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American Airlines Sabre

In their efforts to be competitive for the business and pleasure traveler, airlines have placed increasing demands on their reservation systems. The requirement for instantaneous response is a given. However, travelers are intensifying their demand for preassignment to their seats, preissued boarding passes, and more varieties of in-flight menus and movies.

Today travelers even want “one-stop” reservations for all their needs. Hotels and rental car agencies have linked themselves to the reservation systems to enable travelers to complete all of their travel arrangements at one location and through one computer system. Frequent-flyer and hotel programs are similarly linked together. Joint arrangements encourage travelers to stay at participating hotels after flying on a particular airline. When they do so, bonus points are given in award programs that involve linked fly/stay weekends.

To meet these increasingly sophisticated reservation demands, American Airlines developed the Sabre system. This strategic business tool is an advanced database system that provides instantaneous reservation service to travel agents across the country. Specific pricing categories can be introduced, complicated connections planned, and seats reserved all in one action. By enlisting a large number of travel and ticket agencies, American Airlines can use its information system to insure that its seats and flights are filled first.

Ticket agents are more likely to book flights that are listed first. At one time, Sabre always listed American’s flights first, increasing the likelihood that the reservations would be made on American instead of competing airlines.

The strength of the Sabre system is its ability to link a number of smaller databases instantaneously. Currently, American is involved in an extensive development program that will further improve this ability. American is experimenting with image processing, expert systems, cooperative processing, local area networks, and a corporatewide office automation network. These new techniques will further improve Sabre’s ability to book the entire itinerary for a trip through one reservation system.

Casestc \l1 "Cases: Travel Industry

The travel and tourism industry has been devastated by the terrorist attacks of September 11, 2001, and the fear that these attacks instilled.  The winter of 2001-2002 saw drastic declines in travel and the related industries of hotels and motels, conventions, and restaurants.  

The World Tourism Council projected that the terrorist attacks on the United States would result in a downward forecast of U.S. economic growth by ½ percent.  The impact of the attacks on the confidence in the economy may have increased the risk of a recession to 35% compared to 20% before the attacks
. 

The travel and tourism industry continues to face rapid change.  This is due both to social factors that increase the demand for travel and to technological advances that make travel possible and less expensive. The swelling of the middle class in developing countries, years of prosperity in the United States, and lower prices had dramatically increased the ease and extent of travel domestically and worldwide.   

While it is difficult to determine the economic impact of tourism, the World Travel and Tourism Council, an industry lobby group, placed it at $3.6 trillion in 1996. This was about 10 percent of the world’s gross product.  Falls in tourism arrivals between September 11 and November 20 were 10 percent in Singapore and 21 percent in Chinese Taipei.

Especially hot growth segments include package tours and cruises. Average tourist spending is expected to grow by 8 percent annually for the next five years, according to The Economist. This has led to demands from groups such as the World Travel and Tourism Council and local and national governments to spend money on improving infrastructures, which will support tourism. Some countries, such as Canada, have responded by increasing their spending on tourism dramatically.

With this fast growth, the hotel business has matured. Hotels, once mostly independent businesses, are quickly joining chains. They are, in effect, being branded. Information technology, such as the Internet and electronic ticketing, is also changing tourism by changing the way tourism is being sold. Nothing has made the globalization of travel and tourism grow faster than cheap airline tickets, however. Technology has made the biggest impact in that area. It was less than 30 years ago that Pan Am flew the first 747 from New York to London.

Even with all these factors and trends, however, there are great risks. Hotels and airplanes are still big investments that can prove to be expensive failures. Also, the tourism part of travel (as opposed to business travel, a small but very profitable segment of the travel and hospitality industry) is basically a luxury. This means that a recession, especially if it affects a large area such as the one that began in Asia in 1998, can be devastating to the travel industry. 

Surprisingly, the recession in the industrialized countries in the early 1990s only slowed down the growth of tourism but did not stop it. Tourism is also highly sensitive to external shocks. Caribbean islands are a paradise one day, but a hurricane can turn away tourists very quickly. Another example is the attacks suffered by European tourists in Miami in 1992. This hindered European visitors to South Florida for a few years. 

One way to combat external dangers and to address the issue of depleting or destroying natural attractions is to create the tour environment from scratch. Theme parks are such places. These destinations are custom-built to entertain and delight visitors. As technology advances and popular destinations become more and more crowded, these artificial worlds may grow in their market share.

Stock/Investment Outlook

The outlook for companies in the travel and tourism industry is good. Certain companies positioned to take advantage of current trends in the travel and tourism industry will be star performers. 

As far as airlines are concerned, those that look to be the best investment are those forming code-sharing alliances, which allow them to book travel on their partner’s routes. This allows airlines to cover more territories by banding together. Thus, American Airlines’ partnership with British Airways and other airlines seems to bode well for them; just like United Airlines’ partnership with a handful of international airlines seems like a smart move.

Mergers and acquisitions in the hotel industry are frequent. Branding helps hotels smooth out demand. The recent spate of hotel mergers (especially outside the U.S., where hotels are less likely to be part of a chain) is mostly a result of overbuilding of hotels during the 1980s and technological improvements making economies of scale more significant.

Cruise ship companies are also good investments, in light of their increasing popularity. Carnival Cruise Lines and Royal Caribbean, the two largest cruise companies, are both expanding and building larger ships to accommodate and take advantage of this boom in cruising.

Economic Impact

The September 11 crisis forced airlines to rely even more heavily on their information systems.  Right after the attacks, Southwest airlines executives spent the weekend analyzing data in the airline's scheduling and logistics systems to determine where pilots, crew, and aircraft had ended up after the mandatory grounding.  Then they repositioned the crews and planes as new flight trends emerged. "We had to make quick decisions, and we were able to do that," says Anne Murray, Southwest's senior director of interactive marketing. "It's a good feeling to know that you can move quickly when you have to."
 

