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The Impact of
E-Commerce Technology
on the Air Travel Industry

Susan Gasson
Drexel University, USA

EXECUTIVESUMMARY

Thiscase study examinestheimpact of onlinereservation systemsand e-commerceon
thetravel industry. Two questions are examined:

1  How cancompetitiveadvantage be obtained from theexpl oitation of new information
technol ogies—in particular, e-commercetechnol ogies?

2 Howhastheroleof travel agentschanged becauseof thenew informationtechnologies
being used to achieve competitive advantage in the air travel industry?

Initial discussion concernstheimpact of the American AirlinesSABRE system, asthis
hasoften beentouted asgiving American Airlinesfirst-mover advantageintheindustry. The
wider impact of remote-access, computerized reservation systems, or Global Distribution
Systems, and e-commerce access to online reservationsin the travel industry is analyzed,
using Porter’ sfive-forcemodel of industry competitiveforces, to understand how thetravel
industry has shaped and has been shaped by information systems.

Thecase study concludeswith acomparison of theimpact of information technologies
between the U.S. and European travel industries. It concludes that technology alone does
not affect therolesof industry players, but the devel opment of winning technol ogiesexpl oits
structural factorsin the environment. Constant evolution of strategic information systems
iscritical to producing competitive advantage, but opportunism also plays a strong role.

BACKGROUND: THEUSEOFINFORMATION
TECHNOLOGY INTHEAIRTRAVEL INDUSTRY

In the 1960s, when air travel first became affordable for the individual, travel agents
provided an essential service. A travel agent would find a suitable flight in the printed
schedules published by individual airlinesand tel ephone the airline-booking agent to make
areservation. At alater time, the airline booking agent would return the call to confirm the
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reservation, or to suggest an alternativeflight if no seatswereavailable. Theairline paid the
agent aflat commission feefor the booking. The structure of theair travel industry prior to
computerizationisshowninFigure 1. Theairlineindustry wasregul ated, somost routeswere
served by asingleairline. Travel agents mainly served the individual travel market, while
corporatetravel wasbookeddirectly withanairline, to achievecorporatedi scounts(Clemons
& Hann, 1999). Therole of thetravel agent wasto advise clients on travel destinationsand
to act asan intermediary in the complicated process of arranging travel bookings.

Thediscussion below presents acase study of how the use of new technologies have
affectedtheair travel industry, analyzing twowavesof informati ontechnol ogy that havehad
amajor impact on the industry. Thefirst of these is the development of direct reservation
systems, such asthe American Airlines SABRE system. The second is the devel opment of
online sales channels via the Internet.

SETTINGTHESTAGE: THEDEVELOPMENT OF
THEAMERICANAIRLINESSABRE SYSTEM

AmericanAirlinesisadivision of AMR Corporation, employing over 128,000 people
worl dwideand reported net revenuein 2000 of $19.7 billion. Oneof thelargest airlinesinthe
world, AMR Corp. operatesAmerican Airlines, TWA and American Eagle. In August 2001,
AmericanAirlinesannounced acompetitiveal liancewith British Airways, allowingthemto
codeshare (run aflight-schedulejointly, for acertainroute) acrossthe entire breadth of their
respective global networks and opening up acompletely new range of destinationsto their
customers.

SABRE (Semi-Automated Business Research Environment) wasdevel oped by Ameri-
can Airlines in conjunction with IBM. Launched in the early 1960s, SABRE was the first
computerized airline reservation system, serving American Airlines reservation counters
from coast to coast inthe USA and from Canadato Mexico by 1964. SABRE wasexpensive
todevel opand, whenit cameon-line, competitorsfiledlawsuitsclaimingthatit gave American
Airlines(AA) anunfair advantage(mainly because AA flightswerelistedfirst by thesystem).
Other airlines rushed to develop their own reservation systems: United Airlines’ system
created the Apollo system, TWA developed PARS (TWA is now owned by American
Airlines), and Deltadeveloped DATAS.

