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Abstract .

Travel agents provide an essential range of air tréﬁel
marketing services which result in 1érge commissionfexpenses for
air carriers. Comnmission expenses have risen to such an - extent
that air transport analysts and others in Canada have cpenly
criticized remuneration policies now im ~ practice. They have
guestioned 'uhetber:'thev¢x;avelling public’iS‘receivinq_a full
value for the commissions wﬁich travel agents receive; they have
cited Trising commissicn expenses as evidence of econcnic |
inefficiency Mithin~thévair.travel marketing systenm.

The =role which the travel agent plays . in the airline
industry is described taking into consideration travel agenfs,'
air carriers and air passengers. Relevant background information
related to the travel agent remuneration issue is presented by
describing issues affecting the ability of indepemdent agencies
tc provide travel services.

This ihesis approaches . the travel agent remuneration-
problem using policy analysis to select a remuneration schenme
which will best satisfy a select listv of objectives. The
objectives : used in the evaluation of . remuneration schemes
include service objectives such as retaining travel agént
impartiality, ecomomic objectives such ‘as implementing the "user
pay" philosophy, political objectives 'such as avoiding obvious
cross ' subsidization of different. user groups and "regional
development” objectives such as providing adequate servicé
levels to small communities.

Description of developments in issue areas including: travel

agent  iandustry entry - requirements, competition fer market



segments and the introduction of electronic reservations systenms
tc. travel agents is presented-in order to ketter understand  the
likelihcod ‘of remuneration schemes achieving objectives.

Three basié - types of rémuaeration alternatives, aetxfafe,
uniform'gomhission and incentive - commission are considered.®3
Both requlated and wunrequlated incentive conmissions are’
analyzed since their impacts: vary sigmificantlye. “The ° regulated
incentive coéﬁission alternative 1is selected as the optimal
travel agent remuneration scheme. The selection of this
alternative.fesults in afcompromise between the full achievement
of the,varioué objectives.-vnder.this alternative, the benefits
and costs of requlatory -involvement in. the  setting of

remupneration levels are assured.

83The net fare remuneration alternative may be defined as a
marketing scheme where travel agents receive no commission on
ticket sales instead, a service fee is charged. Under a uniform
comeission © payment scheme, all travel agents receive the sane
percentage commission payment. Incentive comrissicns cffer
travel agents financial ‘incentives for high volume sales cr for
sales to particular destinations.
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CHAPTER 1 INTRODUCTION

1.0 Introduction

There is little doubt that:travel-agents play am essential
role in the airline dindustry by providing services tc¢ air
travellers. The airline-iﬁdustry has relied upon the services
cffered by  the travel agent industry because of the numerous
advantages which an independent chanqel of distribution .has in
comparison with airline-owned channels of distribution.

The traveller «contemplating £flying from New York City to
Chicago is faced with choosing frcm among 6 differeat carriers
and 75 direct flights as well as numerous connectiﬁg flights.?
Individual carrier's city ticket offices tend to a large exteant
to enphasize the sale of their own air transportation product
while deemphasizing the sale of competing carriers.  The result
for  the.passenger may be a lcnger ttavel-time than is necessary
because a - carrier with an 1indirect routing  is selected.
Therefore, a lower level o¢f customer service results.. In this
situation, the unbiased consulting services provided by the
.travel agent can eliminate delays and provide air : travel-

services in ‘a more convenient manner. .

1pfficial-Airline -Guide-North-American: Editien, Oak Brook,
1llinois, Reuben H. Donmnelley, November 15, 1977, p. .274.




Travel agent services are particularly important in the
international sector where +travellers are generally less
familiar with the variety of transportatioa, acccomnmodaticn and
other travel services offered. Consider, for example, the case
of the family travelling abrcad on a 1limited - budget. The
individual travel agent is much nore likely to present . lowféost
alternatives to the traveller than ®would an airline selling its
own services. Similarly, the travellagent ¥will most 1likely be
familiar with alternate modes of tramsport providing a different
range of services but frequently deemphasized im airline =sales
offices;.

Thorughout the analysis of problems confronting the - travel
agent:inaustry presented in this thesis, one should bear in mind
that travel agents, in the context of the airline industry are
by definition appointed sales representatives which serve as
channels of distribution; they do not prcduée transportation
servicés rer se, but rather, serve as sales intermediaries,
receiving a commission for the services which tley provide their’

clients.

