structure … and buried its collective heads in the sand when new technology-driven processes evolved.  
 
This is a common failure of successful humans and their entities … be they personal, political, social, or corporations.  In the 1930’s and ‘40’s … when the fledgling airlines went to the railroad barons and said, “We are the future of transportation, please fund us;” the railroad baron’s effectively said, “Nothing will ever replace rail as the primary mode of passenger transport.”  And where are the rail barons today?  Or their cross-country train systems?  IBM took a similar attitude to the fledgling microcomputer industry in the late 70’s and early 80’s.  Or even more close to home … consider the attitude of the GDSs just 10 years ago; and where they are today.  
 
It is a very common failing … the belief that “the world” will continue tomorrow, pretty much as it is today.  And it is particularly poignant as new information technology tools evolve at compounding rates … forcing those who have lived their business lifetimes using contemporary-turned-woefully-inadequate tools to make a giant mental leap into a new way of doing things.  And the entire travel industry … the airlines in particular; but including travel agencies, travel associations and consortiums, tour operators, and virtually any entity dependent on the airline-owned agency-distribution solution … all fall into that “giant leap” category.  
++++++++++

From Washington Post©, December 30, 2003

++++++++++
Upgrades To Counter Discount Fares  … In the fight to win over frequent travelers, what's the one advantage the larger, traditional airlines such as Delta and US Airways have over their low-cost rivals? First-class seating.  So in the new year, Delta and US Airways will start handing out unlimited first-class upgrade coupons to all of their elite-level frequent fliers 
++++++++++

From Financial Times©; December 30, 2003
++++++++++
Managers struggling to meet air targets … Nearly all corporate travel managers in the US are having difficulty meeting the performance targets that form part of the fare deals they negotiate with airlines, a survey suggests.  About 70 per cent fear carriers will pull out of those contracts if their companies do not provide enough business.
++++++++++

From USA Today©, December 30, 2003
++++++++++
Low-fare airlines add to entertainment … Discount airlines promise new in-flight entertainment features next year amid signs of intensifying competition among carriers best known for low fares.  Airline executives hope the services they have planned — including live TV, music and movies — will distinguish their carriers not just from bigger, traditional airlines but from other discounters, too. The heaviest competition is between JetBlue and Delta's Song, which both offer free, live TV and are flying more of the same routes.  Their entertainment arms race is putting pressure on other low-fare airlines to add their own systems
++++++++++

From TravelWire.Com©, December 31, 2003
++++++++++
A first glimpse of the new world of in-flight high-speed connectivity was made available in early 2003 to passengers of Lufthansa German Airlines and British Airways. The three-month service demonstrations, involving daily round-trip flights between Frankfurt and Washington, D.C., then London and New York, generated a series of historic firsts. Among them:

* The first in-flight high-speed Internet access by passengers on commercial airline flights.

* The first in-flight, high-speed Virtual Private Network-secured corporate intranet access by passengers on commercial airline flights.

* The first regulatory authorizations to operate wireless devices aboard commercial airliners in flight.

* The first in-flight wireless Internet access by commercial airline passengers.

* The first two-way video-teleconference between the air and the ground during a commercial airline flight.

* The first two-way, real-time e-mail exchange in flight between two airline passengers flying on different airplanes.

….

++++++++++

Eastman's "Off-the-Wall Comment(s)"©  ...    
Most OTWC readers recognize that my focus is on how technology is changing the business processes around which the airline and travel industries are structured.  This quest started initially with an operational and airline marketing focus … evolved into travel product distribution … and seems to be reverting back to industry operational issues again.  

These focus waves seem to be an issue of industry need … the need to sustain a balance between what is “offered” and what can be “delivered.”  As we all know, salesman will promise you everything you think you need – but getting delivery of usable or viable product is an entirely different issue; whether one is talking about a commodity seat in an airplane or bed in a hotel, the marketing or operational support necessary to deliver that seat or bed, or the reasons behind the need for that seat or bed.  

The quotes above were all captured the last two days of the year … and reflect various media pundits or supplier-promotional views of issues to evolve in 2004.  

