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Thank you, Bob (Sullivan).  It’s a pleasure to be here.  


I have to admit – it’s tough to follow Bob Woodward.  This year’s presidential race is a topic on everyone’s mind, and Bob takes our interest level even higher.  

Fortunately, I have a topic that also generates a lot of interest – the travel industry.  I know we’re all pleased to see travel picking up, and economic conditions improving.  Of course, the two go hand in hand.  When times are prosperous, more people can afford to take vacations, and more businesses can afford to send their employees to meetings and conferences.  When business people travel, they sell, sign deals, and launch projects.  And that stimulates economic activity.  So travel truly is the lifeblood of the global economy. 


As I look back over my 16 years in the business, I’m struck by the size and diversity of this almost $800 billion industry.  I’m also struck by the incredible number of changes I’ve seen over the years.  

For example, when I started at American Airlines in 1988, developing circuit boards and writing software, there was no online travel as we know it today, the airlines owned all the GDSs, and agents booked virtually all the travel.  Those were the days, right? 

A few years later, someone had the crazy notion to send me out here to the west coast to work with the Western Division Sales and Service team.  I was having a blast being away from headquarters.  But then, Jeff Katz, who now runs Orbitz, sent me to start up a new business called Business Travel Solutions, which introduced me to a few of you.  

After about three years of that – and receiving regular abuse from my “venture capitalists” -- Bob Crandall and Jeff Katz, I was called on to run product marketing for all of Sabre.  That experience gave me a huge appreciation for the job of setting forth an annual product plan to meet the needs of a diverse set of customers around the world.  

From there, I took on the CMO role at Sabre, and then coupled that with running the newly formed Airlines Solutions unit.  In May of 2002, I got the opportunity to lead Travelocity during a period of significant challenges, but working with a terrific group of people.

So I’ve seen a lot of change in our industry and, even more important, I’ve seen a tremendous capacity within the industry to deal with change.  For example, just a couple of years ago, the talk was all about how to rebuild the industry after 9/11, and how to work with suppliers to ensure access to all content across all channels.  

Today, we’ve gone a long way toward resolving those issues.  But change remains constant, and now we face a new set of challenges and opportunities.  This morning, I’d like to look around some corners and talk about the changes I see in three key areas:  Competition, deregulation, and collaboration.     

Let’s begin with competition, both online and offline.  

Surely, one of the biggest changes we’ve all seen in our lifetime is the advent of the Internet and the personal computer, affecting everything from news and information, to entertainment and shopping.  That change has come about in stages, starting with a motley group of technophiles and hobbyists, and gradually spreading out into the larger culture.

In the relatively brief history of the Internet, we’ve already seen several stages.  In the beginning, the Internet meant “free”, especially lots of free and sometimes useless information.  Then, the connotation shifted to “cheap.”  And now, I believe we’re somewhere between that stage and the next – where the emphasis is moving toward “value.”  

Along the way, we experienced one major contraction with the dot.com bust that started in 2000, and continued after 9/11.  But with a large segment of the population practically growing up on sites such as Amazon, eBay, and Google, the Internet experience has become familiar to millions of people around the world.  And point and click shopping has become as ingrained as trips to the mall.   

Over the years, we’ve improved e-commerce technology, allowing consumers more and better choices, especially in travel.  And, at the same time, we’ve addressed concerns about the security of credit card information.  And the results are incredible.   

Last year, online sales in the U.S. rose to about $114 billion.  Online travel represents about $42 billion of this total, and online air tickets are the single largest category of online commerce.  Online leisure and corporate travel spending is growing at a rate of more than 20 percent per year in North America, and we see that trend continuing over the next five to six years.  We’re also seeing exciting growth in Europe and other parts of the world. 

That’s terrific news for all of us.  Obviously, it’s great for online players.  But I would argue that it’s also great for the entire industry because part of the business is growing in such a robust, dynamic way.  The growth of online firms also benefits offline agencies because that means more assets and capabilities that can be leveraged for the advantage of all.  As a result, offline businesses benefit from online capabilities – without incurring the heavy development costs. 