Throughout the crisis, airlines had to get the most value out of their 

 the most value possible out of their IT systems-and some might say it's about time. "We're living on our systems and our people right now," said Larry Kellner, president of Continental Airlines Inc., which spends about $180 million a year on IT.
  As consumers postponed flights and businesses restricted travel, airlines' IT staffs were enhancing scheduling and revenue-management systems to help their companies control costs and maximize revenue. Airlines also are accelerating planned IT projects, such as E-marketing, Web-site, and customer service initiatives, to keep profitable customers happy and recruit new ones. 

The outlook still remains uncertain for a troubled industry struggling to recover from the fallout from September's terrorist attacks. The nine largest airlines in the United States collectively reported net losses of $2.43 billion for the third quarter and operating losses of $3.65 billion.  Before September 1, industry analysts were forecasting that U.S. airlines would have about $2 billion in losses this year; now the prediction for losses for the fourth quarter alone will be $3 billion to $4 billion. 

Airplane manufacturing is also being impacted.  Boeing Co. planned to deliver as many as 520 new aircraft next year; that number has dropped to the low 400s. Southwest Airlines said it filled only 63.7% of its seats in October, compared with 70% in October 2000. Northwest Airlines load factor fell to 66.3% from 75.2%, and United Airlines' was down 7.7% to 63.4%.  The 2000 figures are based on more flights. 

United Airlines reported the worst results in its history in November, 2001, with $542 million in net losses-after taking in half of the government's $5 billion bailout for the third quarter.  Air Canada announced it may sell its 121 aircraft regional division to help erase some of its $6.3 billion debt. And America West was losing about losing about $2 million a day. 

As airlines were forced to reevaluate and change flights, logistics and scheduling systems were called upon to help them make decisions.  Previously, Alaska Airlines had developed four flight schedules a year. In the days after September 11, it was forced to change its flight schedule two to three times a day. The airline, which spends less than $40 million annually on information technology, evaluated the frequency of flights and departure times at every airport. "It's something that usually took days, and we had to do it [more quickly], then balance all of that with costs," according to Robert Reeder, CIO
.

The airline also had to consider new security concerns when optimizing routes.  Since passengers must now be at the airport at least two hours before a flight and a three-hour car trip can cover the same distance as a 45-minute flight, the willingness of passengers to fly might change.  "We had a lot of smart people trying to sort out the best alternatives measured against a whole array of constraints."
  Since more people needed access to the data to analyze it, Reeder's developed web interfaces to give the executives access to the company's Flight Times database.  This pulled data from Alaska Airlines' Sabre reservations system, proprietary scheduling, and tactical operations applications. Meanwhile, scheduling personnel were given access to the company's Web-hosted crew scheduling software. 

Continental Airlines already had Web interfaces in place that enabled operations personnel and the executive team see flight schedules, staffing, pilot qualifications, and more.  After September 11, the airline relied on three applications originally developed to deal with the closing of a single airport.  Operations Solver, helps operations personnel reschedule flights when airports close; Manpower Solver, helps pilots reschedule flights; and Crew Solver, handles the flight crews. 

Following the attacks, CIO and senior Vice President Janet Wejman directed programmers to modify the applications to handle all airports simultaneously.  This enabled schedulers to tell Operations Solver which aircraft are needed at what airports and when, enabling the application to map out a schedule. Manpower and Crew Solver match personnel to the new schedules.  According to Wejman, "We saved several million dollars by being able to reschedule the airline so quickly after Sept. 11.”

As schedules change, airlines are increasingly relying on revenue-management systems to analyze timetables, capacity, and passenger demand to determine ticket prices that maximize revenue. In boom times, if certain flights lost money, profitable flights could make up the difference. Now, every dollar on every flight must count.  Revenue and yield management software has become increasingly important for the airline industry.  For many airlines, they are the lifeline that determines whether they stay in business.  Before September 11, air traffic was predictable, and airlines typically stored three years' worth of data to project future business. The attacks have made it all but impossible to estimate how many ticketed passengers will show up. "Yield management basically went out the window," Reeder said
.  In the weeks after the attacks, revenue-management analysts adjusted the predictive models on the basis that customers who bought tickets after Sept. 11 would fly; those who purchased tickets before September 11 would be less likely. That let airlines sell more tickets without the fear of overbooking, Teradata's Pearce says. 

At Frontier Airlines Inc., the terrorist attacks hurt demand for flights in and out of Boston, New York, and Washington worse than those in the western United States. Frontier adjusted its system in the East to use different models to predict demand and no-shows for each flight.  “This isn't an exact science," said David Minnelli, director of pricing and revenue management for the Denver-based airline
. Reeder says. Like 35 other airlines, Alaska Airlines uses Sabre's AirMax revenue-management system, which combines data on fares that all airlines offer with a particular flight schedule to calculate ticket prices. After September 11, Sabre reprogrammed the system to reflect fluctuating demand and the fact that business travel has rebounded faster than leisure travel.

Potential/Prospects for Growth

Making an adjustment for the terrorist attacks, the next few years were supposed to be good ones for the travel and tourism industry.  Depending on the market segment, the potential for growth ranges from moderate to high. The growth in the cruise ship segment looks to be very good, assuming companies can keep in mind why many people choose cruises: they are relatively inexpensive, all inclusive,  (usually everything except liquor and gambling is included), and they provide a relaxing atmosphere with entertainment. Cruise ship operations are also more predictable than hotel operations, with generally higher occupancy rates, a captive audience and more predictable costs. This bodes well for both the major cruise lines and smaller cruise lines that offer good alternatives.

The growth in the airline industry looks moderate. While airline travel is increasing and is expected to continue increasing, the market is saturated and mature in some areas (such as flying within the United States). Increased security regulations, newly formed alliances, deregulation abroad, and more foreign governments freeing up their airspace mean changes, challenges, and opportunities. Airlines that form alliances with international airlines seem to be the ones with the most to gain. The American-British Airways alliance is an example. 