Note that the success of each of these issues is, in one way or another, dependent on interactive contemporary technology.   

Should Delta or USAir bungle the allocation and/or availability of access to first-class seats by these up-scale coupon users – they risk loss of their core revenue sources.  They cannot block too many seats for potential paying first class passengers without risking the ire of their high-revenue passengers; and they cannot give up too many seats on a first-come, first serve basis … because of the potential of offending the higher-revenue but less structured-travel users!  

And as we all know pretty well by now – the legacy inventory and almost-legacy frequent-flier systems in use by these airlines do NOT have this type of management solution incorporated in their architectures.  Yet their passengers are experienced, typically higher income and Internet-savvy travelers, with user expectations that reflect the automated customer relationship interactive responses found in other businesses.  I suspect it will become an interesting dilemma for these carriers as they try to offset price with a somewhat risky value-add proposition.  

The problem is compounded, of course, as travel managers come increasingly under the gun to manage travel costs.  Improved and contemporary travel management information tools … essentially faster, smarter, and quicker than the interactive marketing tools used by legacy carriers … provide the astute travel manager with the resources necessary to steer corporate travelers to low cost alternatives in lieu of the traveler’s actual frequent-flier preference.  Without technology tools to monitor interactive buying trends on a day-to-day basis, the superior buying information tools in the hands of corporate buyers will continue to erode the revenue base of these legacy carriers.  

Market control is no longer an issue of superior marketing dollars, distribution channel management, or competitive creativity among suppliers.  Today’s marketing “game” is being played in the interactive information world ... a world in which critical mass has swung from supplier-driven to buyer-driven within the past 12 months.  

Interestingly, it appears that the LCCs , with their superior information management tools, are the side of the airline industry that must fall back on the marketing whiz-bang creativity to lure passengers … LARGELY from one another.  These carriers are already able to distinguish themselves from the legacy carriers … in both price and information management.  With critical market mass moving their way and each LCC trying to expand into while protecting existing markets – the LCCs find themselves in marketing game of product differentiation.  

Now consider the self-promoting piece from Boeing’s Connexion, as published on TravelWire.Com.  All seven “firsts” were from onboard an airplane.  As the pace of business compounds, travel time on an airplane need no longer be lost time (or time devoted to paper work, sleep, or out-of-touch time).  The travelers PDA or laptop can be online en route; with real-time access.  Access to home office data via VPN (Virtual Private Network) makes corporate resources available on-demand.  Video-conferencing is available at 38,000 feet!  

From just the corporate travel manager’s perspective … consider the added control over travel planning that these tools enable.  It is no longer necessary for the traveler to use a local agency branch office or the local airline to book a change in travel plans; the traveler can access the corporate travel booking solution via VPN to ensure total cost control by the travel manager.  This, of course, leads to an entirely new relationship between corporate travel managers and their providers.   

How do such tools empower the corporate travel agency?  Does the agency become a buyer … a negotiator … or the manager?  Does the agency buy in bulk for groups of buyers and become an intermediary in the corporate travel scenario?  

Consider the marketing potential for wholesalers and in-bound operators … the ability to reach-out to en route travelers with targeted real-time interactive presentations (from simple text messages to exciting video shorts to interactive video-teleconferencing or booking tools).  How does the traditional tour packager compete with new exciting and topically relevant inbound lures to travelers who’s destinations are already known?  

The world of travel is a-changing folks … changing in response to the demand-driven expectations of buyers enabled by the increasingly widespread adoption of interactive real-time technology solutions.  The era of channel-controlled supplier-driven travel product distribution is on its way out.  

Those travel suppliers using 10-year or older legacy systems … airlines, hotels, tour operators, and agencies, alike … that fail to fund operational interactive real-time technology solutions in support of the evolving information hyperarchy – are simply doomed.  They cannot long survive.   
I suspect that 2004 will be marked by a tremendous upheaval of both traditional travel product offerings and traditional travel distribution models.  It should be an exciting 12 months!  

Happy New Year, 
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