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The Airline Industry Responds

The airline industry is facing challenges unlike those faced by any other industry in any other time.  After the tragedy of September 11, 2001, a partnership of government, business, pilots, and unions must work together to “get the world flying again.”  One demonstration of the immensity of the change is the mandate given to  Transportation Secretary Norman Mineta, the Transportation Department, and the Transportation Security Admininistration.

· Find, hire and train more than 30,000 federal employees to serve as security officers and marshalls.

· Conduct passenger and baggage screening at the nation’s airports and perform criminal background checks on 750,000 employees with access to secure areas at airports.

· Oversee a patchwork quilt of federal, state, and local agencies, and private companies that provide security at 361 seaports and along more than 130,000 miles of rail track.

This mandate was presented in the Aviation and Transportation Security Act signed by President Bush on November 19, 2001.  The law moves the responsibilities for aviation security from the Federal Aviation Administration to the Transportation Security Administration.  The law mandates that Federal government employees are to be put in charge of screening at all airports.

Casestc "Cases": Airlines

The airline industry is an important component of today’s global economy. Over 1.25 billion passengers per year rely on the world’s airlines for business and vacation travel. Approximately a quarter of the world’s manufactured exports by value are transported by air. Since the first jet airliner flew in 1949, use of commercial aviation has expanded more than 65-fold.

The industry is mature but is still changing and growing. The passenger segment of the airline industry is the largest and in 1995 accounted for over $69 billion in revenues or 73.7 percent of the industry’s total revenues. Other major segments include freight and express (9 percent), charter (3.5 percent), and mail (1.3 percent). Economically, the airline industry is an imperfect oligopoly, in which a few carriers dominate in long-haul passenger traffic, while several dozen small carriers compete for short-haul flights. The Department of Transportation classifies air carriers by the size of their revenue base. In the United States, 34 carriers have a fleet of 25 or more aircraft.

Airline industry demand is cyclical. Travel generally follows economic activity. Economic models for forecasting airline traffic are commonly based on projections for gross domestic product (GDP), disposable personal income, and consumer confidence levels. While air traffic volume reflects economic factors, the cost and convenience of alternative modes of transportation also impacts air traffic. Demand for discretionary travel, such as vacations, tends to be more price sensitive. In recent years, corporate travel budgets have also become price sensitive. Higher fares stifle air traffic demand, whereas low fares spur greater demand.

The federal government stopped regulating airlines in 1978. Since deregulation, the industry has grown significantly more concentrated. Since 1985, mergers have played a significant role in this concentration. Between 1986 and 1987, Texas Air merged with Eastern and People’s Express, Northwest Airlines with Republic Airlines, and Delta with Western. Industry consolidation has resulted from slowing traffic growth and the exhaustion of conventional cost-cutting measures. Mergers offer savings opportunities through the consolidation of administrative, distribution, and maintenance operations. Bankruptcies in the 1990s, most notably Pan American and Eastern, have also led to the consolidation of the industry. 

All major airlines with the exception of Southwest operate through hub-and-spoke networks. In this system, passengers are gathered from surrounding “spoke” cities to a central hub airport where they must transfer to the second leg of their flight. This enables densities to be built for the longer portion of the flight, better matching equipment to demand. Competitive challenges are rare once an airline is established in a hub. This has led to the stabilization of airfares and profit margins. 

Despite deregulation, the Federal Aviation Administration (FAA) still imposes safety standards on carriers. It certifies aircraft and airlines and establishes age and medical requirements for pilots. A series of tragic airplane crashes in 1996 pushed air safety to the forefront. The crash of a ValuJet airplane in the Florida Everglades in May was followed in July by the mysterious explosion and crash of TWA’s flight 800 over the Atlantic Ocean. The ValuJet crash prodded regulators to tighten their scrutiny of startup airlines and the practices of maintenance contractors. Certification of a new airline now takes twice as long as before. The number of aircraft that a new airline can operate is also limited based on the carrier’s financial and managerial resources.