Over 90 percent of the 40,000+ travel agentsintheU.S. now connectinto variousdirect
reservation systems, but asthelearning curveishigh for anew system and spaceislimited,

Figure 1. The Pre-Computerization Air Travel Industry Sructure

Travel Provider Other Service
Reservation & Ticket Providers (e.g.
Offices Hotels)

Travel
Agencies
A

Corporate Individual
Consumers Consumers
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each agent tends to be connected to only one system. Appendix 1 gives the ownership of

themajor direct reservation systems (now called Global Distribution Systems, or GDS) and

themajor onlinetravel agencies. Different airlines’ reservation systems communicate with
oneanother inreal time. Anagent canaccessand book flightson other carriersviaitsprimary
system, alowing atravel agent, for example, to book an American Airline flight through

Amadeus (the direct reservations system owned by Air France, |beriaand Lufthansa) or to

book a Lufthansa flight through SABRE (the American Airlines system). The airline

consortium that ownsthe reservation system receives afeefor each reservation madefor a

competing airline and the airline providing the agent’ sreservation systemismorelikely to

receive bookingsonitsflights. Because of this, each airlinetriesto maximizethe number of
travel agentsconnected directly toitsown system and minimizesbookingsfor itsflightsvia
other systems.

Theinitial competitive advantage provided by the SABRE system has continued to
operate to the present day: approximately three out of five airline flight tickets are booked
through SABRE (Hopper, 1990; SABRE, 2002). Thus, SABRE gave AmericanAirlinesafirst-
mover competitive advantage that persisted, even after other airlines had developed their
own computerized reservation systems. American Airlinesmademoremoney from SABRE
than they did from flying passengers:. revenue from the SABRE reservation system consis-
tently accounted for more than 50 percent of the company’ stotal revenues (Hopper, 1990;
SABRE, 2002). 1n 1992, talking about | egisl ation that would force Americanto divest itself
of SABRE, AmericanAirlinesChairmanRobert Crandall said: “ If youtoldmel hadtosell either
theairlineor thesystem, I’ d probably sell theairline.” However, in 2000, American Airlines
compl eted the processthat turned the Sabre Technol ogy Group intoitsown company. Sabre
isnow an S& P500 company and hasa 70 percent stakein Travel ocity, theonlinetravel agent
(SABRE, 2002).

It could be argued that the competitive advantage conferred by the SABRE system has
persisted, but only because of continual technical and product innovation:

i Initially (inthe1960s), SABRE served only American Airlinesticket and reservations
staff.

i In1976, travel agentswerefirst offered adirect, remote-accessservice; by year endthe
systemwasinstalledin 1301 ocations, serving 86 percent of thetop 100 agency accounts
(AMR, 2002; SABRE, 2002).

i In1985, SABRE wasthefirst systemthat allowed consumersto accessairline, hotel and
car rental reservationsdirectly, using an IBM PC (theworld’ sfirst business-oriented
personal computer) (AMR, 2002; SABRE, 2002).

i By 1986, the SABRE systemwasextended to the United Kingdom, paving theway for
widespread international expansion. SABRE alsoinstalled theairlineindustry’ sfirst
automated yield management system inthisyear: thispricesairline seatsto yield the
maximumrevenuefor eachflight (SABRE, 2002).

i By 1987, SABRE had become the world’ s largest private real-time data-processing
system, serving morethan 10,000 travel agentsworldwide (AMR, 2002).

i IN1990, SABRE had 40 percent of theair travel booking market. ToquoteHopper (1990),
“1f SABRE doesn’t dothejob, another systemwill. SABRE'’ sindustry-leading market
share of 40 percent means that rival systems account for three out of five airline
bookings.”
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i In 1996, the SABRE Technology Group exploited the increasing popularity of the
Internet by launching Travel ocity.com, aleading online Business-to-Consumer (B2C)
travel site.

i In2001, SABRE connectsmorethan 59,000 travel agentsaroundtheworld, providing
contentfrom450airlines, 53,000 hotels, 54 car rental companies, eight cruiselines, 33
railroadsand 228 tour operators(SABRE, 2002), makingit thelargest Global Distribu-
tion System (GDS) for travel services.

i New innovationsinclude wireless connectivity viamobile consumer devicesand the
use of ahand-held device by American Airlines gate staff, to make seat assignments
and print boarding passes, making it simple for airlines to accommodate passengers
who have missed connecting flights.

Therefore, SABRE can be seen as an evolving set of systems, developed in response
to business needs and technical opportunities. Continual evolution itself isnot the success
factor, it is continual evolution in combination with the opportunistic exploitation of
opportunitiesoffered by theindustry environment. However, whileairlinesweredevel oping
information systemsto exploit new technologies and structural changesin the competitive
environment, travel agents were not in a position to do so.