1.1 Thesis Obijective

. As a general frame of reference, a multi-facetted approach
. bringing into consideration consumers, travel ~agents, air
carriers and government regqulatory agencies is taken in
examining the changing role of the travel agent im the air
transportation industry. More specifically, the objective of the
pages which ' follow 1is to select:a travel agent remuneration

pclicy for Canadian travel agents which is in the lcng-run . best



.interest  of the travelling public. A subsidiary objective is to
evaluate the need for requlation ofrthe travel agent :industry in
order to retain desirable éttributes aésociated with the travel
agent industry. .

In order - to achieve this, present airline-travel agent
remuneration policies are'desc;ibed; alternatives are generated;
and analysis of ‘the costs and benefits and the impact of each
alternative is studied. Finally, an alternative is selected and
- presented as a suggested pclicy change for implenentation}hy the

Canadian Transport Commissiona.

1.2 Limitations And Assunptions

There are primarly two major limitations tc¢ the degree of
comp:ebensiveness of this thesis. First, the analysis of
probiems limits itself to considering. the usefulness ¢f travel
agents in the airline-industry. Although the non-air modes play
a significant role in the travel ageat industry, a recent study
revealed that 37 percent of the total dollar volume of travel
agent sales wés derived from non-air mode sales.2 Secoad, the
focus of attention of ‘the anaiysis presented is upon retail as
opposed to wholesale travel agents. The involvement of airlines
in .faur vholesaling through . the owaership or contrcl cf
wholesale travel agencies is dealt with in a tangential fashion.

it 1s assumed that the impact of rising ccmmpission leyels

in Canada shall be similar to the changes which have resulted in

2 Louis Harris amd Associates,  The-Character-and-Volume. of-the-
United States Travel-Agency Market, New York, N.Y., Ziff-Davis
Publications, April 1977, p. 10.




the United States. However, due to diffences in characteristics
of both the travel ageant and airline industries, - primarily
related to size differences, this. is not necessarily true. in all
respects. One should bear this »in mind that this . thesis

considers policy alternatives in a Canadian setting. .

1.3 Benefits And Costs Frcm'Travel Agent Services

- penefits And Costs For-The COnSuBers-

As of 1977, there were nore:thaa 2,000 tour operators and
travel agents providing conveanient locatioas tc¢ clieats in most
Canadian conrmunities.3 Convenience in location  and the
associated one step shopping are two attractive features shich
travel agencies as small businesses offer.the'travellingapﬁblic.

Uniform commission structures have been develcped in corder
to ensure the unbiasedness of ‘the travel :agent in the selection
of carriers. For exanmple, uander the 1977-78 commission structure
prevailing in Canada, a 7.5 per cent commission paid on domestic
ticket sales by both Air Camada and CP Air, it was in ;he best .
interest of the agent to select the flight which is most
ccnvenient for the customer.

As small business concerns, travel agencies are in a better.
position than airline owned «city ticket offices to provide

clients with personalized travel consulting  services -vhich

3The number of travel firms im Canada during 1977 is drawn from
“"The Big Business of Travel,"  fThe Financial-Post, March 26,
1977, p.1-1.



extend much further than merely bcoking a seat on a flight or
making é hotel reservation. Consumers of air travel services
benefit from thé:specializatioa-ef travel agents intc various
market . segments such as the commercial travel or the ethnic
narket segments.

‘0f course, the service benefits obtained by consumers from
travel agents are not obtained without incurring a - cost.
However, providing a precise answer to the guestion, "Who pays
forvthe services performed by the travgl agent?" is not‘easy-to
doc. The impact of travel agent costs depends upocn the kargaining
pOWEr of the participants in  the  airfare comnission
determihation process. If carrier conferénces succeed is passing
the cost of high commission rates along to users in the.form of
higher airfares, then it is clear that the services cffered by
travel agents are not, in fact "free" from the coasumerﬂs' point
of wview., ¢n the other hand, if commissicn  levels rise but a
strong reqgqulatory body 1is able to restrict increases in
airfares, then, ceteris paribus, airilines will-for-theimost part
earn lower profits. Similariy, assuming that ‘' the cost of
providing services would be greater.withont the +travel agent,

there is no real. cost associated with the use of travel agents.