The Department of Transportation (DOT) levies civil penalties against airlines that engage in fraudulent marketing practices and violate code-sharing rules. It also decides airline ownership and control issues. Internationally, the DOT plays an important role by negotiating bilateral aviation treaties with foreign nations.

Financial Analysis

Over the past three years, the growth rate in the airline industry has averaged 6.7 percent each year. In 1997, the growth rate averaged 7.1 percent per year, with an average load factor of just over 70.6 percent. Compared to other transportation industries, this rate is high, due to the fact that regional and international airlines continue to increase their service to under-served destinations. 

The airline industry includes high barriers to entry. It requires a huge capital investment, especially for purchasing aircraft but also for labor, gate fees, advertising, fuel, and so on. Nonetheless, the airline industry is easier to enter now than it was before 1978 when deregulation was passed. Flight equipment accounts for more than 62 percent of total airline assets. 

A newer trend for start-ups, as well as major carriers, is to lease planes instead of buying them. If aircraft are purchased, tax implications occur such as charges for depreciation and financing costs such as interest or preferred dividend payments. Among major airlines, depreciation averages 4.7 percent. For Southwest Airlines, depreciation increased 4.9 percent compared to an increase in the percentage of owned aircraft. 

An important measure is yield, or the revenue generated per passenger mile (RPM). Comparing the absolute yield level for different carriers is only useful if the carriers have a similar mix of flights. Another consideration is revenues from nonfare sources. Since these can account for as much as 10 percent of an airline’s total revenues, this contribution can make the difference between an operating profit and loss.

Industry revenues are strongly linked to corporate earnings and disposable income. The second and third quarters, along with holidays, have commonly been the times when demand was highest and operating conditions most favorable. From 1990 to mid-1994, the industry suffered $12 billion in losses. In the third quarter of 1995, the airline industry reported record profits of nearly $2.4 billion. Total operating revenues increased by 3.6 percent while total operating expenses increased by 3.3 percent. At the same time, passenger revenues increased by 6.2 percent along with freight and express revenues, which increased by 16.4 percent. The rate of return on investment rose by 6.8 percent. As a result of these factors, the operating profit margin increased by 3.1 percent along with net profit margin that increased by 2.9 percent.

The outlook is even more promising for the worldwide airline industry. The profits for 1995 reached a net figure of $5.2 billion dollars, based on international service revenues of $129.6 billion dollars. Net profit of 4 percent of revenue set an all-time record for the industry. International revenues for 1996 reached $140 billion dollars, resulting in a $6.0 billion net profit or 4.3 percent of revenue. With the airline industry’s new profitability, and provided that the airlines continue to focus their efforts on the balance sheets, this industry will become a very attractive investment in the next century.

The airline industry is expected to continue to grow in pace with the U.S. economy. As the outlook for corporate profits and personal income growth improves, continued profits also appear likely. Forecasters warn, however, that this industry is highly cyclical, and thus is prone to over-capacity resulting in high levels of competition.

Airline stocks are the most cyclical on Wall Street. Investors tend to bid up shares of airlines when they look weakest and substantial losses are incurred. Once profits are returned, investors move on, dumping stocks with depressed price/earnings ratios. Investors tend to favor growth airlines with wide profit margins rather than those with a strong service performance and a young fleet. The biggest rally gains in equity airlines go to the “worst” airlines because investors anticipate a bigger gain from a depressed base in that carrier’s bottom line.

Potential/Prospective for Growth

The airline industry remains one of the fastest growing sectors of the world economy. Passenger and freight traffic is expected to increase at an average annual rate of 5 percent to 6 percent between 1997 and 2010. This is significantly greater than the expected growth of global GDP. By 2005, the number of people traveling by air could exceed 2.5 billion a year. Growth in air travel will be led by the Asia market. Demand for this region is anticipated to grow by an average of 8.6 percent annually between now and 2010. 