CASEDESCRIPTION: THEIMPACT OF NEW
TECHNOLOGIESONTHEAIRTRAVEL

INDUSTRY
The Advent of Global Distribution Systems

Inthe mid-1970s, airlines began to offer travel agents accessto direct, computerized
reservation systems(seethediscussion of the SABRE system, below) andin 1978, theairline
industry wasderegul ated, | eading to more price and service competition between airlineson
the same route. Providers of computerized reservation systems provided access for travel
agents viadialup telephone connections (and eventually permanent or broadband connec-
tions). Thischanged theway inwhich travel agents completed atransaction and gave them
faster and better information about price and availability, compared with the previous,
asynchronous process of booking direct with the airline. Travel agents were still essential
to the process of booking aflight, asaccessto the specialized technology required to obtain
thisknowledgewasunavailableto the consumer. Although unavailablefor direct consumer
use, computerized reservation systems allowed travel agents to provide a more effective
service. Thetravel agent could confirmthebookinginreal timeand seek alternativesif aflight
wasfull, whilethe customer waited. A real time booking with an airline-booking agent was
better than relying on an asynchronous transaction, conducted over several hours or days.
The travel market became segmented, as travel agents increasingly targeted corporate
customers, providing value-added services like negotiation of bulk fares and arranging
complexitineraries(Clemonsé& Hann, 1999).

Direct reservation system terminals and connections were often offered freeto travel
agents, as airlines competed for market share with travel agents. A travel agent would
normally not use morethan onedirect reservation system, sincethey took agreat deal of time
and training to use. Not all systemsinitially carried al airlines, but this changed as direct
reservation systems became ubiquitous. However, aparticular airline’ sdirect reservation
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Figure2. The Air Travel Industry Structure as Affected by GDS (e.g., SABRE)
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systemwould usually display that airline’ sflightsfirst, giving them an advantage. Airlines
alsohadtopay afeeto havetheir flightsincludedinacompetitor’ sreservation system, which
would add to the cost of booking with that airline through a travel agent who used a
competitor’s reservation system. Over a period, direct reservation systems became more
prevalent and encompassed a wider range of products and services, to become Global
Distribution Systems(GDS).

GDS enabled travel and service providers (such as hotels and car-hire) the ability to
market to customersin remotelocations. Therole of the travel agent changed astime went
on, from knowledgeable travel and destination expert, to an intermediary, who saved the
customer timeand effort in booking awhol e package of travel -rel ated productsand services.
Another development in the 1980s was the emergence of consolidators. companies who
purchased blocks of unsold seatsfrom airlinesand so wereableto sell direct to the customer
at alower pricethanthe Travel Agent could offer using GDSpricing. Thistrend fragmented
themarket, to someextent. Customersbecameawareof thedifferential pricing strategiesused
by airlines and became more price-sensitive as aresult.

By themid-1990s, themarket had changed and travel agentsbecamelessbuoyant. The
airlinesengaged in pricewarsand marginswerereduced - theairlines sought to cap or to cut
commission in an attempt to remain profitable. Although some of the larger agents had
replaced dial up connectionswith broadband or permanently connected links, they werestill
relying onthird-party providersfor their informationandlevel of service(thevariousairline
reservation systems). The technology employed (direct access terminals) was becoming
outdated, often having cumbersome, text-basedinterfaces, with difficult-to-negotiate menus
and user-interfaces. Most travel agentsrelied on the sametype of local knowledgethat they
had always used, to differentiate their value to the consumer.

Travel agents that focused on corporate customers could use information systems to
providebetter fare-search and point-of -salestool s such asticket printing and thisgavethem
some short-term competitive advantage during the 1990s. However, travel agentsstill faced
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two significant threatsto their competitivenessduring thisperiod (Clemons & Hann, 1999):
rebating (commission-sharing with corporate customers), by competitor travel agents, and
commission caps and cuts by the airlines.

Internet Technologies

Morerecently, travel agentshavefaced additional threatstotheir profitability, enabled
by the widespread use of the Internet. The first is disintermediation (cutting out the
middleman) by the airlines and the computer-reservation system operators. The economics
of individual transaction processing have been turned on their head by the ubiquity of
internet access. itisnow justifiableevenfor theairlinesto serveindividual customers, asthe
cost of processing an electronic transaction is so low, compared to the cost of processing
apurchasetransaction performed by ahuman salesperson. Airlinesare attracted even more
by the profitability of corporate electronic transactions. With sophisticated information
systems, it isnow possiblefor airlinesto offer complex discounts on bulk purchases across
many different routes and classes of travel, for corporate customers. It is also possible for
them to use data-mining techniques to target dynamic discounts and value-added service
offerings at high-value corporate customers, increasing the business that they attract
through using direct sales channels.