Benefits and- Costs for -the Airlines-

Another key benefactor frcem the services performed by
travel agents is the air carrier. The rationale underlying the
reliance upon travel agencies is essentially founded upon the
telief that it costs the carrier less to market its product.

through an appointed agent than what it would through city sales



offices. <Clearly, it would be ecOnomically:inéfficient.for each
carrier to establish as many ticket ountlets as there are retail
travel agencies. Even if each airline established only a modest
fraction of -the over 14,000 agencies preseantly approved by
United States <carriers, -marketing costs would be much greater
than commissions which are presently paid.*

:The fact that airline managers are highly concerned with .
minimizing travel agemt comnission:.expenses while at  the sane
time pro?iding adequate customer service levels should also be:
kept in mind  when analyziné, the remuneration. alternatives

presented in this thesis.

. Benefits and Costs for the -Owners:of Travel-Agencies-

The most obvious beneficiaries from the services offered by
travel agents are the sharehclders and proprietors of individual
business enterprises.

" Recent Air Traffic Ccnference statistics reveal that -in the
OUnited States, sales per location rose at a compound rate of
approximately 8% during the pericd fron 1969 to 1974,  a period
whes the number of travel agency locatioas was increasing.S
Evidence of the increase in travel agent sales per locatiocn is
revealed in Exhibkit 1. It should be kept in mind when evaluating
this data that travel agencies are  generally composed of a

nunker of sales outlets, hence total firm earnings would be

avTravel Agent Commissions Reach  $1.44 Billion in 1976,"  Air-
Transport World, October 1977, p.32.

SAir Traffic Coanference of America, "Travel Agent Commission
Structure," Washington D.C., 1974, p.3.



greater than sales per outlet.

Exhikit 1.

United States Travel Agent Sales Per Lccation

Thousands

Year- - Of Bellars-- Index-

1869 299 100.0

1970 318 106. 4

1971 330 110. 4

1972 358 . 119.7

368 123.1

1974 432 ' 144, 4

Source: Air Traffic Conference Of America, "Travel
Agent Commission Structure", Washington D.C., 1974,

p-3..
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Recent data drawn from a Canadian setting . indicates that
the average agency produces $960,000 to $1 million in sales
annually with net earnings varying widely from 0 tc about 4~
percent of gross revenues, the average being around 1 percent.®

Fringe Dbenefits such as instructional tours and reduced
transportation fares attract  many individuals to ‘' the .travei
agent . . industry, an industry which  has generally been
characterized as having long working hours and relatively low
.pay. The fringe benefits which travel agents receive are
frequently untaxed (and thus all-the-more attractive), reflect a

relatively low cost to the airline industry in comparison with



CORBE1SSion expenses.

1.4 Outline Of Remaining Chapters

Chapter 2 describes existing commission remuneration
procedures, generates alternative compensaticn schemes and
presents the advaamtages and disadvantages to interested nparties
of the various alternatives.. The three chapters immediately
fcllowing Chapter 2 are concerned with separate problems - facing
the travel ageat industry resulting from envircnmental: changes.
Chapter 3 reviews the history of travel ageant: B legislaticn and
evaluates 1its impact upon. carriers, travel agents aad the
public. Chapter 4 considers unique services coffered Ly travel.
agents to particular segments of the travel rindustry such as the
ethnic and commercial travel markets. The fcllowing chapter,
Chapter 5, considers the impact of :technolocical changes upon
the retail travel agent industry,,;n«particular.-the.advaﬁtages
‘and disadvantages for consumers, carriers and travel agents of’
the introduction of electronic reservations terminals to the
industry is dealt with. In Chapter 6, the impacts of '‘the various
remuneration alternatives upon travel agents, carriers and the
travelling public are evaluated and one remuneration scheme. is
selected as the most desirable given a select set of objectives.
The method of selecting these objectives plays an integral 'role

in analysis of the commission issue presented in this chapter.

6"licensed Leisure", The Financial Post,; Supplement cn the
Canadian travel industry, March 26, 1977, p. T-2.