Experts attribute the rapid rate of growth to the increasing disposable incomes of consumers and the decreasing fares being charged. Airfares today are 70 percent less after adjustment for inflation than they were in 1970. As world economic growth continues to accelerate, so should growth in the airline industry. A significant change in the structure of the industry is “open skies.” This term refers to the process of internationally deregulating air transportation services, an area of many regulations and restrictions. 

For instance, the United States and Canada signed a new bilateral air services agreement in February 1995. The deal allows for unlimited nonstop air services between two-thirds of the 100 largest U.S. cities and any major Canadian cities that previously did not have air services. This new agreement should greatly expand air traffic between the two countries, with projections for growth to 20 million passengers annually. The United States has also been negotiating “open skies” agreements with several European nations, with discussions focused on initiating new transatlantic routes, increasing flight frequency on existing routes, and lifting pricing restrictions. Some airlines are also adding transarctic routes over newly opened Russian airspace, offering substantial time savings from the U.S. to Europe.

Another area for substantial growth is the regional airline market. Largely overlooked during deregulation, this market has become a bottom line profit booster for the national airlines, feeding passengers into their hubs. During the 1970’s, the regional airline industry was made up of local commuter airlines serving local cities and connecting outlying communities to metropolitan areas. 

After deregulation, national and major airlines ended service to smaller communities, concentrating on higher yield routes. The smaller commuter airlines began to acquire larger turboprop aircraft and replace the major airlines on these low-yield routes. In the 1980s, commuter airlines grew through industry consolidation and code sharing with larger airlines. In the 1990s, they grew into large regional carriers serving numerous cities and operating turbojet aircraft. This has enabled them to service new routes previously not possible without the longer-range regional jet aircraft. 

Technological advancements have enabled code sharing, which is a major key to growth in the regional airlines. This enables them to take advantage of a single ticket source by using the ticket codes of the larger national airlines. This facilitates the coordination of schedules through a smooth transfer of passengers from one airline (regional) to another code-sharing partner (national). Code sharing has contributed to the consolidation of smaller commuter carriers into larger regional carriers. The number of regional carriers has decreased 51 to 124 carriers in 1995. The average trip length has doubled from 121 miles in 1978 to 223 miles in 1995. The number of passengers has grown from 11.3 million in 1978 to 57.2 million in 1995.

In 1995, the two largest regional airlines were Simmons Airlines, Inc., an American Eagle carrier, and ComAir, Inc., a Delta Airlines carrier. Simmons flies a fleet of 92 turboprops out of Dallas/Fort Worth and Chicago O’Hare, serving more than 50 cities with 586 flights per day and carrying 4.98 million passengers. ComAir flies out of Cincinnati and Orlando, serving 79 cities with 680 flights per day.

Competitive Structure

Ten major airlines (airlines with annual revenues over $1 billion) currently account for more than 75 percent of all operating revenue and 90 percent of passenger revenue. The other 10 percent are made up of more than 100 airlines. The market share of other airlines has been increasing at the expense of the major ones.

The competitiveness in the airline industry was enhanced by the deregulation in 1978. Deregulation allowed airlines to fly wherever they wished. It also allowed new small airlines to compete with the existing major airlines. Some small airlines, such as Southwest, have done well with point-to-point, short-haul, and high-frequency operations.

Airlines do not sell a tangible product but simply supply transportation. Aside from offering certain frills, the service airlines provide is basically undifferentiated. Some of these frills include more legroom, better food, newer movies, telephone service, and most recently, hookups for fax and online communication. Frequent flier programs and rewards are also used to set apart airlines from their competitors.

Airlines use frequent-flyer programs to build brand loyalty and distinguish themselves from the competition. Frequent flyer programs have been developed in an attempt to gain customer loyalty and promote repeat business. Frequent flyers represent only 8 percent of the total number of passengers, but the miles they fly equal 45 percent of all miles flown. Satisfying these passengers can be key to an airline’s success.

