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ENTERPRISE
OF THE
FUTURE

...IN THE TRAVEL INDUSTRY
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Based on interviews with more than 1,100
CEOs worldwide, the IBM Global CEO
Study revealed five core traits of successful
enterprises of the future. Here we explore
the key implications for travel companies.'

HUNGRY FOR CHANGE

Rising fuel costs. Inflation. Economic uncertainty. The constant vigil against
security threats. It's no wonder eight out of ten travel industry CEOs expect
major changes for their organizations over the next three years. The ques-
tion is: are they prepared to manage these shifts? This answer is critical
since financial outperformers across industries reported more past success
managing change than underperformers. We also found that while CEOs in
other industries are struggling with talent shortages and accelerating tech-
nological change, these factors are much lower on the travel industry
agenda. Is this because travel industry CEOs have these issues under con-
trol? Or could it be that they are not fully leveraging employee develop-

ment and technology advances to help manage the challenges ahead?

Implications: Travel companies cannot allow the urgency of cost-cutting to
overshadow the importance of long-term agility. Hertz is one business that
has done both: the rental car company has boosted its profitability through
ongoing process and technology change.? Since risk and uncertainty are
here to stay, travel CEOs must equip their companies with flexible processes
and infrastructure that enable rapid change. They must turn organizations

fatigued by change into ones that are energized by it.

“We have driven change in
the industry, but 'm not
sure whether our com-
pany has managed internal
change well.”

CEO, North American hotel chain



“Customer loyalty sits in the
middle of a Venn diagram
— at the intersection of
customer experience, CRM,
our rewards program and the
supporting technology that
provides an interactive view
of the customer.”

CEO, International hotel company

“We are in the midst of totally
reorganizing our business
and IT, from siloed to a fully
integrated, multichannel and
multibrand organization.”

CEO, European tour bus operator

@ INNOVATIVE BEYOND CUSTOMER IMAGINATION

Thanks to the Internet and a billion peers offering advice, today's traveler is
better informed and harder to please. Instead of viewing this trend as a
threat, most travel industry CEOs say it will impact their businesses positively.
However, when it comes to backing those sentiments with cash, the travel
industry is behind. And despite a planned 34 percent increase over the next
three years, its relative investment in this area will still be 20 percent less than
that of other industries.

Implications: Without innovation, travel companies face a potential cus-
tomer exodus to competitors with a more engaging travel experience or
more compelling rewards programs. CEOs must continue to invest, target-
ing areas that matter most. Companies must collaborate with value chain
partners to understand and serve customers better, and especially with
travelers themselves to co-create stronger programs and engaging experi-
ences. Travel businesses will also need a multichannel approach to serve an
increasingly fragmented customer base; the methods used to attract, inter-
act with and retain baby boomers won't work with Generation Y. For exam-
ple, one worldwide hotel and casino operator is designing properties and
introducing technologies that will resonate specifically with Gen Xers and
Gen Yers, which are under-penetrated segments for the gaming industry.

GLOBALLY INTEGRATED

Globalization is prompting travel industry CEOs to make major changes to
their businesses: More than half plan to deeply change their organizations’
capabilities, knowledge and assets, and more than 40 percent will partner
extensively. However, 38 percent still intend to optimize their operations
locally instead of globally.

Implications: For airlines, codeshare agreements have been a key strategy
to expand global footprint and gain access to local capabilities and cus-
tomers almost instantly. Franchise arrangements have helped many hotel
businesses expand their global reach as well. But travel companies of all
stripes — despite a global presence — are still struggling to integrate their
processes, systems and talent pools globally. The “seams” among alliance
partners and franchisees continue to frustrate customers, diminish effec-
tiveness of loyalty programs and impede operational efficiency. Solving
integration issues should be a top priority for travel companies.



@ DISRUPTIVE BY NATURE

Travel industry CEOs are clearly convinced of the need for business model
innovation: 88 percent said they were making extensive changes (that's 20 “We’ve done very little
collaboration for innovation
— our work with suppliers is
more focused on pure cost
examples of business model innovation are emerging: Airlines like European reduction.”

percent more than the cross-industry average). But only one in five are
attempting innovations designed to shake up the entire industry. Some

carrier Ryan Air are in hot pursuit of non-ticket revenue streams, such as in- CEO, Asia Pacific logistics services
flight gambling and Internet use.®> Amsterdam-based Schiphol Airport also provider

is focused on generating non-aviation revenue through its "AirportCity." 4

Implications: Although progress is being made, travel companies generally
have been slow to innovate, often ceding first-mover status to disruptive
new entrants such as US-based Zipcar, whose vehicle-sharing service is
rattling traditional car rental services and automakers alike.® To stay ahead,
travel companies need to consider all types of business model innovation
— and establish an agile and flexible infrastructure that allows them to inno-
vate rapidly and constantly. For travel companies, commoditization and
brand agnosticism are significant threats; to mitigate these risks, travel
companies need innovative, differentiated business models.

@ GENUINE, NOT JUST GENEROUS

Like their peers in other industries, CEOs of travel companies recognize
customers’ rising expectations related to corporate social responsibility
(CSR) — and 70 percent believe this trend will impact their businesses posi-
tively. However, in terms of investment to capitalize on CSR opportunities,
travel industry CEOs are in catch-up mode. They're planning a 43 percent
increase over the next three years, which will bring them closer to the cross-
industry average.

Implications: Although travel companies have historically considered CSR
as a cost savings measure, some enterprises are realizing its potential as a
growth engine. They see opportunities to solve significant social issues
while creating commercial value. Marriott International, for example, is
simultaneously strengthening its brand and its workforce through a pro-
gram that equips welfare recipients with the skills necessary to gain and
retain a job. The program’s one-year retention rate of 70 percent far



exceeds that of traditional welfare-to-work hires (45 percent)® In
addition to internal efforts to fly “greener,” airlines such as Asian leader
Cathay Pacific have established programs that allow socially conscious
flyers to buy carbon offsets that fund initiatives to reduce carbon

emissions.’

BUILDING YOUR ENTERPRISE OF THE FUTURE

We look forward to learning more about where you think the travel
business is heading — and working with you, as you build your
Enterprise of the Future. For additional information about the IBM
Global CEO Study, please visit ibom.com/enterpriseofthefuture

To discuss these industry implications further, we invite you to e-mail
one of the following contacts:

Global Bing Yeo bingyeo®@us.ibm.com

Americas Brian Goehring goehring@us.ibm.com
Asia Pacific (excluding Japan)  Eric Conrad eric.conrad@sg.ibm.com
Japan Tatsu Watanabe TATSUW@jp.ibm.com

Northeast Europe Goetz Volkenandt goetz.volkenandt@de.ibm.com

Southwest Europe Charles Vincent charles.vincent@nl.ibm.com

IBM Institute for Business Value Maureen Stancik Boyce staboyce®us.ibm.com

ABOUT IBM GLOBAL BUSINESS SERVICES

With business experts in more than 170 countries, IBM Global Business
Services provides clients with deep business process and industry
expertise across 17 industries, using innovation to identify, create and
deliver value faster. It offers one of the largest Strategy & Change
practices in the world, with over 3,250 strategy professionals. The IBM
Institute for Business Value, part of IBM Global Business Services,
develops fact-based strategic insights for senior business executives
around critical industry-specific and cross-industry issues.
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