The second threat is competition from online travel agents whose overhead costs are
much lower and who can achieve muchwider economiesof scaleinprocessinglargenumbers
of relatively low-margin purchase-transactions. Onlinetravel agents use new technologies
toaccessthedirect reservation systemsof multipleservicesinreal time, allowingindividual
and corporate customers to directly coordinate flight, car hire, hotel and other services, as
showninFigure3. However, thereisacost tousing onlinetravel booking services. Thesearch
cost canbehigh: air ticket pricesmay changefrom day-to-day or hour-to-hour. Thetimeand
effortinvolvedin putting together acompl ex packageof air andlandtravel servicesand hotel
bookingsisoften too high for individual customersto contemplate. The online market may
well befocused onthemost price-sensitive segment of theair travel market: thosewillingto

Figure3. SructureoftheAir Travel Industry Following E-Commer ce Expansion (Modified
from Heartland, 2001)
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spend a disproportionate amount of time and effort in obtaining a low-cost ticket. Many

customers may also visit an online travel agent’s site to obtain information and then book

elsewhere.
Following e-commerce devel opments, the travel industry is segmented between:

1  Traditional (brick and mortar) travel agents serving an increasingly smaller pool of
individual customers who do not wish to spend the time and effort in searching for
lower-pricedtravel.

2 Traditional travel agentsservingthecorporate market, whosemarginsareincreasingly
eroded by competition on customer rebates and by commission-limiting strategieson
the part of airlines and other travel providers.

3 Consolidators whose business is increasingly threatened by the dynamic pricing
strategies of online and direct sales channels.

4. Onlinetravel agentswho servethe corporate market and price-sensitiveindividuals.

5. Travel providersselling directly to companiesand individuals, al of whom are price-
sensitive and have excellent information about alternatives.

A Competitive Analysis of Changes
in The Air Travel Industry

Thissection uses Porter’ sfive-force model to analyze theimpact of new technologies
on competition in the air travel industry (Porter & Millar, 1985). This model analyzes the
relativecompetitivepressuresexerted onafirm(or typeof firm, inthiscase) by fivedifferent
industry “forces’: direct competitors, new market entrants, substitute products/services,
suppliersand customersof thefirm. Themost significant threatstothefirmarethenanalyzed
to determine how information technology can be used to reduce or sidestep the pressure.

Initially, thesearchtimeand cost that anindividual would havetoincur, intelephoning
to discover information about alternative flights and airfares far outweighed the inconve-
nienceof visiting atravel agent. Thecommissionfeespaidtotravel agentswerealsoapplied
to direct bookings made by individuals, so there was no cost or convenience advantage in
not using atravel agent. Travel agentsonly competed with each other on servicerather than
cost. The serviceelement mainly consisted of local knowledge about which airlinesoffered
the best schedule from local airports to a particular destination and which airline's price
structurewasmost attractive. Theroleof specialized systemknowledgeandlocal knowledge
about airline schedules and pricing structures gave individual agents an advantage over
other agents.

The use of direct reservation systems by travel agents raised the barriersto entry for
those agentswho werenot early adopters of these systems. Asairlineswere competing with
each other, to achieve market penetration, direct reservation system terminals and connec-
tionswereofteninstalled freeof chargeby theairlines. However, theinvestment requiredin
training washigh and | ateadoptersof thenew technol ogy struggledtokeep up. Onceacritical
massof directly connectedtravel agentswasachieved and flightscouldbeenteredinmultiple
systems, airlines were able to offer dynamic pricing, raising fares during periods of high
demand and lowering fares during periods of low demand. Local knowledge on the part of
travel agentsbecamelessimportant, asit rapidly became out of date and travel agentscould
only competeonthelevel of personal servicethat they offered. Exploitingtheir power, inthe
1980s, theairlinesbeganto adopt differential pricing, favoringtravel agentspurchasingmore
than a certain value of flightsfromin amonth. Many small agents|ost business as aresult
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Figure 4. An Industry Analysis of the Non-Computerized Airline Industry
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and had tointroduce an additional feeto consumers, making them even moreuncompetitive.
Consumers lost out, as there was an incentive for larger agents to place as much business
as possible with a preferred airline, whether or not this airline offered the best deal for the
consumer. However, direct reservationswerestill not avail ableto consumers, so consumers
remained uninformed about choices and locked in to travel agents.

