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Distribution Whiteboard
Moderator:

Alex Zoghlin, President & CEO, G2 Switchworks

Panel:

Michael Doerr, Head of Travel Management, European

Aeronautic Defence & Space Travel

Bruce Finch, Senior Manager, Global Travel Services,

Autodesk, Inc.

Jeff Kurn, Global Travel Technology Strategy Manager

Harriet Washburn, Global Travel Services Delivery,

IBM Global Travel Services



The Early Years

• Airline reservations originally handled in-house
– First computer reservation system launched in 1964

– AA’s first system was called the magnotronic reservisor

• Travel agents recruited to outsource costly selling and
management needs (for a nice commission!)



1970s to early 1990s
• By mid 1970’s CRS spun off;

became what we know as GDS

• In 1984 DOT CRS rules enacted
– Owner airlines had mandatory

participation in all systems

• Agency distribution rules!
– 88% booked via GDS in 1988

• Early 1990’s saw four dominant
players – Sabre, Amadeus, Galileo
and Worldspan

• Agents expand business selling
other lucrative travel products



A travel love triangle…
Airline

GDS Travel
Agent



Mid 1990’s to 2003• GDS get too greedy
– Fees up 2x inflation

– Agency / corporate customer
acquisition is based on segment
rebates rather than functionality

– GDS functionality stagnates under
oligopoly and government
oversight

• Airfares head south
– “Low cost” competition

• Airlines take control of
what they can

– Agency commissions

– Misplaced anger?

• Internet booking starts
– Airlines build websites, add

functionality not in res systems

– OTA’s enter the picture, start to
build functionality outside of GDS
space

– Agencies start to build
supplemental application
outside of GDS environment
to handle customer need

• Consumer behavior shifts

CPI
Info-Tech/Proc

Cost

CPI
Index

GDS
Cost/Ticket



2003-2005
• Internet booking sees tremendous growth

– Traditional agency consolidation

• Airlines still reeling from recession, 9/11, growing
LCC footprint – many off GDS
– Airlines give web fares to GDS in exchange for 3 year discounts

– Network carries increase “yield management” capabilities,
increasing the diversity of fares

• Airlines and travel agencies and GDS’ fight for end
customers

• GDS sell “one-stop shop” value proposition and
extend one-sided (but rich!) contracts

• CRS Rules eliminated
– New distribution players emerge

– New dynamic products emerge – off GDS



2006  - The Perfect Storm

• GDS contracts come up for renewal…

• Airlines doing better…but remain under severe
pressure to cut costs
– Several in bankruptcy or just out of bankruptcy

– Envious of GDS margins (from airline paid fees!)

– Flights are full which means airlines more prone to take risks

• Changes in consumer buying continue to grow
– Bookings controlled by GDS trend downward

– Price gap between direct and indirect channels just too steep!

• Technology advances offer new alternatives
– Airlines continue to push cost-effective direct channels

– Seek new third-party channels that meet direct channel cost



So, what happened?



Seriously…what happened?

• GDS believe airline threats of pulling or

restricting content and drop airline pricing
– Airline deals are different, but most believed to be around $7-8

per domestic ticket range (27% savings)

• Airlines happy…as they can be…

• But costs are still above internal channels
– International distribution costs remain a key focus

– More content off GDS now than before negotiations began,

and remaining content is more complex (LCC, merchandising,

hotel, dynamic, yield management)



Late 2006 and beyond

• GDS retain margins so agency incentives get the chop

– GDS “one-stop shop” value proposition led to a one-
sided contract discussion

• Leading agencies see problem; diversify distribution
providers, and add content
– Find ways to take cost out of the system

– Innovate outside of the GDS

• GDS sold to private equity firms

– Typically focus on profits, not products

• Other suppliers get worried

– Will GDS seek to make up fees on their product
distribution?

•  The growth in global travel and related concerns
– more inventory required, security issues, etc.



A love triangle gone bad…

ÒWhereÕs the love? Ó



Future Trend:  Multi-Channel
Distribution

• The GDS one-stop shop is a fallacy: Missing both content and

functionality most corporate travelers have come to expect from internet

outlets.

• Agencies should be in control of their supply chain

– Provides better service for their customers

– Minimizes their business risk
• Suppliers should be able to easily introduce new and unique products

– Multi-channel distribution frees the market from

serving the lowest common denominator
• Corporations should be in control of all their data to migrate seamlessly

between agencies, suppliers and distrubtion solutions

• Balance power among all players



Corporations Should be  Working to Lower
All Distribution Costs

GDS 
Fees

Credit Card 
Fees

Fulfillment
Problems

Customer Service
Inefficiencies

Costs borne by Suppliers Costs borne by agencies and travelers

$8.47 (11%)     $8.75 (11.5%)      $3.00 (4%)              $40.00 (53%)                 $13.00 (17%)
(G2 can reduce this matrix by approx. 80% for most agencies / corporations)

Productivity Loss /
Enroute Issues

1 costs based upon a $350 corporate ticket, 2.2 segments

Way more than “GDS Fees”
Total distribution costs exceed $75 per ticket!



Site Not Used for Booking

Note: Q10. Of the sites you use, are there any you will use to research but not book your trips? Select all that apply.
(n=518)

Source: PhoCusWright Inc.

• What percentage of your corporate travelers do you believe

researches their travel using internet tools not provided by your

TMC?

• Travelers answer: 93%      Travel managers answer:



Action Taken when Plans Change

Note: Q22. While traveling, what do you do when your travel plans change unexpectedly (e.g., canceled or

delayed flight; hotel overbooked, etc.)? Check all that apply. (n=1024)

Source: PhoCusWright Inc.

• Who does your corporate travelers rely upon when

there is a trip disruption?

• Travelers: 86% call or talk to airline representative



Note: Q19. If you or your company were to consider changing the way you purchase your travel services, which of the

following, if any, would you or your company find most appealing? Check all that apply.
Q21. Which of these features, if any, might lead you to change how you or your assistant book your travel arrangements.

Select all that apply. (n=945) Respondents only shown those choices selected in Question 19.

Source: PhoCusWright Inc.

• If your business travelers where to pick features and

functionality that was important to them, what would it be?
Which ones are important enough to switch tools over?

What Features & Functionality
Are Most Important?
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