Eastman’s “Off-The-Wall Comment(s)” …

From PS Inform©, May 10, 2002

++++++++++

TW Crossroads reports that Hickory Travel Systems has concluded a deal that will allow its members to earn commission on one major US airline by ticketing through a New Zealand agency. The bookings will earn 7% uncapped commission.

From Travel Management Daily©, May 23, 2002

++++++++++

NOT SO FAST. That's what Delta essentially told agents with regard to the offshore airline ticketing schemes being batted around as a way of circumventing the major airlines' zero commission policies. The carrier placed a notice on at least one GDS warning that it "reserves the right to collect any amount of inappropriately retained base commissions and terminate the Delta ticketing authority of Delta-appointed travel agents" that book tickets through overseas agencies. It was unclear how Delta would identify agencies engaged in offshore ticketing. Such schemes involve a U.S.-based agency ticketing through a counterpart overseas in order to earn commissions. 

NORTHWEST took a different tack. It sent out notices to agents this week telling them that effective June 1, with just two exceptions, agents who ticket for travel originating outside their home country won't receive a commission. The two exceptions are for VUSA (Visit the USA) fares and PTA prepaid tickets.

Eastman's "Off-the-Wall Comment(s)" ©  ...    
Hmmmm….  Here, in these opposite views of offshore ticketing, is a classic conflict between the “supplier-driven” mindset of Industrial Age thinking … and the “demand-driven” reality of the information hyperarchy of the evolving Knowledge Era.  

There are three issues reflected in the action-and-reaction noted above … (1) the Internet knows no geographical or political boundaries, (2) a large segment of travel agent “culture” continues to think of itself as “dependent” on commissions, and (3) airline managements continue to act in ways that reflect years of supplier  “command-and-control” of the airline seat product.  

In the “early days” of Internet, the City Council of the little town of Arcata in Northern California … learned that there were five Internet companies that had taken out business licenses in the city.  So the Council decided to extend their local sales tax to include sales of goods sold outside the city limits by companies within the city limits.  And, of course, the day the new tax law went into effect – the city found that all five companies had moved their “offices” outside the city limits.  The owners still lived in the community … bought their goods there, sent their kids to the local schools, paid their income taxes, etc. … but very easily transported their entire digital business’s a few blocks to effectively put themselves outside the reach of the city’s new tax burdens.  

Airlines have always had an Industrial Age supplier’s “command-and-control” of airline seat sales.  It was built into the holistic distribution channel of the GDS/Travel Agent/ARC (or BSP) settlement process.  The ability to ticket in a different geographic area required PTA’s or TOD’s … not just because settlement was and is tied to the local ARC or BSP authorizing entity; but also because the functions necessary to enable the issuance a ticket in a different geographical or political were channeled through the GDSs or the airlines.  This “command-and-control” mindset has become inculcated in airline thinking … as expressed by Delta and Northwest. 

Internet and the hyperarchy of digital information … the ability to instantly managed processes and financial control across virtually any political boundary … is restructuring the way business can be done.  Important in that last sentence – the way business can be done!  Not necessarily must be done … or even should be done.  

Further, a reality of the hyperarchy is that it offers choice … to buyer and to seller.  In the examples above, we see the exploration of choice by agents … and the attempt to control choice in the norm of the past by suppliers.  These are not the conventional examples the industry has commonly heard about over the past few years as buyer/consumers explored choice among new distribution models and channels.  Rather, these are, effectively, the exploration of new travel industry business-to-business distribution relationships and channels – brought about by the combination of supplier attempts at normative “command-and-control” in conflict with the efficient re-distribution of information within the hyperarchy.   

To a great extent, the separation of the physical document (i.e., ticket) from the virtual product (i.e., seat) via electronic tickets has eliminated the travel agency need of “proximity to the buyer”.  E-tickets can be sold anyplace in the world and settlement for that e-ticket need only be between the buyer and the agency-of-ticketing-record.  

Accordingly, the buyer is just as easily another agency, as it is the ultimate user of the ticket.  Effectively, the agency-of-ticketing-record becomes an electronic reverse-consolidator for travel agencies needing to buy through that channel.  As those of you who have heard me speak or follow OTWC closely, the reverse-consolidator has long been on my list of about-to-mature alternative distribution channels.  