A case in point is Travelocity’s Site59, which offers some terrific last-minute packages.  We’ve made a version of that available to our travel agency customers, which we call Agent59.  This is a great example of how we can take assets from one channel, replicate them, and re-deploy them to the other channel to the advantage of all.  

As we continue to develop online travel, I see several keys to success in this channel.  One key is customer value, which may mean having the lowest prices available on the Web, but also implies having what customers want at prices they consider reasonable.  

Another key is brand differentiation – standing out in whatever niche you decide to play in – from screen scrapers to companies that appeal to segments, such as eco-tourists, seniors, sports enthusiasts, and so forth.

Improvements in products and technology are another key.  For example, dynamic packaging, such as Travelocity’s TotalTrip, lets consumers put together their very own combinations of flights, hotels, and local attractions, and get some very attractive prices.  

Last-minute deals are another high-growth area of online travel.  I mentioned Travelocity’s Site59, which we acquired a couple of years ago.    We’ve been very pleased with this business, and it says a lot that its founder and former CEO, Michelle Peluso, now heads Travelocity. 

This business is one of the pioneers of online travel, and I could say a lot about the ups and downs we’ve experienced.  But the good news is that we’re well positioned as one of the top two travel retailers online in a market with three big players.  Our new marketing and advertising initiatives, combined with some cost cutting, have pointed us in the right direction.  And most important, we’ve been profitable on an adjusted basis the past couple of months and expect to be so for the full year.    

So who is Travelocity midway through 2004?  We’re the sixth-largest travel agency in the United States, with some 44 million registered users.  We power Web sites in eight languages across four continents.  

Our motto is, “The best trips start here.”  We’re backing up that commitment by bringing consumers easy ways not only to find a great price, but also take a more rewarding trip.  That means providing consumers with honest, straight-talking information, offering them “enticing” travel experiences, and supporting them with 24 by 7 customer service all trip long.

 For example, we’re the only major retailer with that large library of hotel reviews as well as independent AAA ratings.  And we’re partnering with VFM Interactive to offer hotel videos and virtual tours, so our customers can get as accurate an impression as possible before they book. 

And thanks to a partnership between Sabre and Travelocity technology teams, Travelocity’s merchant hotel model is the only one among the major wholesalers to have electronic connectivity with hotel reservation systems.  This brings consumers more reliable reservations, and saves our hotel partners a lot of time and money versus the old fax system. 

To attract new customers to the Travelocity Web site and to enhance our reputation as the starting point for the best trips, we launched an advertising campaign in the first quarter of this year.  It features the “Roaming Gnome” – a whimsical character who credits Travelocity for making his globe-hopping trips as exciting and enjoyable as possible.

We also completed a major redesign of the Travelocity Web site.  One problem we recognized was the similar look -- and thus lack of brand differentiation -- among the big three online travel sites – Travelocity, Expedia, and Orbitz.  External research shows that consumers prefer Travelocity’s new version more than two-to-one over the old one – and over our competitors’ Web sites.

We’ve also gotten positive feedback in the press.  Some analysts have used words like “turnaround” and “reinvigorated” to describe our progress.  Henry Harteveldt of Forrester Research described our new home page look as “the culmination of Travelocity’s rebirth.”


Of course, it’s nice to hear such comments.  But I would characterize them as snapshots taken during a marathon.  Our competitors are also working hard to win the contest, and I expect any number of twists and turns in the road ahead.  


One aspect of this race is the contest to attract the business traveler.  We’ve been very successful in that area through our GetThere corporate booking tool, which works with all major GDSs, and is used by businesses that prefer the latest travel technology, combined with hands-on support from any travel management company they choose, which includes some of you.

Last year, we integrated GetThere into our other three business units to benefit our customers and ourselves by capitalizing on synergies with our other three businesses and on the rapidly growing online channel.  

We centralized GetThere’s technology in Travelocity, creating a single source and more importantly a larger investment pool for online development, online hosting and maintenance, and fulfillment capabilities.  