 Passenger pricing is directly available to consumers and competitors, particularly due to consumer access to fares on the Internet. In sum, the airline industry is highly competitive. Airlines compete with each other on both service and price. For business travelers, the frequency of flights and the time of day is critical. Schedule reliability also influences airline selection. Smaller airlines unable to obtain gate space during peak travel times are unable to attract business travelers. Besides competing with each other, airlines compete with a variety of transportation modes, including automobiles, railroads, and buses.

Role of Research and Development

Safety is an area the airline industry is always seeking to improve. The weakest link in air safety has been the human factor. Airlines continually seek advances in technology and training to help diminish this problem. In developing new, more reliable systems for aircraft and more advanced simulators for pilot training, the airlines can help the pilots identify and avoid problems before they become irreversible. 

Airport capacity is another crucial issue facing the industry. It’s usually cheaper to expand existing airports rather than to build new ones; thus it is crucial to squeeze more capacity out of existing airports. The FAA is responsible for making decisions regarding flight paths and determines when an airport is overcrowded. With the development of the Global Positioning System (GPS), a new system called free flight may reduce congestion and save time, energy, and the need for new airports.

Technological Investment and Analysis

Technology presents tremendous potential to cut costs and simplify the process of air travel. The airline industry has improved its operating efficiency by applying new information and communication technologies. Staffing levels can be cut because computers, modems, and ATM-like machines allow for fast and efficient communication and ticket distribution. 

In 1995, airlines established home pages on the World Wide Web. These sites display information about schedules and fleets, contain financial and promotional material, give listings of in-flight movie offerings, and let travelers check the status of their frequent flyer accounts. Since 1996, because of ticketless travel, ticket purchases can be made on the Web. Once the reservation is paid for, passengers can board the airline by showing a valid driver’s license. This eliminates the security surrounding ticketing stock as well as the accounting procedures required to track the used tickets. 

In 1997, 2 percent of air travel was made through Internet bookings. As travelers use the Internet to obtain frequently sought information, airlines are cutting customer service operators. The Internet makes airfares publicly available and comparable on the World Wide Web. This enables consumers to compare and shop prices. 

Airlines are using technology to reduce operating costs. Early in 1995, for example, the airline industry realized the partial elimination of the traditional paper ticket. The “electronic ticket” was its replacement. It brings significant savings to airlines in ticket distribution costs. By the end of 1998, almost 40 percent of travel was booked on electronic tickets. 

The Airline Smart Card is another new product. It will provide frequent travelers with the ability to quickly identify themselves, board a flight, obtain a ticket, and pay for other products and services. It will also save airlines in ticket distribution costs, allow more passengers the use of self-service facilities, and provide better means of identification

It is predicted that most airline Smart Cards will eventually be co-branded cards. This means that they will be issued by banks or credit card companies and will also contain airline industry applications. The cards will have the capability to allow up to 10 airline applications. Space will also be allowed for immigration data for some governments. 

All majors, with the exception of Southwest Airlines, are part of an intricate computer system that allows travel agents to book flights for customers. The nation’s 30,000 travel agents sell 85 percent of the tickets. Major airlines are able to offer a high concentration and variety of flights along with the availability that makes it easier for agents to schedule. In addition, major airlines are able to offer more incentives to travel agents who sell the airlines seats. Earlier in 1995, most major airlines imposed a $50 cap on all seats over $500 sold by agents.

Many airlines form alliances through code sharing. Code sharing allows airlines with a market presence in one region to extend their services to those in another. This allows cost cutting through shared counters, gate space, noncompetitive computer software, and bulk purchases.

Recommendation for the Future

For airlines to survive in this highly competitive industry, they need to strive to become as cost efficient as possible. Only with low costs can airlines compete with low fares. The use of technology can be used to cut costs and provide convenience as shown with the use of electronic tickets and smart cards. 

In order to gain a competitive advantage in the industry, airlines should seek to gain access to emerging markets in Asia, such as China. As these Asian countries become more involved in the global marketplace, their rate of economic growth will rise, which will lead to a greater demand for air travel. For an airline that is able to capture this market, the returns will be considerable. 