At present, there are some “technical issues” that airline managements … at least, those at Delta and Northwest … seem to think will enable them to know the “source” of the originating agency.  Within the GDS systems, that is a true fact.  However, as a technologist, I can assure readers (and airline managements) that such an automated offshore ticketing solution can be accomplished via the hyperarchy of information in such a way to preclude the originating source from being included within the airline or GDS information.  

Thus, the viability of the offshore model becomes a reality of the hyperarchy of information – particularly as agents seek to continue their commission-based revenue stream.  For many agents, commissions on transactions are the only way they know how to function.  The concepts of value-add for services … services most do not recognize as value to the buyer … remain a mystery.  The offshore opportunity becomes a “last grasp” … a toehold on a rapidly eroding precipice. 

As with the Internet companies in the little city of Arcata discussed above, it is totally possible for these agencies to effect offshore ticketing from “home” (i.e., agencies within the U.S. or any commission-less country) while effectively, legally avoiding the “tax collectors” (i.e., the airlines trying to “police” offshore booking).  And for the fiscally aware agencies, offshore ticketing becomes added revenue that flows almost directly to the bottom line.  

So, where does this lead?  There will certainly be a number of travel agencies “following the money … just as agencies have turned to the more conventional consolidators in recent months.  It is likely that there will be a rush to implement offshore solutions ... with some airlines acting to inhibit the process as they attempted to block access to the GDSs in the late 1980’s and early ‘90’s.  

But the airlines would need significant government intervention to preclude offshore ticketing.  Even if the government were to attempt to act in support of the airlines (very speculative, given the government’s attitude toward supporting Internet openness), it is very unlikely that the government would be any more successful in combating offshore ticketing than it has been in inhibiting offshore Internet gambling or porn.  In fact, offshore ticketing may well become a new “hot fad”.  

As offshore ticketing catches hold, the airlines will be (a) forced to recognize the loss of their “command-and-control” distribution tools and, to sustain economic viability, (b) airlines be forced eliminate commissions in markets that encroach on the airline’s revenue base.  Since airlines are less influenced by the conflicting political views that impede government ... this suggests that the “fad’ period of offshore ticketing will be fairly short; about as long as it takes for the volume to impact airline revenue streams.  

As airlines curtail commissions, there will be a period of time when offshore gateways move from regions where commissions are being curtailed to regions where commissions still exist … an effort to stay ahead of the airlines.  Given that cost of “re-tooling” the technology is very low, the length of this period will mainly depend on how quickly the airline management recognize the demise of the historic “command-and-control” model. 

But ultimately, it is probable that commission revenue, "per se", will go away throughout the world – to be replaced by specific override or production incentive compensation models.  

Effectively, the airline seat will have become fully commoditized! 

++++++++++

From InternetWeek Newsbreak©, May 28, 2002

++++++++++

TODAY'S INTERNET INSIGHT:

The best technology can neither fix business processes that are inefficient nor prod people to change their work habits. That may be obvious to IT professionals who are accustomed to fighting inertia as they roll out new systems. But if it's not clear to those who hold the corporate purse strings, they could be set up for disappointment when they don't get the full bang for their e-procurement technology bucks. By one account, only about 10 percent of total corporate "spend" is currently going through e-procurement systems, which average about $6 million. Sure, even 10 percent can be a big number for companies that spend billions annually, but it's a huge disappointment that cultural issues are a big factor in leaving that other 90 percent on the table.  
++++++++++

Eastman's "Off-the-Wall Comment(s)" ©  ...    
There are two points to this comment extracted from InternetWeek Daily.  

The first relates to the comments above on the ubiquity of the hyperarchy of information.  While technology cannot fix inefficient processes or prod people to change their work habits (the legacy GDS/agency distribution process being a classic example) … technology can open opportunities to go around the inefficient or bad work habits for those willing to risk the being “outside the norm”.  

The editor/author of the above quote assumes that his readers are among those willing to step “outside the norm”; and puts the blame at the foot of corporate purse-strings managers.  My experience with other industries would suggest that the editor is being kind.  Still, whatever the source, the airline industry is caught up in this syndrome “big-time” – as is reflected in the Delta/Northwest efforts to inhibit offshore ticketing … as reflected in managements inability fund new inventory platforms … as reflected in the continuing legacy silo structures of management.  