We integrated GetThere’s sales, management, and marketing functions into Sabre Travel Network, focusing these activities, reducing overlap, and leveraging the global strength of Travel Network to better serve you.  And we integrated GetThere’s airline-booking tool into the Sabre Airline Solutions portfolio.  

Another aspect of the integration was to establish Travelocity Business as our end-to-end corporate travel agency for companies that are looking for a full service, highly automated corporate travel agency.  This group provides a low- cost online booking tool and offline travel agency.

I know that some of you may not share my enthusiasm for Travelocity Business since it competes with your own corporate travel agency.  Our view is that this is an important, growing market, with plenty of room for new players.  And it’s a market we cannot afford NOT to be in, as our two main online competitors have both created similar organizations over the past year or so.  

As the travel industry continues to grow online, it will undoubtedly face many challenges.  One challenge is the large Internet search engines, such as Yahoo and Google.  These firms are understandably interested in applying their search capability to develop Internet content about many industries, including travel.  Their goal is to enhance their sites for consumers to obtain unbiased information about travel, and then lead them to the distributors or suppliers that meet the consumer’s needs.  

But who is better qualified to assemble such information:  the Search engines or companies with expertise in travel?  I think that we in the industry can put together a better product.  For instance, Travelocity has a library of more than 35,000 recent customer reviews of hotels, and we’re constantly innovating, with new tools and interfaces that make shopping for a flight or hotel easier and more powerful than ever.  

I spoke earlier about the rapid growth of online, and the converse of that is the decline of offline.  We look for leisure and unmanaged business air travel to reach a saturation point at about 65 percent online, with about 41 percent of that being booked directly through airlines’ sites and some 24 percent through online agencies, such as Travelocity.  

Drivers of this shift include the growth of low-cost carriers, the simple, commodity-like nature of online transactions, and added loyalty points for online supplier direct bookings.  However, the growth of dynamically packaged air will help online agencies.  

In managed business air, we expect online air saturation to occur at an even higher level, 80 percent.  However, service and reporting needs will keep corporations using agencies.

So there’s plenty of continued growth ahead for online leisure and business travel.  But I would also be quick to point out that this trend is already starting to slow.  We closely watch the rate of movement of bookings away from the independent channels, such as travel agents supported by the Sabre GDS, and toward supplier direct channels, such as supplier controlled Web sites and call centers.  

We’re very pleased to see the rate of channel shift moderating.  We expect that it will continue to slow, and eventually stabilize at a level where travel agencies still account for a substantial percentage of total bookings.  In my view, one big reason for the slowing is the tremendous value suppliers see in a distribution system such as Sabre’s.

I also foresee many opportunities for smart, nimble travel agencies as online and offline capabilities continue to converge.  It’s no longer an either/or proposition – it’s very much both/and.  Today, traditional travel agencies are going online, and online agencies are developing call centers to provide personal assistance for travelers.

Consumers themselves are driving this change, sometimes practicing a hybrid approach to making travel plans.  For example, some people like to go online to check air and hotel prices for their travel destination.  Then, with that knowledge base, they pick up the phone and call their travel agents to make the reservations.  

Why do they behave this way?  I think one reason has to do with the human touch – the trust and confidence they gain by talking to their travel agent, being able to get personal advice and assistance, plus having someone they know to hold accountable if anything goes wrong.  That’s a dimension of the travel experience that won’t go away for a large segment of the travel market, boding well for many of you in this audience.  

Also boding well for the travel industry are opportunities in other parts of the world, especially in the Asia-Pacific region.  That area alone represents 40 percent of the world’s population.  As economic prosperity continues to spread in the region, it stands to reason that many more people will be able to afford to travel.

China shows particular promise both as a travel destination and as an opportunity for its people to travel abroad.  With a growth rate averaging almost nine percent a year over the past decade, the Chinese economy is a major engine of prosperity for the region and increasingly for the world.  Greater China, including the PRC, Hong Kong, and Taiwan – represents a travel market of almost $80 billion – almost 40 percent of Asia Pacific’s travel spend.  