A method that could be utilized to capture this market is the Smart Card. If an airline introduces the card from the start, other airline’s procedures would seem tedious in comparison. Consumers would not want to switch from using the Smart Card due to the costs and inconvenience. Thus, the new market would be captured, at least, for a limited time. 

American Airlines

History and Introduction

In early 1977, hearings were held in Washington regarding airline deregulation. The hearings proceeded without event for much of the day. Phil Bakes, the legal counsel for Senator Ted Kennedy, remembers sitting in the hushed hearing room as a panel of airline witnesses finished testifying. As he glanced up from his seat, he noticed an unfamiliar, tough looking man coming right at him. “You academic pinhead!” the man shouted, “You don’t know anything. You can’t deregulate this industry, you’re going to wreck it. You don’t know a thing!” 

And so it was that this distinguished legal mind and other spectators got their first public introduction to Robert Crandall, Vice President and future President and CEO of American Airlines.

While Crandall lost this initial fight over airline deregulation, from that day on the rest of the airline industry knew he was a force to be reckoned with. Almost twenty years later, Crandall once again thrust himself into the spotlight, but this time with visions to change the airline industry forever.

In the spring of 1996, Crandall announced that American Airlines and British Airways were pursuing an alliance. In a sense, it could be classified as an operational merger in that they would cooperate on pricing, sales, and marketing, and share revenues; yet they would retain separate entities. The rest of the industry immediately protested in fury, claiming this would cause monopoly-like conditions and shut almost everyone out of the U.S.-European gateways. Yet, Crandall, with his slicked-back hair and tireless spirit, decided he would take on government, his competitors, industry nay-sayers, and all others, to push through the merger.

As a leader in the development of the airline reservation systems, American Airlines was one of the first to take advantage of the Internet for booking flights. Access to the AA database provides consumers with more information and control.

Technological Investment and Analysis

The first move American Airlines Decision Technologies (AADT) Group made was to closely align itself with the SABRE Technologies group, to apply the expertise of the people already on that staff. As this newly defined group began to take shape, they realized their first hurdle would be to create the appropriate core modules in relational databases, and make sure the standalone systems could interact with the core. They settled on four core modules, which they felt would cover a larger percentage of the areas addressed by the decision support tools.

1. Aircraft Records - As John Simmons, a director of the group explained, “it keeps track of hours, cycles, components, the airframe, the engines, and tells you exactly where you stand, whether a part is attached to an aircraft, or in a shop or a warehouse.” 

2. Materials - This module encompasses inventory, purchasing, warehousing, warranty tracking and related activities.

3. Training Module - This system tracks mechanic and inspector licenses, as well as recurrent training requirements. The module provides a clear history of all personnel records.

4. Production Control - This module develops the package for a specific aircraft’s base visit and then transfers the package electronically to mechanics anywhere in the world.

These modules were put into place in 1992 for American’s own fleet. Sabre technologies built an interface that tied the module into mainframe applications as inventory control, flight scheduling, and financial analysis. Johnson explained the power of the tools when they are programmed to work as one:

A mechanic can look up a part number at a terminal on the floor

of the hangar and order the part; the front end interfaces with the 

mainframe to order the part, get it delivered to him, document the 

cost, assign the cost to the specific airplane he’s working on, and 

change the decrement inventory. The inventory system then 

automatically reorders, to maintain current inventory levels. 

Equally impressive are the labor reports, which allow a mechanic to log onto and off of a work card and indicate which piece of work is in process. This provides a real-time status of hours, materials, and labor for any ongoing project. The history database enables a mechanic to examine 20 to 30 airplanes and predict with a very large degree of certainty the exact parts that are going to be needed. This means that airlines do not have to stock everything needed for an airplane, which has a major impact on the levels of inventory that need to be maintained.