CHAPTER 2 TRAVEL AGENT BEMUNERATIGN APFROACHES

2.0 - Domestic Commissions

In the United States, the federal agency which‘regulates
the commissions which travel agents receive on ticket sales is
the  Civil Aeromnautics Eoard (C.A.B.). This regulatory body
requires that all commission structures for sales of air .:travel
services originating in the United States be filed with the
Board. Under this system, carriers are free to pay.travel agents
whatever commission they feel will maximize profits provided
that it is filed with the governpent agencya.

In Canada, the regulatory.situatioa~concerning-commissions
is somewhat different. The Canadian Transport Commission's Air
Cerpittee  1is not required to approve commission structures even
though it reserves the right to disapprove of comrmpission
structure chaagesnwhich may, in its.view, be detriﬁentalrto.the
survival of ‘the airline industry. An example of the exerting of
the regulatory power of this  body occurred in 1977 when Pan
American World Airways attenpted to intrcduce  incentive
comrissions to Canadian agents but was prohibited from doing
SCe 7

The result of this situation has been that the two major

7 vpan Am Cannot Offer 1Incentives +to Agents Here",  Capadian-
Iraved. .Courier, October 7, 1976, p. 1.,
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Canadian: carriers, Air Canada and CP Air, as well as the
regiocnal carriers have followed the ccommissicn structure
established for U.S. carriers with respect to domestic and
transborder  travel; the latter of which is generally defined as
travel between Canada and the United States. Aside: from reasons
of - competition, the major reascn .for this is the requirement of
the Air Traffic Conference of America {ATC), +that . member
airlines ‘follow the same commission structure. Ome should: note
at this point that Air Canada and CP Air are associate ﬁembers
of the ATC.

As of April, 1978, domestic commission structures were the
same for both Air Canéda and CP Air. This commission structure
which 1is shown in ©Exhibit 2 provides agents with a monetary
incentive to sell transportation services incorporating services
in additicn to air transportation from point A tc point B.

Ope must differentiate between the various tours which pay
different commissions. The ATC defines four different tours:
advertised air tduré, convention air - tours, independent air
tours and incentive air tours.® As of  April, 1978, advertised
and  indepeamadent air tours offe;ed travel agents an 1% . percent
commission whereas incentive and conventicn tours offeied cnly a
10. percent commission.

Advertised and convention air tours are package - tours and
must.include air trapnsportation as well as one additional travel

related component such as ground transportation, hotel

BAir Traffic Conference of DAmerica, Trade. Practice- Mapual,
Rescluticn No. 806.15, December 31, 1975, p. 19.
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accompodation or a sightseeing tour. Independent air : tours are
prepaid tours including travel to two ncn-contiguous North-
American: cities or localities. The agent must advertise and make
prorotional efforts in order to .gualify for the independent tour
compissicn. Incentive tours are comprised of circle trips as
well as other accommodations and tourist related activities. In:
order to gqgualify for incentive commission rates, such tours nust
- be promoted with printed promoticnal :literature.

The rationale underlying differential commissiocns for  the
various tours stems frcm the helief -of the conﬁerence that .
agents:should receive greater compensaticn for sales  which are
more expensive to service.

Due +to the economic incentive for travel agents to seek. to
increase the ratio of revenues retained over : total -‘sales
revenues, +the tendency to claim that ticket sales ‘qualify for
higher tour commissions was Teported -to have increased rapidly?®
especially:before~the widespread use of differential:commissions
in the international market. This could be expected as the
revenue '‘altering variables ﬁhiph.retail.travel agents may alter
are rather 1limited. Moreover, from the individual firm's point
of view, there is a substantial .differeace between the previous.
corpission level of 7 percent and one of 10 or 11 percent. .

Conmission levels for domestic air transportation in Canada
and the United States have remained relatively non-competitive

over the last decade because of the strength of the ATC and

9Interview with Phillip Morgan, CP Air IATA representative, March
15, 19717.
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because the appropriate requlatory bodies have nct rejected
ccmrission rates filed with +them. “Some concern has Dbeen
expressed . by the domestic carriers that the commissicn rate
phencrenon which has developed for @nternational ccmmissions
#will spread to 1include domestic commissions as well, thereby
p;eciyitating* increased marketing costs to the domestic
airlines. The similarities betveen an.:open rate situation for
domestic commissions and an open rate situation for .
international commissions are significant. Indeed, if the open
rate were allowed to spread, +the profitability of domestic
carriers would most likely be reduced given the high variability
of ccmmission expenses as a percent of the total operating
expenses. 10 The costs and benefits of the opem rate commission
situation as well as a viey as to whether :regqulatory control of
compissions is in the public's interest shall be preseated in

the latter part of this chapter.
2.1 Commissiogs On International -Air Transportation