Hotels are also projected to be on a growth curve.  Those hotels that are not part of major chains will need to identify special niches to do well in an era of branding, buyouts, mergers, and consolidation. There are, however, many aspects an independent hotel or small hotel chain can offer that would attract travelers, particularly if they market toward specific market segments.   

Competitive Structure

For different reasons, most of the tourism and travel industry used to be fragmented. The airline industry was fragmented due to government regulations, the difficulty of growing in a less advanced technological age, and less powerful planes. The hotel industry was fragmented due to difficulties operating geographically dispersed properties in an efficient and consistent way. The cruise industry was first injured by the long-haul passenger jet, which all but replaced the cruises to Europe a few decades ago. However, once shorter-term and more affordable cruises were offered to the Caribbean from South Florida, the industry revived.

Currently, as the entire industry grows and matures, the competitive structure is moving toward an imperfect oligopoly. There will be a few major players in each segment of the travel and tourism industry, while there will be large number of small players fighting for the rest of the pie. The major players will offer competitive prices for their services, while the smaller players will offer a slightly different angle. This process can be slower in segments where government intervention is a significant factor, such as international flights.

Role of Research and Development

Research and development is an important component of this industry. R&D affects some segments more than others. Research and development has led to the realization by airlines, for example, that business travelers are less price sensitive than leisure travels. Hence, airlines have devised elaborate pricing strategies for available seats. R&D has led to technological advances like the jet airplane, hotel and airline reservation systems, jumbo cruise ships, and multiple kinds of rides in theme parks.

Research and development of a concept has allowed Las Vegas to develop from a place where only gamblers went, to a vacation mecca for the whole family. Developers in Las Vegas realized that the popularity of theme parks such as Disney World was not something that appealed only to children. By making each hotel almost its own theme park for adults, and placing all the hotels near each other, Las Vegas has been able to attract thousands of visitors to its city.

Airlines have used research to develop things such as frequent flyer programs to create loyalty, low weekend getaway fares to sell tickets on poorly sold routes, Saturday night requirements to differentiate passengers, and more fuel efficient, longer lasting, bigger, and safer planes. 

By branding themselves, hotels can give a customer a familiar setting and a perception of quality, no matter where in the world the traveler is. Even the same hotel chain sometimes has different offerings, or sub-brands. Each one is targeted and positioned to appeal to a different type of traveler; for example, a person that is looking only for the bare necessities and is very price sensitive, to the extended-stay business traveler that may be on a multimonth assignment outside his or her home town. Another hotel innovation is the time-share business, which has slowly gained ground in acceptance. 

Technological Investment and Analysis

Without technological advancement, the travel and tourism industry would still be mostly for the rich. The driving force behind industry growth has been the refinement of the jet airplane. Before the jet airplane, most vacations were either close to home or they required one of two things most people did not have or were not willing to part with: a lot of money or a lot of time. The jet airplane allowed prices to come down for flying, making faraway destinations more affordable for middle-class consumers. The newest revolution in technology with regard to tourism is the Internet.

Information technology is changing the way tourism is being sold. Travel agents find cheap tickets and package tours on their computer screens through one of the two major airline and tour reservation systems: Sabre or Galileo. Sabre is currently trying to expand beyond their core users of travel agents and have set up their own Web site for retail customers: http://www.travelocity.com. Galileo, meanwhile, has taken a different approach, concentrating on serving their main set of users: the travel agents that book most of the travel in this country. Now, with the Internet, customers can make their own searches and purchases directly through the computer, not only through Travelocity, but with a myriad of online travel agents as well. Sophisticated computer reservation systems help hotels track their customers’ spending and preferences over time, giving the company a better idea of the lifetime value of the customer to that hotel chain.

The airlines use a yield management formula to differentiate ticket prices for the same flight, thereby yielding what they hope will be the greatest amount of revenue per each flight. Without computers, calculating this in an efficient manner on a nationwide level would be impossible. 

Theme parks are another development that would be impossible without the application of technology. These wonderlands of artificial reality are created solely for entertainment and leisure. Customers come back more than once, because the attractions change. Technology is used to find more and different ways to entertain and delight crowds. Technological developments will be one of the main avenues for developing new sources of revenues and profits.

Recommendation for the Future

Companies in the travel and tourism industry must look at current trends while keeping one eye on the future to remain competitive. When the industry was highly fragmented, complete information was harder to come by for travelers, sheltering many businesses from competition. Those days are gone. The technology is available now to take advantage of location, services, convenience, and value. An unaffiliated business with no apparent advantage is best served affiliating themselves with a chain. For example, a nondescript hotel in North Miami Beach, in an area where hotel rooms are plentiful and many new ones are being built, will have difficulty thriving in the future. Even if the hotel does not become part of a chain, the least it might do would be to develop a Web page, list itself in as many search engines and web directories as possible, and advertise in nontraditional (as well as traditional) channels where there is less competition.

The Sabre Group 

There is an underground complex of reinforced concrete surrounded by cement walls four-foot thick. It is fireproof, earthquake-proof, flood-proof, and blackout-proof. The roof is made up of three-and-a-half feet of reinforced concrete covered by five feet of hard packed dirt. The facility can withstand tornadoes and can operate for up to three days without outside electricity or water. 

Such a place exists in Tulsa, Oklahoma, and it is home to the Sabre Secure Computer Center.  Sabre is one of the largest real-time computer systems in the world, and its importance in the airline industry warrants such secured facilities. 