Perhaps even more impressive, this market is growing at a rate of some 15 percent per year, about four times the rate of any other region of the world.  

Tapping this market for the travel industry will require addressing a number of issues, including technology, banking, culture, and regulation.  

We do foresee deregulatory changes on the way in China, opening the GDS market, and allowing additional destination countries for Chinese travelers to visit.  Unfortunately, the U.S. is not one of those destinations, and we may want to work together to change that situation.  

Of course, deregulation is not just a trend in China.  It has also recently swept the GDS industry in North America.   And that brings me to the second topic I’d like to talk about – the impact of GDS deregulation on the travel industry.  As you know, the U.S. Department of Transportation announced that decision on the last day of last year.  And the government of Canada has announced a similar move for its GDS industry.

We at Sabre Holdings fought hard for deregulation, and we were very pleased to see our efforts succeed.  But this was not a victory just for our company.  It’s a win for virtually everyone associated with travel – consumers, suppliers, businesses, and agents.  

Over the past three decades, governments around the world have deregulated a number of industries, including railroads, trucking, airlines, and telecommunications.  And this change has generally led to lower prices, newer products, and more innovation.  In the case of the U.S. GDS industry, it will allow more freedom for GDSs to run their business as other companies do – and we believe that’s a great change.  

Deregulation provides us a much greater ability to find creative ways to market and promote airline services -- thus enhancing our value proposition for airlines, and supporting our transition to travel retailing.  

At Sabre Holdings, we’ve been planning for deregulation for more than a year and have identified several priorities for competing in a deregulated market.  We’re looking at “rebalancing” airline and agency pricing, with the goal of moving to sustainable, value-based pricing structures.  Other priorities include creating sustainable product differentiation, innovating new business models and revenue opportunities, and creating a low-cost and flexible infrastructure.  In short, we look forward to having full flexibility to run our business in the way we believe is best for our shareholders and customers.  

I believe that Sabre is well positioned to flourish in a deregulated market for several reasons.  We’re the GDS bookings share leader, with more than 45 percent of bookings in North America, and some 35 percent globally.  The economies of scale available due to our size should give us a significant advantage.  We’re also the leader in the corporate online channel, with more than 60 percent share of the BTN 100.  

One indication of our leadership is the DCA Three-Year agreements that we have in place with six of the largest U.S. airlines, as well as two major European carriers, and more than 30 in total.  

Before those agreements, corporate travel managers faced the “Alice in Wonderland” maze of Web fares, with lower fares often missing from the GDSs – the most convenient and efficient tool for travel agents.  They could not track web fares outside GDSs, and neither could the travelers, creating confusion and frustration.

Enter DCA 3 – what I would call a bold move to ensure that you, our customers, have full access to all published airline fares in one place – without having to go searching.  We gained access to those fares by offering participating airlines a booking fee discount – affecting about half of our global air bookings.  We believe that such an agreement was a win-win-win for all parties involved because we all gained something significant from the transaction.

From a larger perspective, DCA Three is part of our strategy for reinvigorating the conventional travel agency channel as a means of distribution for airlines and other travel suppliers.  While online channels of distribution, have captured a growing share of travel bookings, traditional brick-and-mortar agencies are and will continue to be, very important players.  And we’re committed to developing innovations that leverage the enormous reach of the Sabre GDS to help both travel suppliers and travel agencies achieve profitable growth.

So we expect deregulation to stimulate the demand for new products and services.  And we’re already moving in that direction with the launch last year of Jurni Network, our consortium for leisure travel agencies.  It provides both

a compelling array of high-margin, packaged travel products, and a sophisticated set of data-driven marketing tools.  


One effect we anticipate from deregulation is increased competition.  And that’s good for the industry because competition really gets us engaged in  providing the best products and services for our customers.  And it’s one of the pillars of our free enterprise system.


But within that system, companies may choose to work together when it makes good business sense to do so, and meets legal and regulatory requirements.  And that brings me to my third point – collaboration, or “co-opetition” as it has been called.