Conference -Ticket-Clearing-Procedures-

The Internmational Air JIransport Associaton - {(IATA) bas
designed a set of procedures which it calls the Agency Programme

in crder to ensure- that all agency outlets are ‘“competent and

10Fvidence of the relative importance of . increasing commissions
to the. ATC member carriers is revealed in 1977 Air Transport
Association of America statistics. Over the period from 1§75 to
1976 passenger traffic commisions representing 4.9% of operating
expenses increased by 17.7 perceant while labour costs increased
by only 10.4 percent. Aviation-Daily, January 10, 1977, p.é63.




ethical  organizations capable of providing

dependable service to the public?,11

13

accurate and

Exhikit 2

CP Air
Dcmestic Schedule 0Of Commissions For Air Traasp
Originating In The United States

Conmission On Domestic Canadiam And
Transborder Transportation

ortation

Charter Class Hawaii
Fares
Charter Class Canada
Fares
Family Plan . Fares
7/30 Day Excursion
Fares
30 Day Excursion Fares
- Discover America
Excursion Fares
Extraterritorial Trips
Group Fare Travel
Disccunt 20~-Air Travel
North America
All Other Domestic/
Transborder Fares
Charters
Advertised/Independent
Air Tours
" incentive/Convention
Air Tours

10

Nd~d o o [soles]
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The specific reguirements of IATA concerning

117, Brancker, IATA and #hat-It Does, Leyden, The.
1977, p. 60.
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requirenents shall be examined in Chapter 3 which - is ccncerned
with industry regulation.

one of the primary reasons for the founding of the Agency
Programme was to prevent agencies fron discounting ~ fronm
established ticket price by splitting: their commissions with
customers. The carriers felt that in - the laong-run, it would be
in - the interest of +the public to establish regulations wshich
forbid member <carriers from paying commissions to non-IATA
a¥broved gravel agencies. Efforts on the part of IATA to foster
an. industry characterized as financially statle and-prcfessional
in character have been thwarted toc a certain extent by ageats

who-lend their ticket stock to non-IATA approved agencies-,

The IATA Eank-Settlement 2lan-

A payment settlement plan created by IATA establishes a
central:- clearing house for payments of IATA approved . travel
agents to member <carriers. These. clearing houses (which are
typically commercial banks) : allocate the receipts +to the
appropriate . airlines. The utilization of financial
intermediaries is more efficient .than a system which weculd call
for each carrier "to remit payments to eaqh of a numbker of
carriers.

The advantages of this system which accrue to . the travel
agent include simplified repcrting and remitting procedures and
the centralized issuance and control of all sales documentation
and the automatic replenishment of ticket stocks. Similarly, the
air carriers benefit from the “lower <cost of the system as

ccmpared with what would be the case under a system which
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ccllected from each travel ageat separately. Annual ticket sales

handled by the system reached $1.1 billion in 1877.12

The-International Travel Agent Remuneration-Conflict-

Traditionally, IATA has played an imstrumeantal role in the
establishment of agreed ‘upon . comhission. structures for
international air transportation. International:commissions have
generally been somewhat bhigher :ithan those paid ea-domestic-
ticketrsa1e§.13'Tbe primary - reason . for ~ this stems from ' the
conference belief that travel agents devote pore time and - effort
in assisting and planning an individual®s journey abroad tkanm. is
required ©+ for a shorter domestic. journey, which is an allegedly

_less éomplicated matter. Although this reasoning was .quite: valid
in the earlier days in international air  +transportation  when
cnly the affluent could afford;the*luxury of imternational air
travel, one wonders whether the difference between international
andtdomestic_comwissions, at least before 1875, was ©not a
vestige from the past.

With the rise of the-excursion fare and the emergence of
cha;ter flights, especially oﬁ- the North Atlantic, amd the
increased frequency of travel in that market and more
importantly the increased access to. international air travel to
a wide 'cross section of the. public, the arqument for a

difference between international and domestic conmmissicns no-

121bid., pe 63.