These technological strides keep American Airlines ahead of all the competitors. British Airways (BA) could not help but notice that the technologies that American was developing were those that directly addressed the main problems BA was facing. Areas like efficiency, usage, and maintenance were presenting serious problems for BA, while American was transforming itself into a technologically driven engine. If BA wanted to buy the technologies, not only would they have to make a major outlay of cash, but they would actually be supporting one of their competitors. This was due to the fact that BA would need to pay American personnel as consultants to get the systems running.

American has begun to develop technologies that would further implement the AA/BA concept of seamless travel through the alliance. Perhaps the program that promises the most obvious and appreciated results is American’s newly developed AAccess electronic ticketing. Most of the major airlines went to the option of electronic ticketing in 1997. This means that the consumer does not need a hard copy or paper ticket but just has to check in at the gate with a picture ID to claim their boarding pass. American believes the AAccess program will take this concept to a new level, allowing a traveler to go from their home computer to an airplane seat without any intervening stops inside the terminal.

The Aaccess system combines online reservation and electronic ticketing with gate readers that allow e-ticketed passengers not checking bags to board their aircraft at 21 U.S. airports merely by inserting any credit card to identify themselves. This distinguishes the system as the only one that does not require the traveler to stop at a ticket or gate counter. American has begun testing airport kiosks that will be called AAccess self-service devices. At selected test airports, passengers will be able to change their seats, check their AAdvantage mileage, or make their own upgrades. These innovations make American more attractive as a potential partner with British Airways.

Technological Innovations

Telecommunications

American Airlines has leveraged Web technologies to reduce call center volume, sell vacant seats, and expand its affinity marketing programs. At the same time, the company is deploying intranet tools to knit together its distributed enterprise, which at any given time can have personnel spread across 115 different cities worldwide.

“What we’ve done is put the primary burden for developing the Internet strategy on the department heads,” says Scott Nason, American’s Vice-President of Information Technology. “If you are running the operations department, it is your and your manager’s job to figure out how to run your department better.”

By pushing business managers to take responsibility, American has come up with solutions to difficult problems. An ever-increasing appetite for call center ticketing support has been satisfied through Internet electronic commerce. Dead inventory is being reduced through discount sales at its NetSavers site. 

“The number of people buying online is still small, but there will be ongoing cost implications and broader marketing implications for the distribution of product from here on,” said John Samuel, American's managing director of interactive marketing.

Data

American Airline’s Revenue Accounting Data Access Resource (RADAR) started as a departmental data mart for use by 40 accountants in March 1997. It is now accessed by more than 100 users in diverse departments such as marketing and security. The data mart took about nine months to build.

RADAR consists of a Sybase IQ 11.5 running on a Sun Enterprise 5000 12-way server, which pulls data from a mainframe ticketing system that each year issues more than 125 million pieces of travel-related documents. The front end is IQ/Objects from IQ Software, which translates GUI-driven commands into valid SQL for custom, ad hoc queries.

RADAR development required several months of raking through data, looking for corrupted index. The finished data mart has 20 tables and completes the average query in seven minutes, with about 40 percent of queries being done in less than four minutes. The return on investment has exceeded expectation. During its first week RADAR saved $60,000 by spotting improper ticketing procedures. American Airlines says that the $400,000 project has paid for itself many times in straight cost savings.

Recommendation for the Future

In the fourth quarter of 1995, American placed sixth among all companies in World Wide Web advertising. The important thing is not just that American is reaching people on the Web, but that they are providing a service that the consumer wants. One example of this is easySABRE, American’s consumer-oriented version of the reservation system that had previously been available only to travel agents. Consumers can now access this service online. In 1995 alone, American sold 1.6 million tickets through this medium. In addition, millions have signed up for NetSAAvers on the American Airlines Web site. Through this service, consumers are alerted to specials once a week via e-mail, helping to fill seats that would have otherwise remained empty. Also, by selling tickets directly to the consumer, American keeps the percentage that would otherwise go to a travel agent.