We’ve seen many examples in recent years.  For example, Sony and Ericsson pooled their expertise and resources to develop a new cell phone.  And ExxonMobil has partnered with General Motors and Toyota on hybrid automobiles.   

Some people refer to it as “sleeping with the enemy,” though I, for one, don’t look on competitors as enemies.  In fact, by helping us stay on our toes, they can actually bring out the best in us.  


We have to keep in mind that all businesses depend to some degree on partnerships with other companies.  For example, we at Sabre Holdings depend on strong, positive relationships with suppliers, customers, and others, including many of the companies represented here today.

We also have to keep in mind the staggering number of players in the travel industry.  It includes everything from low-cost airlines to the network carriers, Mom and Pop bed and breakfasts to the worldwide hotel and motel chains, the one-person, home-based travel agent to international agencies, small, niche online firms to the big three.  


Considering all those players, I see lots of opportunity for consolidation as well as collaboration in the industry.  I’m also struck by the fact that a number of companies may be customers, suppliers, and competitors – either combinations or all three at once. 


Jack Welch, former chairman of General Electric, called it the modern version of the riddle of the sphinx:  “Who is my customer in the morning, my rival in the afternoon, and my supplier in the evening?”


Or to quote the old political adage, “Politics makes strange bedfellows.”  And the same can certainly be said of travel.  


One recent example in our industry that probably surprised a lot of people is the agreement we signed with Expedia to provide them with access to the Sabre GDS.  Yes, it’s true that Expedia and Travelocity are fierce competitors online.  But that doesn’t preclude us from being a supplier to Expedia if it makes good business sense for both companies and provides benefits for consumers.


And that’s the model I think we need to be moving toward – creating win-win-win situations for suppliers, travel intermediaries, and consumers.  A recent article in the Harvard Business Review lends credence to that approach, suggesting that companies need to consider their business as part of a networked environment.  

The article contrasts the strategies pursued by Enron and Ebay, concluding that Enron’s strategy of extracting as much value from new markets by exploiting imbalances in information across the market led to illegal and unethical conduct and financial ruin.  By contrast, Ebay’s approach of building trust and sharing the wealth it generated led to huge profits.  


In our successful battle for deregulation in 2003, I was reminded just how important a strong partner network can be.  We achieved our goal because virtually our entire industry – GDSs, travel agents of all shapes and sizes, industry groups and even some airlines – came together to persuade the U.S. government that it was time for change.  It's in our collective interest to maintain this strong network and fight the battles that will help our industry grow.

For example, in the search for scarce revenues, state governments are looking to tax travel and tourism, and restrictively regulate the activities of those who sell travel.    

This year, legislatures in a number of states have debated bills that would impose new taxes on hotel rooms sold by travel agents on the Internet.   Proponents see such legislation as a way for the state to collect some additional revenue.  But the main effect would be to add to the cost of such rooms, causing rooms that would have been filled to remain empty.    

Some states are also considering bills that would impose onerous obligations on anyone who sells travel in their jurisdiction.  Aimed at the few bad actors who break the law and bilk customers, some of these bills would make it harder for legitimate sellers of travel to do business.  We have no problem with getting the bad actors out – that's in everyone’s interest.  But it should not come at the expense of the vast majority of us who are legitimate and honest business people.  

There's a broad coalition working to fight these proposals in the states, including our friends at American Society of Travel Agents (ASTA) and the Interactive Travel Services Association (ITSA), plus many others.  We are succeeding in the individual states, but also looking for ways to address these issues on a federal level so we don't have to fight on 50 fronts at once.

So there are lots of areas where we in the industry have the opportunity to work together, both as businesses and as political allies.  

In closing, let me just say that we at Sabre Holdings value our relationships with all of you.  We’re all part of the same industry.  And we’re all fortunate to be able to assist people in one of life’s most important experiences:  travel.  

Much depends on our actions.  I look forward to working together in the interests of our companies, our customers, and this great industry. 

# # # #
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