In the Delta/Northwest example of seeking to control offshore ticketing, the airlines are refusing to recognize the virtual e-procurement efforts of the buyers of their products … and to recognize the reality of the e-procurement processes available to those buyers outside the traditional distribution channels of the airline industry.  

But that is an aside of the original reason that this snippet surfaced this month.  The major point that this e-procurement piece brings to the fore is a reflection on what has yet to be done – particularly within the airline procurement and production environment.  

The hyperarchy is not just about changing the distribution channels of airline seats.  As noted above, the reverse-consolidator is coming into being.  Concurrently, through other channels (the Orbitz-AQUA about-to-be released product being an example), new online interactive travel packaging solutions are evolving.  These solutions reflect buyer-demand needs … as a function of greater information availability via the information hyperarchy.  

But within the airline industry … and the large hotels and other travel vendors … little effort has been directed toward enabling production and/or manufacturing to reflect these new buyer-demanded expectations and needs.  What is already evolving at the product distribution level … remains largely ignored within the production, manufacturing, and procurement aspects of the airline and other large travel vendor suppliers.  While Sabre and a few others have attempted to offer platforms to enable efficient e-procurement, the inability of the legacy management systems to integrate these tools remains a major inhibitor.  

The reality of “tomorrow” lies in the tag line of the quote above … “… it's a huge disappointment that cultural issues are a big factor in leaving that other 90 percent on the table.”  How long can the managements of the major airlines ignore a 90% cost-opportunity enhancement?   In order to compete with the start-up carriers and those lower cost operators that are embodying e-management (including e-procurement), the majors must soon begin to overcome their cultural barriers … or put their airlines at risk.  

One of the key “lead indicators” to watch for in major airlines will be those that become early integrators of e-procurement solutions.  By integrator, I do not mean “surface” adaptation or announcements of planned implementation – but rather, those that actually integrate e-procurement into their business operations just as companies outside the travel industry are incorporating automated e-procurement tools to take advantage of the multiple distribution channels that have evolved in the sale of airline seats.  

It remains important to remember that "distribution" is not a unique and separate function.  Distribution must be integrated into production.  It is intrinsic to the "manufacturing process".  If one cannot manufacture product to meet the demand as expected in the distribution channel ... the "manufacturer" loses market share.  Thus, the "manufacturing" process must, itself, incorporate contemporary "buying" technologies in order to obtain product in sufficient time to respond to its buyers.  

That is, in fact, what many of the nodal-network airlines (see below) have evolved; the ability to "manufacture" faster and more efficiently because the "buy or build" their services, tools, equipment, and other production capabilities faster and more efficiently.  As an example, that is what the 20-minute "turn-around" is all about … effectively, "just-in-time" manufacturing.  

An airline is not just a manufacturer.  It is also a customer or buyer.  As buyers, airlines must also implement "demand-driven" buying practices in order to support the airline’s customer "demand-driven" expectations.  Within the travel industry, the "Knowledge Era" is not just limited to buyers in the travel distribution channel.  It is a phenomenon encompassing all of society ... manufacturer, supplier, service provider, and buyer alike.  We are ALL consumers ... as we are all suppliers!  
 
The advantage of using e-procurement as a “leading indicator” in tracking the major airlines efforts to transition their products to serve their customers … is that e-procurement solutions most coincide … and even precede … implementation of integrated e-operations and e-production.   While it is possible to overlay some e-management functions on the legacy platforms (as has happened with Southwest, Continental, and Alaska), it is very difficult to integrate the non-legacy systems e-operations and e-production necessary to respond to buyer-demanded expectations without also incorporating e-procurement.  And by its very nature, e-procurement must reach outside the internal operations and production needs of the airline; and thus, becomes more “visible” to those interested enough to be watching.  

Those airlines that are first to implement and integrate e-procurement in their buying processes will concurrently, be those that are also modernizing their internal operations and production systems – and necessarily away from the constraints, structures, and business cultures of the historic and institutionalized airline business models.  It will be those airlines that will have the greatest chance of evolving into the new Knowledge Era as economically viable business entities.    

++++++++++

From ATW Daily News, 16 May, 2002

++++++++++

In a surprising innovation, Lufthansa said Wednesday it will initiate transatlantic nonstop flights between Duesseldorf and Newark with a BBJ wet-leased from Geneva-based corporate aircraft specialist PrivatAir. 