13pgents do not receive international commission rates for . sales
on, transborder flights ©between Canada and the U.S. Such sales
receive renunerationat a special transtorder commission level. .
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longer 1is very convincing. There appears to be no indicatioﬁ‘
that the industry shall adopt a blanket or uniform commission
level., Indeed, the opposite appears: to be the trend taking hold.

The interpmational commissicn structure prevailing. up until
April of 1975 offered travel agenté;in Canada and the Uniied
States 7 percent on international peint-to-pcint ticket sales
and 10 percent on the sale of  inclusive +tours. However, this
situation - could not endure forever. Following the phencminal
growth patters of the airline industry in the 19607s and .- the
introduction of . numerous technoclogical. advancenents tc the
industry, most carriers were prepared for ccntinued strides
forward im -the 197055-,Industry economists and management faced
grave difficulties in meeting .the demands on their ozganizqtions
inflicted by environmental:changes'such as spiriling - inflation,
the Yenergy crisis® and a leveling off of demansd for air travel-
.in many markets. One should also recall that these.chanqes-'came
akout at a time when most carriers had expanded capaci;y by
entering the wide-body era in anticipation ofA future .t#affic
grbwth.;-&he upshot of this - situation was that individual
carriers became tempted to alter commissions, one of the
marketing mix variables mnot directly requlated by government
agencies. The p:actice of rebating passenger fares to agents and
offering commissions higher than those ‘agreed upon by conference
requlations became widespread in the early 1970's _due +tc¢ the
shoert-term benefit of increased traffic. .

The wide variety of compensation schemes and overrides
offeréd by carriers to agents were not required to be filed with.

the Civil Aeronautics Board at that time. Thus, from a conpetive
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point of wview, it ©became exceedingly difficult for the
individual international carrier. to keep track of the
ccocmnissions offered Dby each.  competitor on each route.. Ehe
situation - progressed in such a manner until Pan American World
Air'vays announced inrépril of 1975 that it would no longer abide
by IATA rules concerning commissions because other carriers were
offering illegal discounts, rebates and %kickbacks.  Instead of
following the clandestine course which much of -the industry had
taken, Pan American developed the volume incentive commissicn
plan and began openly paying a 3 percent override for all sales
in excess of 90 percent of the business each agent supplied Pan
American inm the comparable month of the previous year.1?

The rationale underlying the denunciaticn o¢f the IATA
cennrissions is found in exerpts from a letter by William T.
Seawell, Chairman of the Board of Pan American to the Director
General of IATA. Pan Am's actions touched :off an open rate
cemnpission situation which has had sigaificant ramifications for:
airline-travel agent relatioms. The course of acticn Pan An
chose to take as well as  the reasons uaderlying the major
interpational carrier?s decision are evident in the following

compunique:1s

1evpgent Commissions Stir Concera", - Aviation Week-and Space -
Techmoloqy, April 14, 1575, p. 2t.




It is common kncwledge that IATA commission
resoclution are being widely ignored.
Business controlled by agents has beccme, to
a significant extent, the subiject of
competitive -bidding of various airlines. The
proklem has become most serious in recent
weeks as traffic levels have declined and as
carriers have sought . to f£fill . enopty seat
capacity. Viclators have found comfort in
the fact that IATA does not or . cannot
enforce its resclutionNSaee

The present viclations discriminate against
those airlines and agents who have sought tc
observe resolution. The impact on Pan Am has

18

become most serious..., We cam 0o lomger

explain to our stockholders, creditors, and
employees why Pan Am?s - position should be
eroded through adherence to standards that
others 'successfully ignore.

Given the fact that Pan Am cannot afford to
observe resolutions that no longer exist in
practice, Pan Am must choose between -oining
secretly others . in violating these

resclution or of meeting the situation.

publicly and honestly. ¥e are comvinced that
it is best for the travelling - public, and
travel industry and IATA to bring this
matter into the open and to deal with it
directly. :

We have <concluded +that the soundest and
least disruptive course of action 1lies in
denocuncing the agency resolutions... The
commission rescluticns are being breached
consistently and extensively by an
increasing number of subscribing carriers
who are unfairly profiting from Pan Am?s
good faith adherence. IATA, which is charged
with enforcement, is upable or upwilling to
CAarrry out 1its assignment. Givem these
facts, there is no reason why Pan Am should
continue to regard itself as bournd.