Questions

1. What is the strategic, future direction of the corporation/organization and what forces are driving this direction?

2. Upon what technologies has American Airlines relied?

3. What caused a change in the use of technology at American Airlines?

4. How successful has the technological change been?

5. What does the corporation’s Web page present about its business directives?

6. How important is data to the corporation’s continued success?

7. How will the capture and maintenance of customer data impact American Airlines’ future?
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Southwest Airlines

Look! Up in the sky! It’s a bird. It’s a plane. It’s … Shamu? Sound crazy? If you have ever flown on Southwest Airlines, nothing seems more natural than munching peanuts inside a black-and-white painted killer whale. There’s more: Imagine sitting in an aisle seat. Just as you lay your head back, a bunny-suited flight attendant pops out of the overhead bin and yells, “Surprise!” Or at the end of a trip, your flight attendant requests: “Please pass all the plastic cups to the center aisle so we can wash them and use them for the next group of passengers.” These are examples of the unconventionality that characterizes Southwest Airlines. The unconventional approach carries over to the operations as well—making Southwest one of the most profitable airlines.

Technological Story

While most airlines rely on independent travel agents to write up a great majority of their tickets, Southwest has steadfastly refused to connect with the computer reservation system that the agents use. Agents who wish to book a Southwest flight have to pick up the phone like anyone else or go to the Southwest home page. Many try to persuade customers to pick another carrier or to make the call themselves. The result is that nearly half of all Southwest tickets are sold directly to passengers, with an annual savings to the airline of about $30 million. The percentage of Southwest tickets sold by agents is in the “mid-40s,” which is far below the industry average. 

Southwest Airlines, which only participates in the Sabre CRS, offers electronic booking options to agencies with more features than the Web site. Southwest’s Direct Access software product, which enables non-Sabre agents to dial into the airline’s computer system, gives an agent more information and allows cancellations. 

In 1996, Southwest Airlines became one of the first airlines on the Internet, offering “26 different types of information” from its own site, the Southwest Airlines Home Gate. The ultimate goal for the carrier was to add a booking capability so passengers could make ticketless reservations from their home personal computers. Southwest’s strong customer orientation led them to invest in this customer-focused technology.

Once it added the option of bookings at the Web site, the company expected it to build gradually. The company advertised for the service, both online and in other media. So far it has proven to be very successful. As with other Web booking systems, Southwest’s site accepts only bookings from a browser that can encrypt data.

Technological Investment and Analysis

In 1994, in a move that significantly improved the productivity of business travelers, Southwest Airlines and McCaw Cellular’s Claircom Communications unveiled the world’s first broadly available air-to-ground commercial fax and data service through the AirOne Communications Network. Prior to this, the wealth of data services accessible by computer on the ground were not available to the air traveler. Through the same AirOne system that delivers clear and reliable telephone calls from a plane, passengers can attach to electronic networks to get the latest news, weather, sports, and travel information or even play video games. 

The AirOne system, installed throughout the Southwest fleet, provides high quality, digital air-to-ground service using AT&T’s Long Distance Service. Passengers on all Southwest’s planes can access electronic mail networks and information networks such as Compuserve, Prodigy, and Dow Jones. The AirOne System offers the most comprehensive fax and data services in the market. It can be used to send and retrieve faxes, data and electronic mail through conventional laptop computers, portable fax machines, and personal data assistants such as the Palm Pilot. 

In the above example, Southwest Airlines demonstrated that they recognized ahead of time the significant demand for this type of service because of the increased productivity and accessibility it provided to the business traveler. By providing this type of service, the airline has attracted the businessperson who does not pay out of his or her own pocket, and as a result, does not choose an airline based exclusively on low fares. This person was not exactly the company’s target market before. Southwest was the first airline in the world to make this type of communication technology broadly available to its customers. This service is consistent with Southwest’s history of providing POS (Positively Outrageous Service.) 

Previously, the airline had a vision that there would be a demand for ticketless travel. Their strong customer orientation, once again, led them to invest in something that would benefit the company as well. Electronic tickets provide a significant reduction of cost compared to printing, mailing, and processing paper tickets. Even more savings are generated from avoiding commissions. Before the introduction of electronic booking, approximately 40 percent of the airline’s tickets were sold by agents. This is well below the industry average of 80 percent. Now that number is even smaller. 