Response to Terrorist Attacks

Currently, the Sabre Group is concentrating its programming efforts on meeting the U.S. Department of Transportation’s recommendation that airlines start performing such functions as flagging the names of suspected terrorists in their reservations systems.  This will impact Sabre's mainframe-based software, but it is not predicted to impact the responsiveness of the software in any unintended way.  A capacity limit does exist on the Sabre core system.  However, when actual demands on the system exceed capacity, the system does not seize.  A long-standing operational process goes into a prioritized, partial shutdown and continues to process at or near the capacity of the system in a way in a predefined list of functions.  A certain number of users will never be disconnected unless there is an unplanned outage, which is very rare. The airports are at the top of these must-complete users. 

In conjunction with meeting this request, the Sabre System is working to move customer profiles to an open-systems technology.  The goal of the new customer relationship management system is to replace activity-oriented access with customer-oriented access.  The intention of the program is to link all the profiles, bookings, electronic tickets, loyalty programs, and credit references that are associated with a customer. 

Technological Investment and Analysis

Currently, Sabre is concentrating on switching its reservations databases from IBM mainframes to Compaq’s NonStop Himalaya servers.  The Himalaya technology is slated to help in terms of quicker responsiveness through higher level programming, increased standards and better cost of ownership.  Ultimately, The Himalaya project is about shopping, pricing, and fares, not check-in at the airport. The Himalaya project is only about shopping for tickets.  The actual ticketing and check-in processes remain on the mainframe.   In comparison, IBM's Transaction Processing Facility software is built on a lower-level programming and file system model.  This model is very effective, but not as efficient as Sabre would like.  Thsu the change to the Himalaya system.  The replacement of the Transaction Processing Facility provides opensystem characteristics and the reliability, operability, and scalability of the Himalaya servers. 

The ticketing and check-in processes remain on the IBM mainframe, System/390 Parallel Enterprise Server.  The reasons to keep these critical transactions on this computer include:

1) The cost of computing with S/390 CMOS processors is lower than the cost of using other processors. 

2) Operating costs are reduced through the use of CMOS air-cooled processors, consumption of energy is lowered.

3) Maintenance costs are reduced. 

The system powers Sabre’s internet location and makes possible the internet accessibility.  It uses powerful servers for network computing within the context of the client-server environments.

Technological Innovations

Telecommunications

The Sabre Group owns Travelocity, the successful Web-based travel agency.  Travelocity runs with a three-tier architecture.  The first tier includes the site’s Web servers and uses Silicon Graphics' Origin 2000 servers.  These servers run the Netscape Enterprise Server, which handles the static HTML pages.

The second tier consists of transaction-processing servers, which handle the dynamically generated HTML pages showing reservations and other information. These Silicon Graphics’ Origin 2000 servers run proprietary software to access the third tier, the company’s immense Sabre Reservations System, a 7-terabyte database that runs on eight IBM S1360 mainframes and is affectionately referred to as Mother Sabre. The Sabre Reservations System, which runs a proprietary transaction protocol, provides at most a three-second response time anywhere in the world.

Even though bandwidth has not been a bottleneck, Travelocity added a new Internet connection in 1998, aT3 (45 Mbps) from UUNet Technologies. The site previously ran a 2-Mbps link from Sprint and a 10-Mbps connection from MCI.

Data

Sabre Technology was one of the first companies to adopt Informix’s object-relational database for its data warehouse. Its object-relational technology speeds execution times for complex queries and makes the system easier to program, according to Sabre officials. 

Sabre chose the Informix system because its DataBlade modules can execute in parallel and process many sources simultaneously. Its warehouse will eventually examine information from 80 sources ranging from passenger reservation to ticketing systems and will house up to 8 terabytes of data. Thirty developers are writing logic to clean the data and load it correctly.

The Informix data warehouse promises to be commercially significant for Sabre and its customers. By knowing who is flying where, when, and for what amount, Sabre can gather valuable data to sell to airlines and other businesses, such as travel agencies, hotels, and real estate firms.

The Informix relational database will enable Sabre to find who is flying to a specific city within a specific timeframe.  This information could be very valuable to all kinds of associated industries, such as hotels, rental cars, and entertainment. 

Sabre intends to consolidate on a single database for both transactional and warehouse purposes because maintaining two databases is cost prohibitive. Sabre’s current 4-terabyte TPF database has the capacity to handle more than 1 billion transactions daily. 

Sale of Sabre Logistics Group

Sabre sold it Sabre Logistics Group to the original founder of the area, Dr. Yossi Sheffi.  The group will form the core of a new business venture, Logistics.com Inc. While the company is making a "clean break" with Sabre, it will continue to work with it as a partner and develop joint products in the future.  The purchase included the decision support and optimization software, and about 80 people from Sabre.  Currently, the software is used by more than 100 carriers and shippers, including Yellow Freight, Procter & Gamble, Kraft Foods, Ford Motor Co. and J.B. Hunt. 

Logistics.com will continue to be geared toward trucking companies, with later expansion to other means of distribution.  The goal is to integrate the site with vertical exchange sites such as e-Chemicals, an exchange under ICG.  Future opportunities will include expansion into Europe and Latin America and the development of transportation exchanges specific to those markets.  According to Sheffi, "It is not about saving money, it is about making money. By booking the right freight, which is revenue, the top line can be increased and the bottom line reduced.”


Sheffi realizes that for the idea to work, Logistics.com is coming into the exchance a little late and will really need to differentiate themselves from other exchanges.  Key differentiators could include their transportation expertise, logisitics consultation services, and yield management software to enable carriers to determine whether the load offered on the exchange is the load they should be taking.  The software would evaluate carrier capacity and profitability analysis. 

Recommendation for the Future

Sabre has a number of opportunities for future revenue growth.  These include an increase in the use of Sabre in foreign countries by both customers and transportation companies.  In addition, Sabre can offer new products in emerging distribution channels, such as corporate direct distribution and the Internet, expand participation of travel providers in Sabre, and providing technology solutions products and services more broadly are just a few of the ideas for increasing revenue.