Two recent trends have affected the air travel product-market. An 1S application that
hasradically changed the market for travel agentsisthe emergence of Global Distribution
Systems(GDS), which serveasthemain channel for airlineticket distributionintheUSA. The
evolution of SABRE from adirect reservation systemfor airlineticketsinto aGDS serving
airlines, hotels, car rental, rail travel and cruiselinesisoneexample. Many other GDSsarein
operationtoday, loweringthecostsof entry intothetravel agent marketimmensely, although
thesubscription and booking feesarenow moresignificant for small companies(Elias, 1999).
The advent of GDS has changed the balance of power and the main playersintheair travel
industry and diversified travel agents into selling multiple products, all of which can be
reservedinreal time. AsshowninAppendix 1, most of themajor Global Distribution Systems
areowned by consortiaof airlines, allowingthemto specializein dynamic pricing over asubset
of travel providers.

The second devel opment isan increasing familiarity with Internet technology, on the
part of consumers. Thesecondisthereplacement of traditional travel agentswithonlinetravel
agents. As an initial response to use of the Internet by consumers, airlines attempted dis-
intermediation (cutting out the middleman). By selling direct to the consumer, airlineswere
abletooffer pricesand val ue-added servicesunavail abletotravel agents. Neverthel ess, while
dis-intermediation offers cost and value-added benefits to the consumer, it does not add a
great deal of convenience. Onlinetravel agents, such as Travelocity (avertical integration
ventureby the SABRE Technology Group), Expediaand Orbitzemergedtofill thevoid. The
specialized technology required to make direct bookingsisnow avail able to the consumer,
oftenat lower cost (intermsof timeand eff ort) than booking through atraditional travel agent.
However, an examination of themajor onlinetravel agentsand Global Distribution Systems
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Figure5. The Air Travel Industry as Affected by Global Distribution Systems
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shows that airlines are once again consolidating their ownership of the major distribution
channels, to the probably disadvantage of bricks and mortar travel agents.

A Tale of Two Markets: How Local Environments
Affect the Strategic Impact of IS

Itisinteresting to examinethedifferencesin e-commerceimpact betweenthe USA and
Europe. Thesinglederivation of most USA Telcos(local telephony providers, whichmainly
originated from the demerger of the Bell Corp group of companies) meant that they adopted
ahomogenization of charging structures. USA telephony charging structures earn revenue
mainly through the provision of long distance and value-added services. The provision of
local telephony services has, until recently, been seen as abase cost of providing accessto
the network and has been charged accordingly, leading to essential free (or very low cost)
local telephonecalls. In Europe, ontheother hand, amultiplicity of small nations, eachwith
different cultures and funding structures led to a telephony environment which was, until
fairly recently, hostile to cross-company traffic. Revenue was therefore earned mainly
through local (and local long-distance) calls, rather than long-distance traffic in the USA
sense of theword. Peak-hour local callsinthe USA average at about seven centsper call (of
up to 24 hours). Peak-hour local callsin Europe can cost 50 cents a minute.

Itisnot surprising then that the uptake of Internet access has been much higher inthe
USA thanin Europe. While most companiesin the USA have awebsite and the mgjority of
these conduct some sort of business viathat website (even if not fully automated), most of
thesmaller companiesin Europearestill tryingtofigureout how toinstall awebsiteand what
to do with it, once they have it. Consumers are relatively unsophisticated, compared to
American consumers, with a commensurately lower level of trust in Internet transactions
(IBM, 2000). The travel industry in Europe has not been affected by new information
technologies to anywhere near the same extent as the USA travel industry. Internet-based
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travel salesconstituted only $2.2 billion or 1.2 percent of the European market intheyear 2000
(Marcussen, 1999, 2001). However, thisfigurewasanincreasefrom0.45 percentin 1999 and
even the European bricks-and-mortar travel market isbeginning to be described as“belea-
guered.” Incontrast, USA Internet-based travel bookingsarebooming. In 1998, 2.08 percent
of the travel market (by value) was transacted over the Internet. Thisfigureis predicted to
riseto 7.5 percent by 2003 (Elias, 1999). Thewinnings Europeantravel agentswill; bethose
who respond to changesin the market environment by employing newer technol ogiesearly
inthe game. Aswith the development of SABRE and the success of the onlinetravel agent
Orbhitz (see the next section), exploiting market structures opportunistically through IT
innovation leads to high rewards.