From ATW Daily News, 21 May, 2002
++++++++++
Lufthansa's new all-business-class service between Duesseldorf and Newark will be given a year to prove itself, according to Wolfgang Mayrhuber, deputy chairman of the Deutsche Lufthansa executive board and president and CEO of Lufthansa German Airlines. The service will be operated under a wet lease with PrivatAir, which will fly a BBJ configured with 48 luxury seats. Speaking to the International Aviation Club … yesterday, Mayrhuber said Lufthansa "is pretty optimistic" that the service will be a success, adding that the launch decision came only after extensive research. He noted that Duesseldorf has a population of 17 million and is heavily industrialized and that there are "not too many markets" where such an approach is feasible. 

++++++++++

In the interest of complete disclosure, Lufthansa Airlines has been for many years, and remains, one of The Eastman Group’s larger clients.  Further, TEG had no pre-knowledge nor provides any services specific to this new business initiative.  It was, and is, as much a surprise to me as to those who noted its announcement May 16.  

Still, this Lufthansa initiative represents an element of the innovative “buyer-demand” kind-of-thinking that the major airline carriers, in general, seem to need.  However, the comment below is really directed at the implication of the Lufthansa experiment.  

For those of you unfamiliar with the term, a “BBJ” stands for Boeing Business Jet.  The BBJ is a specially configured 737-700 that seats 48 in an all-business-class configuration with "cradle" seats and Sony Personal Watchman televisions for each passenger. Lufthansa plans to operate daily service, except Tuesdays, from June 17.  This is the first time Lufthansa will offer an exclusively business-class service.

In my view, there are a bunch of things happening here.  First … Lufthansa is reacting to pressure exerted by the likes of Ryan Air and other low cost carriers that have begun to penetrate its previously “protected” German market.  But rather than just launch another “low cost” competitor (which is also being implemented) … Lufthansa has leveraged the point-to-point concept to serve a higher tier of the service market.  

Second … Lufthansa is initiating this solution using an out-source provider; PrivatAir.  Through outsourcing, Lufthansa is able to introduce different operational and processes without impacting the core infrastructure of its basic business.  In point of fact, the added outsource cost is probably less than it would have cost Lufthansa to internally modify its own existing legacy business solutions and processes, had the airline attempted to implement this solution using its own equipment.  While I have no basis for making this statement, it would seem to me that this outsource process also offers Lufthansa a prime opportunity to also experiment with different e-management and e-procurement solutions noted above.

Third, and the point of this comment … is that Lufthansa is introducing a much smaller jet (737 configured with only 48 seats) to over-fly its primary hub in Frankfurt on what is, effectively, a “long haul” segment historically served by large airplanes with three classes of service.  Thus, Lufthansa is cannibalizing its historic and legacy hub-centric business structure in an attempt to validate the value of buyer-demand for higher service levels of a nonstop point-to-point service.  

The service effectively eliminates between two and four hours of en route time.  As such, it is as likely to appeal to exclusive First Class passengers (who would necessarily have to “hub” through Frankfurt to gain the enhanced First Class service on a larger plane), as well as the more conventional business class traveler in the market.  Interestingly, at present, connecting flight using the Frankfurt hub connection depart from Düsseldorf to Newark 35 minutes after the currently scheduled BBJ service … and from Newark to Düsseldorf 65 minutes after the BBJ service.  Clearly, passengers will have a choice.   

Interestingly, it appears that the many airlines are beginning to learn what has become fairly apparent in the telecommunications industry since the introduction of mass bi-directional communication via the Internet … that the networking issues of moving passengers are very very similar to those of moving bits-and-bytes in the digital world.  

Early computer networks were hub-centric.  The airline legacy systems are very real examples … all messages created in user terminals are managed by centralized mainframe hub computers.  High volume traffic is passed from hub-center mainframe to hub-center mainframe (i.e., from Sabre to the airline host systems or from Galileo to Amadeus, etc.).  It was, at the time, the most efficient way to handle digital messages.  Similarly, the major airlines evolved around centralized hubs to more efficiently manage passenger traffic across their expanding networks.   

With the evolution of the Internet and other bi-directional microcomputer network digital communication tools, the concept of nodal-networks evolved.  Individual nodes were responsible for establishing contact with destination nodes in the network – and digital messages begin to be passed directly from one node to another – effectively by-passing the centralized hub message managers.  This model evolved in both the Internet world and in Local Area Networks.    