In terms of enhancing technology and operating capabilities, Sabre has budgeted approximately $100 million during the next five years to enhance Sabre’s core operating capabilities.  Sabre plans to use this development effort to accelerate new product development, increase flexibility, power, and functionality for subscribers and associates, improve data management capabilities, raise capacity levels, and lower operating costs.” 

Sabre is trying to increase its presence in the hotel and automobile rental market by making the reservation process for room or a car easier. Today, Sabre agencies worldwide with clients requesting a room with a participating chain can reserve the room electronically at any of the chain’s properties.  Agencies have the ability to access and request information on participating locations within preexisting formats.  When a customer requests a room reservation Sabre sends the appropriate hotel a message with all the booking information. Sabre then electronically reads information from the hotel’s file and updates the reservation automatically. 

Questions

1. What forces are driving the strategic direction of Sabre?

2. What has been the catalyst for change at Sabre?

3. What are the critical success factors and core competencies of the Sabre group?

4. Upon which technologies is the Sabre System built?

5. What has caused a change in the use of technology at Sabre?

6. How successful has the technological change been?
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American Express

The American Express Company has long been the widely recognized leader in the worldwide travel and corporate financial services arena. Until 1995, American Express relied almost entirely on its strong brand name to maintain its position in the marketplace.  The reality was that the company had been losing market share in the credit card business to Visa and MasterCard over the past 10 years.  It had over-expanded into many different corporate divisions that did not provide adequate synergy for its core businesses.

The appointment of Harvey Golub to CEO in 1992 initiated a series of restructuring projects.   Golub’s objective was to strengthen the company’s capital position, refocus on its core businesses, improve efficiency, and produce higher returns.  Golub eliminated the brokerage, investment banking and life insurance units and focused on the company’s three principal operating divisions.

Credit Cards

Financial Services

Travel and Entertainment

Technological Investment and Analysis

The primary goal for American Express is to build long-term relationships with its customers through financial products and services that offer superior service and value. This enhances the value of the American Express brand name. The company has been successful on several fronts in the development of new and innovative technology that can be translated into legitimate products and services to upgrade the support and benefits given to customers. To a great extent, American Express has moved beyond simply using technology to improving its operations and services to the point where technology itself has become the product. 



One change driver for the company is to find ways to strengthen the relationships with merchants and to increase the number of merchants that accept its card. Technology furnishes American Express with a mechanism to extend more assistance to merchants. This includes providing a low-cost way to set up Web store fronts for merchants, enabling merchants to access card member spending information, and providing real-time authorization for American Express card purchases. Through these tools, American Express is able to offer a higher level of service then the merchants might receive from other vendors. It also helps justify the company’s discount or per transaction rate, which is higher than the industry average.

The goal is to leverage technology to establish a permanent link between the customer and American Express. Uniting customers with American Express systems and products prevents those customers from developing their own systems or using those of a competitor. 

American Express, with Microsoft, has launched an online travel reservation system designed for corporate customers. Called American Express Interactive (AXI), the system is based primarily on Microsoft software, including the Internet Information Server, SQL Server, and Windows NT. The AXI software is aimed at companies that use American Express as their business travel agency. The software can be integrated with American Express’s proprietary travel management software.  This includes a low fare search tool and an automated expense reporting system. 

AXI enables corporate employees to negotiate and book airfares, rental car rates, and hotel rates from their desktops.  Data from computerized reservation systems can be loaded through the Internet or corporate intranets. The system can be customized for each company to reflect its individual travel policies and procedures. With travel generally being the third-highest controllable expense for a firm, the ability to control costs and enforce compliance with a stated corporate travel policy provides a significant benefit to customers. Chrysler is an early adopter of AXI.  It projects a 50 percent savings in processing fees, transaction costs, and an increase in the number of people complying with the company policies through the use of the system. 

At American Express’s Smart Card Center of Excellence, the company is leveraging its technology and customer databases to develop stored value cards. The company is forging alliances and partnerships with other companies to market the cards. Unlike other debit cards, the transactions on American Express smart cards go through the company’s central processing centers. These enable the company to collect its discount rate in exchange for transferring the credit risk from the merchant to American Express.

American Express had joined with Hilton Hotels and IBM Corporation to test the use of smart card technology to support ticketless travel. Customer information, as well as hotel and travel preferences and loyalty programs, are transferred to reside on a microchip. The microchip allows the cardholder to use a machine at the airport to immediately register for a flight. Information contained in the card is verified through electronic reservation.  Traveler identification is confirmed,  eliminating the need for a boarding pass. The card can also be used to register for a hotel room through the internet.  Subsequently, it will serve as the room key. It is capable of carrying stored value in multiple currencies and has the potential to be coded with the user’s fingerprints.  It can even be used as a passport.

By placing an early emphasis on the development of smart cards, American Express has positioned itself to reap the revenue rewards once the smart card market becomes viable. According to David Boyles of American Express, “Our goal is to give value and convenience through globally operable, multifunctioning cards.” 

American Express is implementing an innovative marketing program called CustomExtras. This program is designed to treat each card member as a “market of one,” in which personalized offers are made to selected customers. One-to-one marketing requires system development efforts that include three technologies: 

customer databases

interactive media, and 

mass customization. 

Through the use of these technologies, American Express can learn specific details on customer spending patterns, form a deeper relationship with those customers, and provide them with customized products and services. Companies spend a great deal of time and money in the acquisition of new customers; one-to-one marketing solidifies that investment and more fully develops the amount of business that can be conducted with those customers. 

Mass marketing is increasingly considered to be an inefficient approach (a 3 percent response rate is considered good in the industry).  The goal of one-to-one marketing is to make more selective, cost-efficient solicitations that generate a much higher response rate. Within the industry, the market for products and services that support one-to-one marketing is pinpointed as one of the fastest growing uses of technology in the business.