CURRENT CHALLENGESPROBLEMS
FACINGTHEORGANIZATION
Trendsin the Travel Industry

Influencesontheair travel industry includeincreased competition through globaliza-
tion, changing customer lifestyles, and the perception of risk that consumers attach to air
travel. Some market trendsincludeincreased consumer knowledge about product offerings
(driven by more direct marketing and al so the ease of comparison that the Internet affords),
higher customer expectations of convenience, added value through the customization of
offerings, increased consumer affluence and the moreintense exploitation of leisuretimeto
“getaway.” All of thesefactorstendtoincreaseconsumer power, allowing consumerstoexert
more leverage on the industry in terms of pricing and choice. However, they also increase
thetotal market size: salesinthefirst quarter of 2002 exceededthoseinthefirst quarter of 2001
significantly (Jupiter, 2001). In 2000, leisure travelers (55 percent) outhumbered business
travelers (37 percent)—the other 8 percent of travel ers were those who combined business
and pleasure(Heartland, 2001).

Thebundling of avariety of products and servicesinto an attractive package is made
possibleby theexploitation of preferential pricingtoaval ue-added provider (normally atravel
agent). Theability toaccess” valueadded” serviceshasrecently beenofferedtotravel agents
through avariety of real-time, onlinereservation systems. Travel agentswho exploit online
reservation systems do not have to sell their packages to consumers online, although they
may haveto striveto compete with the convenience of those who do. Bundling givestravel
agents more power, asthey can present the consumer with more attractively priced product
bundlesthan if the consumer buys these services separately and may add value with items
that theconsumer woul d not havethought to add, such asabottle of iced champagnewaiting
intheroom!

Air travel bookings provide US travel agents with the majority of their revenue
(Heartland, 2001). On average, 54 percent of travel agents’ revenuesaccruefromair travel
bookings. Cruises account for 19 percent of revenue (margins are higher on sale of cruises,
but this also may be threatened as cruise operators increasingly employ direct sales
channels). Hotel bookings provide 11 percent of revenue, car rentals 8 percent and sal e of
rail ticketsand other servicesprovide 8 percent. Hence, direct and online sales of air tickets
represent ahugethreat to the survival of most travel agents. Coupled with the year-on-year
cutsin airline commission paymentsto travel agents, as a percentage of salesvalue, and a
similar trend in other commissions, such as hotel bookings (Heartland, 2001), travel agents
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may well struggleto survive. Unlessthey can find away to differentiate their products and
services, the smaller travel agentswill not survive for long.

Technology trends include the ever-increasing sophistication of data mining and
customer rel ationship management software (providing detail on both patternsof purchases
and hypotheses for the motivation behind purchases), increasingly seamless connectivity
between systems and the ubiquitous avail ability of trustworthy, secure online purchasing.
Suchtechnological advances mostly benefit theairlines. Because of theamount of informa-
tion that they can collect about their customers and the impact of various pricing and
marketing strategies—all in real time and collated by geographical region and some demo-
graphics—airlinescanleveragedirect saleschannel sto ahigh degree. They canthen exploit
the brand recognition of their direct channel onlinesitesand can offer differential pricingto
preferred customers. Airlinedirect channel salescouldwell offer achallengetoonlinetravel
agents, inthefuture, particularly when catering to frequent flier consumers. Thismay cause
tension between the preference and price structures allocated to indirect sales channels
(Travel Agents) and direct sales channels (their own online reservation systems), as there
isobviously moreprofitindisintermediation. Therehasbeenarecent trend of airlinemergers,
which effectively combine multiple travel routes and result in less competition on any
particular route. Airlines have significantly increased their direct sales, and in some cases
doubling these sal esbetween 2000 and 2001 (Heartland, 2001). Effectivecustomer rel ation-
ship management systemsmay now permit airlinestolock customersintousingtheir airlines,
through frequent flier programs, an element that has been missing in theindustry until now,
since most frequent fliers belong to several airline schemes.

The Challenge for E-Commerce Transactions

Individual e-commerce customers are demanding and often unforgiving. They expect
page downloadsin less than eight seconds and expect to complete the shopping processin
less than ten minutes from when they open the retailer’ s homepage. They demand conve-
nience, speed and a seamless buying experience. Nearly a quarter of online shoppers stop
usingthesiteafter afailedtransaction. Infact, failure hasaseriousimpact - ten percent never
shoponlineagain (BCG, 2000).

Thechallengefor airlines, incommonwith other businesses, will beto offer aconsi stent
customer experience across channels. Customers shopping on an airline website expect the
same level of servicethat they would get through atravel agent. Customers buying airline
tickets via a third-party website, such as Travelocity, expect the same sort of treatment,
including recognition of frequent flier privileges. Inanincreasingly connected world, online
customers expect a consistent experience via Palm devices and mobile phones. There may
well bearoleinthefuturefor e-commercewireless portals, connecting consumersto online
travel agents, direct channel salesand perhapseven allowingtheconsumer to customizetheir
own, value-added bundleof travel products. If travel agentsareproactiveintheir useof online
technologi es, they may surviveand evenremaincompetitive. However, thecorporatemarket
is more susceptible to disintermediation by the airlines, which see the development of
business-to-business markets as the most significant of their long-term strategies (IBM,
2000). Itisironicthat theindustry that originally limited direct salesto corporate customers
because the cost-overhead of dealing with individual customers could more profitably be
mediated by travel agentsis now returning to that position once again.