Southwest used Object Design, Inc.’s ObjectStore, an object database management system software to help build a ticketless reservation system into its Home Gate corporate Web site. The company was looking for a system that would make the online booking process easy to use, responsive, and quick to build. Object technology was quickly chosen and ObjectStore was selected after an exhaustive search, mainly due to the product’s virtual memory mapping technology and the company’s reputation. Southwest Airlines’ 10 GB database stores passenger, fare, confirmation, and schedule data. 

Home Gate is easy to use. Customers simply click on the departing location, their destination, travel date, and approximate departure time. Home Gate looks up the fare and schedule information and returns relevant information. The customer can then make a reservation, type in his or her credit card number, and purchase the ticket. The system provides a confirmation number. The passenger simply shows a driver’s license at the gate to obtain a boarding pass. The purchasing process is secured through encryption technology. The ObjectStore database is designed specifically for building Internet and Intranet applications. In the expanding Web environment, the product supports rapid development of applications, including those that call for extended data types such as image, free text, video, audio, HTML, and Java software objects.


Southwest’s newest investment is shifting from Sabre Group’s SAAS-hosted TPF reservation system to an in-house system developed in partnership with Hewlett-Packard. The system being developed is a hybrid of mainframe and client/server technology that combines a central inventory database with local schedules and fares databases using a proprietary operating system. 

Technological Innovations: Network

Southwest migrated from a legacy multiprotocol network to a routed TCP/IP network in 1998. While the frame relay WAN is currently in its infancy phase and handles primarily operational traffic, it is eventually slated to handle passenger reservations and updates. The WAN currently transports traffic from operational applications such as e-mail, accounting, and procurement and links the check-in terminals at 51 airports, nine reservations hubs, Southwest’s headquarters, and 20 additional locations.

Questions

1. What is the strategic direction of Southwest Airlines?

2. What is causing a change in the use of technology at Southwest Airlines?

3. What does the corporation say about its financial ability to embark on a major technological program of advancement?

4. What does the corporation’s Web page present about its business directives?

5. How will technology impact the industry?

6. What role does data play in the future of Southwest Airlines?
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United Airlines

James Goodwin, chairman and CEO of United Airlines, wrote a letter to his employees in October.  When the letter reached its intended audience far beyond United employees, it caused such an uproar that Goodwin was forced to resign. 
Goodwin asserted that the situation was dire and the airline was in deep trouble.  Extraordinary cuts were needed or the airline would go bankrupt within a year.  Employee costs were the largest component of the budget, the largest fixed costs, and potentially the easiest to cut substantially

Those who knew Goodwin were not surprised.  He had not not shied away from dramatic statements in the past.  On the other hand, most market participants and commentators expressed some degree of shock.  Some felt that the US government's allocation of $15 billion of financial aid for the airline industry would prevent these dire consequences.   

The cynics said Goodwin was trying to relieve the pressure caused by the large settlement with the pilots in 2000.  Others said it was a legitimate bid for the survival of the airline. 

United Airlines balance sheet is one of the highest leveraged in the industry. The consequences of this leverage would be exacerbated as airline passengers and high-yield international and business class traffic would stay away from flying. If the costs were not brought down in some way and revenues did not recover, then servicing the outstanding debt would be difficult.
 

Major Airlines


Annual revenues exceed $1 billion


American, United, Delta, Northwest, Southwest, and U.S. Airlines


Each has fleets of 300 or more aircraft


National Airlines


Annual revenues are between $100 million and $1 billion


More regional in focus with smaller seating capacities


Regional Airlines


Annual revenues are less than $100 million


Computer lines and startup carriers











City�
Code�
Departures/Day�
�
Dallas/Fort Worth�
(DFW)�
370�
�
Los Angeles�
(LAX)�
342�
�
Cincinnati�
(CVG)�
255�
�
Leading regional airports in 1995.
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� How low and how long?
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