The overall strategy for these initiatives is to define and maintain an ideal customer relationship. “All this enables us to follow our customers as they move from phone or paper-based customer support or transactions to the use of the Internet to handle their travel activities, all the way to the use of smart cards,” according to Andrew Bartels, Vice-President of Encrypted Payments at American Express. 

American Express is funding the technology expenditures through a combination of new business development and improved margins through improved processes.  Under Golub, the company has focused on greatly reduced costs and the elimination of less profitable noncore divisions. Revenue has increased consistently over the past few years as a result of these and other efforts. The company is well capitalized and has the resources to support technology spending.  As indicated in their 2000 annual report, American Express is focused on a cost structure that provides the initiative for company investment programs, product design, and pricing innovation. 

With the primary objective of increasing customer card business with the company, American Express can measure its success based on levels of consumer spending using its card products. It can also measure the success of its one-to-one marketing strategy based on card member response rates to solicitations sent out by the company.

One of American Express’s strategies has been to improve the technological support for its financial advisors division. The goal is to increase both productivity and the level of customer service. American Express intends to better utilize its advisors laptops through remote access to the client and product data. It previously took from 50 to 60 days for a financial plan to be delivered to a prospective client;  the increased technological support from the new systems should reduce the turnaround time to 24 hours. Prior to these improvements, 15 to 20 percent of the customers did not act on the plan or take the plan’s recommendations to other product providers. Once the technological improvements are complete, American Express can measure the impact of the new programs on the number of customers accepting financial plans.

Another targeted use of data is the American Express CustomExtras one-to-one marketing program.  This program begins with the company’s collection of all card member purchase records and other information, which is stored in a marketing database. Proprietary software selects merchant offerings and other American Express promotions that fit the customer’s unique profile. Those offerings and promotions are then printed as recommendations on the monthly bill. Through the use and evaluation of this stored data, American Express can tailor its marketing to the individual customer.

American Express has reinvented itself as a corporation that actively partners with other companies to develop new revenue opportunities. No longer the imperial standalone company it once was, American Express now engages in partnerships and cobranding efforts that are designed to increase the customer base  in the U.S. and overseas. These partnerships are often with technology companies. 

The tremendous amount of data from the high-profile client base maintained by American Express gives the company the ability to develop more effective marketing strategies. This information is used both to market its own products and services and to increase card member spending. By utilizing their database and a closed-loop network, American Express is able to store and use this information to identify customer spending patterns, assist in budget planning, and increase efficiency. One primary use of the data is for target marketing, in which specific merchant offers are targeted to those customers most likely to take advantage of them, based on their previous spending behavior. American Express also makes customer purchase data available to merchants through a Windows-based software product designed by the company. 

Rather than simply rely on its own proprietary distribution systems, American Express utilizes many other types of distribution networks, including brokerage, direct marketing, and online systems to attract and service its customers. The company also utilizes a vast worldwide electronic network. This enables the company to increase its charge volume and enables it to hold down fraud and minimize bad debt. This network provides the infrastructure needed to access a multitude of markets, many of which provide opportunities for expansion. 

American Express has two goals for its information technology area: 

reengineer the company and 

develop new products. 

According to American Express CIO Allan Loren, “We’re changing distribution channels.” The Internet provides a mechanism to distribute new products and expand the transactional capabilities of the company.  The overall goal is to better service the customer and maintain a solid relationship in a highly competitive business environment.

The most recent data for American Express identifies its allocation of IT expenditures as follows:

* For reengineering and new product development (50 percent)

* Maintenance of existing technology (40 percent)

* For determining new directions for the Company (10 percent)

American Express uses a closed-loop network to collect and process customer information for target marketing.  Point-of-sale transactions feed a massively parallel database that collects data from across the organization. For the CustomExtras program, the company has deployed a second database, running on a mainframe with relational database software. This database draws data from the first database and uses it to track purchases, rewards, and promotions. It manages the printing of billing statements with customized offers and messages. As a follow-up, the American Express marketing database tracks customers’ activities regarding offers and promotions. Whenever a customer acts on an offer, American Express shares the results with the merchant.

Teamed with Hewlett-Packard, American Express has introduced a new electronic commerce program (ExpressVault).  This new program is designed to enable merchants to conduct business over the Internet quickly and securely. It combines HP’s computing and security technologies with American Express’s payment processing system. ExpressVault enables merchants to add online commerce features to Web sites; it protects transaction, database, and Web site information against unauthorized access; and it provides real-time processing for American Express card transactions.

Technological Innovation

Network 

Financial planning is an increasingly lucrative business for American Express. Its advisers work with individuals and families to develop long-range financial goals for retirement, education, illness, disability, or estate planning.

Employing 8,500 advisors, the IDS Division is at the core of the financial focus.  These advisors are equally equipped so they can work out of their homes or remote field offices to sell a broad range of financial products and services to their clients.

As recently as five years ago, financial planning was a paper-intensive business. Advisers met with prospective clients, typically at the client’s home or business location. They gathered relevant data on client assets, liabilities, and goals, and then reported back to the local regional office. At the regional office a clerk entered information and uploaded it to the legacy mainframe-based application in Minneapolis. Weeks later, a rudimentary financial plan would be mailed to the adviser, who would go back to deliver it to the client and meet with him or her to tailor the plan to his or her precise needs. Depending on the client, this could go on for three or four iterations. 

AdvisorLink has completely changed this process.  This remote application encompasses a wide range of applications specifically designed for field advisers. Under its umbrella, new functionality is added either through in-house development projects or software purchased from third parties. AdvisorLink brings together internal “best practice” processes and technology that the firm believes will give its advisers a significant competitive edge over other financial services firms. 

The internal proprietary adviser service software, written in Smalltalk, resides on advisers’ laptops and processes client plans locally. Although client data is still uploaded to legacy systems, the turnaround time for completing sophisticated financial plans has been cut from weeks to days.