A consequence of e-commerce purchasing is the commoditization of products and
servicessoldviae-commercedirect distribution channel s(Kalakota& Whinston, 1996). With
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increasing information about product and service features and pricing, consumers tend to
treat direct channel products and services as interchangeable. Thisis particularly true for
online services, such as travel bookings, where the service provider is acting as an
intermediary for third-party products and services. Consumers will increasingly see both
onlineandtraditional service-providersasinterchangeabl e, astheir experienceof comparing
online pricesincreases. Thetheory isthat consumers select their service-provider based on
price. However, Gallaugher (199) arguesthat both product and servicebrandsaresignificant
inreducingtheimpact of commaoditization. Usershavedifficulty locating product and service
information on the Internet and so rely on known brands to reduce the effort in locating a
trustworthy purchase. This presentsaway for travel agentsto reduce the threat from direct
salesby airlines. However, the challenge for travel agentsisto differentiate their offering.
Somewaysof achievingthisareby buildingastrongagency brand, by identifyingalessprice-
sensitive niche target market segment (e.g. affluent senior citizens) whose needs they
anticipate better than competitors, or by reducing searchtimeand effort. Analystsat Jupiter
(2001) found that poor customer service in the travel industry disproportionately affected
consumer perceptionsof atravel agency or airlinebrand. Seventy-ninepercent of consumers
saidthey would belesslikely tobuy airlineticketsonlineasecond timefrom acompany with
which they had a poor experience and 54 percent said that the experience would adversely
affect their future off-line relationship with that company. Most consumers appear to
prioritize communication about delays and cancellations - this is a differentiated service
opportunity for the right travel agent.

Increasingly, we see onlinetravel agentsattempting to differentiatetheir servicefrom
that of their competitors. Expediapromotestheir serviceonthebasi sof apowerful information
system search capability that allows users to find more combinations on pricing and
schedulesthantheir competitors; userscan sort flightsby price, flight duration and departure
times. Travel ocity hasresponded by revamping itsinformation systemsto provideinnova-
tivesearchfacilities- for example, auser cansel ect aflight based on destinationandfare, and
then view athree-month calendar of theflight’ savailability. Thisechoesthelesson learned
from SABRE: branding is not enough to provide competitive advantage in a high-rivalry,
turbulent product-market characterized by rapidtechnol ogical change. However, most of the
online travel agents are owned by, or have very close tiesto, amajor Global Distribution
System company (GDS are global, computer reservation systems). The exception to the
dominance of a few major GDS companies is provided by Orbitz (see Appendix 1 for
ownership), whohavecreated their own GDSsoftware. GDSfeesaccounted for 4.72 percent
of anairticket’ scost, in 2000 (Kasper, 2000). Orbitz created their own softwarein response
totheir perceptionthat thereareflawsinthemajor GDSsoftwarepackagesthat eliminate” the
overwhel ming majority of itinerariesfrom consideration beforethey arecheckedfor prices’
(Kasper, 2000). Coupled withthe high concentration of themarket betweenthemajor players
(seeAppendix 1 fortheyear 2000 onlinetravel market sharefigures), themajor GDScompanies
dominatethe market and biasthe competitive offerings (K asper, 2000). Orbitz strategy isto
offeraccesstoall airfares- includingthevery small percentageof faresofferedonly by airlines
directly through their own websites (as airlines pay no GDS fees on these fares, direct-
booking faresmay besignificantly lower). Inreturnfor providing Orbitzwith all faresthat they
offer, the airline receives a significant discount on the booking fees that a carrier pays for
bookings through an online travel agent such as Travelocity or Expedia. Complaints from
competitors, accusing them of giving preferencetomajor airlines, resultedinaDOT audit of
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Orbitz that concluded that they had spurred competition in the market. However, this
innovative technology may not change the face of competition and lower prices for
consumersinthelongterm. Orbitzintroduced abookingfeefor customersin December 2001.
It isdebatable whether thisisbecause of low online sales margins (aconsequence of highly
price-sensitive customers) or an experiment on the part of the major airlinesthat own Orbitz
(see Appendix 1), to test the market’ swillingness to pay for online bookings.