Now consider how Southwest has effectively grown without hub centers.  Southwest created point-to-point nodes.  Over time, the airline has evolved a nodal-network model that has, among other things, managed to keep restructure the costs of networking operations.  Southwest has become one of the largest airlines in the U.S. through its use of nodal-networks … in much the same way that the Intel/Microsoft networking model has evolved to dominate the hub-centric mainframe solutions of past computer networks.  Equally important, the successful start-up airlines that have adapted the nodal-network model have all weathered the recent economic downturn much more effectively than those start-ups that opted to attempt hub-centric product offerings.  

In addressing the issue of nodal-networks versus hub-centric solutions, it is important to shift one’s perspective.  In reality, the issue is no longer one of  "airline operations" ... but rather, the "manufacturer of seats".  The unit of discussion is not airplanes – but rather, a "seat".  And just as the information industry moves bits-and-bytes from point-to-point ... the airline industry must move seats-and-butts from point-to-point. 

In that sense, bits-and-bytes are like seats-and-butts.  However complex the structure to enable a process to happen -- they all come back to how humans apply the bits, bytes, seats, butts -- and cents and dollars – to develop, produce, manage, and regulate them, respectively.  

Thus, in the perspective of the traditional airline industry, Lufthansa is offering a fairly revolutionary product as it launches this outsourced point-to-point business product.  It is experimenting with a transition from a “big-airplane-with-many-and-multi-class-seats” hub-centric business model … to a “smaller-airplane-with-service-focused-seat-product” nodal-network offerings.  This is more significant as a  “mental hurdle” … the beginning of a pilgrimage to a new culture … that it is a product test; and it is a significant product test.   

My compliments to the management of Lufthansa willing to intelligently explore ways to deal with the new demand-driven economic model that seems to be evolving.   

Respectfully,
\\ Richard  
Copyright © 2002, The Eastman Group, Inc.  

Address feedback to << reastman@eastmangroup.com >>  

"Off-the-Wall Comment(s)" more than one month old can  

viewed in "Eastman's Corner" at << www.eastmangroup.com >>     

Follow-on E-Mail comment to the above OTWC three days later

From:
Richard Eastman [reastman@eastmangroup.com]

Sent:
Monday, June 03, 2002 3:05 PM

To:
reastman@eastmangroup.com

Subject:
zero base commissions globally -- OTWC follow-up on 053102

From Travel Management Daily©, June 3, 2002

++++++++++

IATA IS ANGLING to implement a new sales agency agreement that could prompt some foreign airlines to adopt zero base pay globally as well as effectively curtail offshore ticketing arrangements designed to circumvent commission cuts in the U.S. The issue will come to a head in Miami in late June when the IATA Passenger Agency Committee meets to consider language for a proposed agreement that for the first time says agencies are entitled to "fair remuneration" for selling air tickets. IATA is expected to fight the wording or anything like it, contending such language could be interpreted as obligating carriers to pay commissions. 

++++++++++

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

For whatever it counts, I wrote the May 31, 2002 Off-the-Wall Comment(s) BEFORE I read this piece -- which arrived June 3, 2002. The airlines are, obviously, becoming increasingly aware of the impact of the hyperarchy of information.   

The real question is whether IATA can find and implement a generally acceptable solution within a month.  But even if they fail on a June solution, it is pretty clear that the offshore window-of-opportunity for commission revenue is likely to be pretty short-lived.  This has nothing to do with the viability of offshore ticketing ... but will certainly impact any commission-focused get-rich-quick solutions.  

As most entrepreneurs will be quick to point out, there are other offshore opportunities to be derived in the travel industry ... tax issues, bulk purchase agreements, preferred vendor opportunities, packaging solutions, etc.  But the commission "quickie", while unlikely to eliminated anytime in June, will likely become fragmented (i.e., some airlines with commissions, some without) within three months if IATA suggests even a "hint" of action at its June meeting ... and may well disappear totally by year-end.  

It used to be that these "I think this or that is going to happen" issues ...  would take five to ten years to transpire.  With the evolution of the Internet ... that "ahead-of-the-game" thinking seem to get cut in half.  As the Internet has become a hyperarchy of nodal information ... its getting down to hours.  Moore's Law, compounded inversely.  

Respectfully, 

\\ Richard 
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