The adviser discusses the initial collection of data regarding the goals, income, assets, and debt from the client. The client then uses the new software to develop customized plans that specifically tie the client’s long- and short-term goals to existing and future assets. Rather than relying upon the boilerplate results that came from the previous legacy application, the new software gives the adviser the opportunity to more precisely focus the plan. When the plan is complete, the adviser meets with the client, validates the results, and conducts “what if” scenarios to ensure that the client is satisfied with the results. At any time, the client can request adjustments and the adviser can make them on the spot.  AdvisorLink has dramatically shortened the processing time for sophisticated financial plans.

Telecommunications

On the consumer side, American Express promotes travel, dining, and entertainment. To do so, it has invested money in a company that is using the Internet to help consumers find places where they can do all of these things. American Express has entered an investment and joint marketing agreement with CitySearch Inc., the developer of online city guides. CitySearch supplies maps and information for 16 cities, including New York, Portland, Oregon, San Francisco, Washington, D.C., Chicago, Sydney, and Toronto. In doing so, it covers news about sports, the arts, entertainment, community activities, shopping, recreation, and weather. CitySearch also helps small and medium-size businesses develop Web sites.  It can also serve as the host for those sites. It gathers this information from its newspaper partners in each city.

Security on the Internet. On May 31, 1997, Visa International, Mastercard, and American Express, with most of the major players in electronic commerce and internetworking, unveiled the Secure Electronic Transactions (SET) standard. SET promised to revolutionize online transactions and make the Internet safe for electronic commerce. Unfortunately, the implementation of this technology has moved more slowly than expected.  Difficulties have come from both a business and technological perspective.   

The goal of SET was to increase consumer confidence in the security of online transactions. Both credit card holders and merchants are issued digital certificates, which are verified by a certificate authority to make a transaction. Neither the merchant nor the consumer can be anyone other than who they purport to be.  This emphasis and approach greatly reduces the possibility of impersonation fraud.

The difficulty comes in the requirement that merchants using SET install expensive new software and build their businesses around a complex transaction infrastructure.  These requirements have tempered merchants’ interest in signing up for the SET program.  In fact, one year later, the attempted standard still had not seen a single operational deployment. SET’s biggest shortcoming is the client channel. Vendors like VeriFone and IBM have developed SET wallet plug-ins for the popular Web browsers. Yet, Internet users do not favor external plug-ins.

In the meantime, electronic commerce continues to grow on the Net, protected by Secure Sockets Layer encryption. While not as secure as SET, for many consumers, it is secure enough.

Free Internet E-mail. American Express introduced a free Internet e-mail service, AmExMail, in April 1998. The service, available only to American Express customers, was developed with the help of the Colorado Springs, Colorado-based electronic messaging firm, USA.Net. The new e-mail system uses USA.Net’s mail engine architecture. This purchase makes American Express the first major business outside the Internet industry to offer free e-mail. Services such as AmExMail have become more common among companies seeking to build closer ties to their customers. This is an important mechanism for a credit card company to use to keep its customers active and to be able to share new information with them.

Other free e-mail services, such as Four11, Hotmail, and WhoWhere have been partnering with or purchased by larger companies, including Yahoo, Microsoft, and Qualcomm, respectively.  These deals have linked free e-mail to already existing Internet products or services.

AmExMail will continue to be operated by USA.NET, a firm that will continue to offer free, ad-supported e-mail services. In April 1997, American Express announced the purchase of a minority interest in USA.NET, which is privately held. The AmExMail service is free to any Internet user.  However, American Express cardholders will get toll-free customer service support and 10 Mbytes of mail storage space, compared to 5 Mbytes for noncardholders.

American Express Travel and Entertainment is a Web-based travel solution that integrates a company’s travel policies and directives with the reservations system. Reservations that do not comply with policy directives are flagged and “preferred supplier” services are emphasized. AXI’s linkage to Microsoft’s Expedia software means users can take advantage of added features such as airline seat maps for seat selection and access to international destination information. The travel system can operate in multiple environments, with multiple computer reservations systems and an Internet, intranet, or extranet connection.

American Express Travel online provides an easy-to-use reservation system, access to vacation and last-minute travel specials, and excellent customer service. As such, the service is good for travelers without a lot of special needs.  It does not offer more specialized services such as the ability to book flights using frequent-flier miles or to book more than five legs of a business trip.

The AmEx reservations system is driven by Internet Travel Network (ITN). All reservations are sent to American Express Travel Related Services. This provides several advantages, including options to purchase tickets. AmEx provides the ability to change an itinerary worldwide through AmEx offices or through its toll-free number. Ticketing is available 24 hours a day, but customer service is available on a more limited basis. 

To use the system, each user must register and establish a profile, which is identical to the ITN profile and stored for future use. For security reasons, the credit card number cannot be stored from one session to another. 

The site’s vacation packages, including many different suppliers and certified vacations, are guaranteed to be at the lowest prices available. The drawback of the vacation packages is that the prices quoted are for fixed tours; fares increase drastically when changes are made. 

American Express Retirement Services. The American Express Retirement Services program has instituted natural language query software on its ExpressLink extranet to eliminate the need for retirement planners and benefits administrators to learn basic query software. The original query tool required users to download data to the desktop and to point and click on the data elements they wanted.  This was enough to scare some users away.  In its place, the natural language software returns an answer for queries typed in plain English or suggests alternatives to help the user find what they need. Some users accustomed to the older querying tools found the new option slow and awkward.   They feel it would be most beneficial for those users who had not previously used a query tool.  The ExpressLink service costs $2,500 plus a $1,500 annual support fee.

Amex used English Wizard, a natural language tool from Linguistic Technology Corporation in Littleton, Massachusetts, to develop the ExpressLink extranet.  Many individuals use ExpressLink to work on their 401(k) plans. In addition to the query tool, ExpressLink provides users with monthly online reports, the ability to check call center statistics, and access to send electronic mail to reach their account managers.