It can beseen, then, that an effectiveinformation system platformisthebasisfor success
inthismarket, whether theserviceprovider isabrick and mortar travel agent, anonlineagent
or adirect-channel airline provider. Successful companies need to evolve a set of systems,
developed in response to business needs and technical opportunities. Continual evolution
aloneisnot thesuccessfactor, but continual evol utionincombinationwiththeopportunistic
exploitation of opportunities offered by the industry environment. As we saw in the
comparison of the European market with that of the USA, differencesin the structure of the
local market environment require different technical responses.

The Future of the Air Travel Industry

All isnot doom and gloom: brick and mortar travel agentsare beginning to exploit the
new technologies, to add value and information servicesto their basic service package. To
thisfactor isattributed the rise of travel agent revenuesin the USA, which rose 25 percent
in1998 (K ellendar, 1999). A report by Heartland (2001) arguesthat smaller travel agentsare
becoming increasingly uncompetitive, given squeezed margins, reducing commissionsand
cherry picking of higher-value custom by onlinetravel agentsand by airlines. The question
is, to whom is the increased business going?

In the individual consumer market, are sales going to the traditional travel agent,
hampered by ol der technol ogy inbooking flightsandtinkering at themargins?Alternatively,
are they going to the new, online travel agents, establishing radical brand images and
innovative ways of obtaining alow-cost, high-quality package?

Inthecorporatetravel market, aresalesgoingtothetraditional travel agent, whoreduce
the search timeand effort of corporatetravel buyers, but whose profit marginsare squeezed
at both ends: by corporate rebate negotiations and by airline commission reductions? Are
they goingtotheonlinetravel agents, whoseeconomiesof scal e can support radical discount
strategies? On the other hand, arethey goingto theairlines, whose direct saleschannelscan
offer dynamic bulk pricing and who have the ability to squeeze out indirect channel service
providersby limitingavailability and by employingdifferential pricing?Themajor airlinessee
corporatedirect salesastheir most strategi c market opportunity, long-term. Giventheairlines
ownership of themajor online travel agenciesand their ability to set commission levelsfor
their competitors, this strategy may well be highly successful.

ENDNOTES

Y ear 2000 onlinetravel sales market share figures, obtained from Kasper (2000).

2 Y ear 2000 GDShookings mar ket sharefigures, derived from Sabreinvestor relations
section on corporate website.

3 American turned Sabre into an independent company in March 2000.

4 Themarket sharefigure givenisthat of CheapTickets.com, another brand used by the
same company.
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5 Terra Lycos is the world' s third largest Internet portal (according to the Amadeus
corporate website).

6 Worldspan is akey strategic business partner of Expedia.com, but not owner.

7 USA NetworksInc.,aMicrosoft businesspartner, acquired Expediafrom Microsoftin
July 2001.

8 Source: Priceline.com corporatewebsite

i Rosenbluth isalarge bricks-and-mortar travel agent.
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APPENDIX 1
Owner ship of Online Travel Agents and Major GDS
OnlineAgency | Owning/Partner GDS | Part-Owners | Notes
(Market Sharé) | (Market Sharé')
Traveodity.com | Sdre (50%) American Sabre manages US
(39%) (divested)” | Airwaysreservations
systems. Yahoo.comis
dsoadraegic patner.
Trip.com (4%6") | Gdileo (24%) United, Also operates
Cendart cheaptickets.com
OneTravd.com | Amedeus (8%) Air France, | Aoquired Advantage
Iberia, Travd, alarge Texes
Lufthansa travel agency and havea
drategic partnershipwith
TerralLycos'.
Orbitz.com American, Orhitz "reengineer older
(Kasper (2000) Continentd, | techndlogies', using their
predicts 2% Ddta, own oftware, to avoid
share by 2004) United, Computer Resarvation
Northwest Sysdemfees
Expediacom | Worldspan” USA Microsoft merket Expedia
(24%) Networks through their MSN
Inc.\ network. Ticketmester isa
srategic partner.
Worldspan (18%) Northwest, | TWA merged with
Ddta TWA | American Airlinesin 2001
Pricdinecom Sraegic dliancewith Almost 20% of business
(10% OneTravd .com comes from online partner
announced in 2001 StessuchasAOL ad
Travelodity.com”™
Biztravel.com Rosenbluth™ | Discontinued operations;
Sept. 2001

Sourcesof Information: Heartland (2001), airlines' andtheir businesspartners’ corporate
websites.
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