American Express is working with Mercantec to further refine an economical and easy-to-use Web-based storefront. The companies will use Mercantec's SoftCart payment and virtual shopping software. American Express will handle the back-end processing and offer financial and marketing expertise. SoftCart offers companies a better way to utilize the possibilities of a Web store without making a major financial commitment. The partnership with Mercantec offers American Express a good entry point for offering Web-based services. American Express will use SoftCart and a network of payment gateways to provide Web merchants with authorization for American Express and bank card purchases.

Unlike many companies that act as Web commerce enablers, American Express already has strong relationships with both merchants and consumers. In comparison, Visa and MasterCard work through affiliate banks. Many of these have faltered in the area of electronic commerce. 

SoftCart features a relatively low-cost entry point for Web merchants, with a onetime license fee of $1,800. Monthly licensing is also available. Merchants can purchase a solution directly from American Express or work with integration partners, including ISPs that will implement the software on their networks. The product has limited availability.

Data

American Express has enhanced an application for its corporate purchasing service. This enables customers' purchasing data to be fed directly into their back-end SAP systems. The interface with American Express’s AccountingLink application eliminates any manual intervention. This is particularly important since large clients process more than 1 million purchasing documents a year. 

The ultimate goal is to enable customers of American Express’s purchasing service to outsource their accounts payable and purchasing operations to American Express.  This business will handled over $4 billion in invoices and 15 million transactions in 1998 alone.

Smart Card

American Express has formed a joint venture with Visa International to focus on developing applications for smart cards to spur the use of this technology in the United States. The companies hope that their smart-card applications will become the standard for the electronic-commerce industry.  Their goal is to design open interfaces that will support competitors’ systems as well.

Banksys SA in Belgium and ERG Ltd. in Australia are also partners in the venture, called Proton World International. The company will continue to develop and license smart-card applications that were originally developed by Banksys, including the Proton electronic purse application used by 30 million people worldwide.

Credit card companies have been reluctant to push multifunction smart cards because they fear that they will cannibalize the credit card company’s brand by replacing traditional credit cards. The commitment of New York City-based American Express and Foster City, California-based Visa indicates that these firms believe they have more to gain than they have to loose through the implementation of smart cards.

“If you have a multifunction smart card, you can use it to gain entry to your office, take money out of the bank and ride mass transit,” according to Jim Balderston, an analyst at Zona Research, Inc., in Redwood City, California.

In contrast, MasterCard International, Inc., supports the Mondex electronic purse system, which follows a different verification structure.

Recommendation for the Future

To be successful, American Express must meet the demands of its corporate customers to retain and grow in the more lucrative business marketplace. Industry observers expect the number of commercial cards and the charge volume to grow as much as 50 percent over the next few years. Some of that growth is expected to result from small businesses, which have limited technology to monitor and control expenses in-house. The ability of American Express, for instance, to develop an Internet system for purchasing cards ahead of its competitors is essential to capturing a large share of the small business marketplace.

Technology is enabling American Express to attempt to see whether it can sell additional financial services to its card members. Of American Express’s 20.5 million customers, only 250,000 of them have accounts with American Express Financial Advisors. The company should be able to use its customer database to develop marketing strategies to expand the number of services that American Express provides to them.  Technology can be put in place to evaluate the data of those customers who are both card members and financial service customers.  These database tools could then extrapolate those patterns to identify other customers most likely to be interested in and responsive to proposals for financial services. 

Given the intense competition in the industry, technology must keep American Express in the position of meeting customer needs. Management recognizes this fact in its effort to leverage technology to improve customer service and efficiency.

American Express has implemented a timely, detailed process to monitor both external business conditions, such as consumer spending, interest rates and movements in the equity markets, as well as internal indicators, such as billings, mutual fund inflows and redemptions, and credit levels.   

American Express believes its approach will be successful because it has set realistic goals for earnings per share at the low end of the targeted range.   Its approach incorporates the following goals.

1. The businesses are diverse. The company’s breadth provides business levers to adjust as the year progresses and circumstances change.  Investment spending in one business can be reprioritized to counter weakness in another. The geographic scope allows the company to reallocate resources on a timely basis when certain markets slow, or others improve.  The economic diversity provides the flexibility that is critical for success when the economic cycles change. 

2. The core business remains strong.  The company has made substantial investments within the United States and across international markets.  It has launched new products, added a significant number of new card members, expanded merchant signings, and further strengthened the corporate and small business card bases. 

3. The business is positioned for growth in a slow economy.  The company believes that the breadth of its products and its reemphasis on financial planning will better position it for slowing economic times than its competitors.  The downturn, then, will enable the company to capture market share in key business areas.

4. The fundamental business model is sound.  American Express believes it will provide a number of significant advantages relative to their competitors and will position the company well for long term future growth. 

5. The experience with reengineering has been successful.  The company has gone through three rounds of reengineering since 1990.  This has removed more than $3 billion from the expense structure and base.  During 2000 and 2001, the company turned up the level of intensity in reengineering, to better prepare itself for the slowing of the robust economy.  Fiscal year 2002 will be no different.  Specific reengineering targets are in place for each section of the company.

6. The investment opportunities have expanded.  The investment opportunities have expanded in such a way that the company has the flexibility to take advantage of them.  This has set in a place a stronger competitive advantage from both a servicing and a margin perspective. 

Questions

1. What has been the catalyst for change at American Express?

2. Upon which technologies does the corporation rely?

3. What has been the primary cause of change in the use of technology at American Express?

4. How successful has American Express been with this technological change?

5. How has American Express developed the financial ability to embark on a major technological program of advancement?

6. Are there long-term trends that seem to be problematic for American Express?

7. What does the corporation’s web page present about American Express’s business directives?

8. How will technology impact the industry?

9. What role does data play in the future of the corporation?
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