Management at Pan American succeeded :in achieving the

objective of drawing attention to the badly: needed reform of the

15United

States, Civil Aeronautics Board, MWIATA

Ccncerning Agency Matters—-Uniform Commission Rates",

28672,

March 15, 1578. pp. 3-i.

Agreenents
Docket No. .
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IATA conmission resolution. Moreover, they vere successful' in
expasing the weakness of the conference'’s compliance. grocedures
which are supposed to be designed to eliminate carrier and
travel agency viclations of IATA resolutions. The actions of cne
carrier could not, of course, dgo unnoticed. Other carriers -
including CP Air, British Airways and Trans ¥#World Airlimes
fcliowed suit and gave notice of rescission of agency commission
resclutions; shortly thereafter, they announced new variations
to their own commission structures.

Carriers reacted in a variety of ways. British Airways was
reported to have offered U.S. agents a straight cash bonus for.
any ticket sold inmcorporating its route network... Iberia, ' the-
Spaﬁish .national carrier, increased its compissioas tc 10
percent o¢n- all sales.1% Trans Worlid Airlines announced an 8.5
percent cemmpissicn on certain TouUtes. -

IATA responded to the Pan Am proposal by augmentiag the
overall 1level for international point-to-point sales from 7
percent to 7.5 percent. One nmust kear in mind the estimate by
tfavel agency. organizations that a 1 percent increase in
commissions ~would cost airlines  approximately $165 million .
annvally on a world wide btasis.17?

Rulings of the U. S. Civil Aeronautics Board concerning

18R, K. Elingsworth, "Pan Am Inflexible on Agent Fee Reform“,
Aviation Week-and Space Techpnoleqgy, June 23, 1975. p. 23.

173 survey of 27 carriers representing 51 - percent of sorld.
airlire> passenger traffic revealed that - agents generated sone
55% of all passenger revenues. Assuming world airline revenues
of $30 billion, a 1 % increase in commissions would cost world
airlines approximately $165 milliom amnpually. Op. Cit., Air-
Transport -World October, 1977, p. 32.
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compission levels have had a significant‘impact.upon the airline
industry and in particular upon the relationship between travel
agents aad air carriers. Subsequent to Pan American's notice of
rescission of IATA commission resolutions, the C;A-B..issued a
notice requiring all carriers, bocth American and foreign, to
maintain a filing for public disclosure, reports of all-
comgi;sions and other compensations paid travel agents for
services rendered. The agency alsoc established requlaticns which
forkid . carriers from <compensating travel agents and tour
wholesalers at levels not on file with the Boafd..Althogqh this
move facilitated the efforts of carriers - to keep track of
competitiVe-commissidn levels, ‘it did not result 'in the Bgard's

acceptance of a conference commission structure agreemeant.

2.2 Open Rate Commissions

An . open rate situation has prevailed on  cemrissions

received by U.S. travel agents for international  travel

originating :in the United States since the abapdonment of IATA
commpission .resolutions by Pan American .

Canadian carriers which serve internaticonal markets have,
tc somne extent, been able tc 1isolate themselves frcem the
escalating ccommission levels in the United States. The threat of
the diversion of traffic to D0.S. . carriers has been -suppressed by
the prohibition maintained by the Canadian Transport: Commission
regarding the payment of higher commissions to Canadiaa travel
agents. For exanmple, 1im October. of 1976, Pan: American‘ ¥as
reported +to have been prohibited from paying commissicns above

the 8 percent/11 percent lievel which Air Canada and C ¥ Air
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maintained ‘as their internmational commission stracture.ls

Nevertheless, it is apparent from interviews with ' travel
agents and reports in industry publications that agents have
deyised nethods of circumventing C.T.C.  regulations in . this
regard. One approach utilized in obtaining higher commissicns is
fcr - the . Canadian agency to make sales cn the intermational .
ticket stock of an- affiliate aqency in the United States.
Another approach which has reéently'developed, is the payment of
illegal . overrides in the form of additional tickets on carriers
for which néipayment is méde to the issuing: carrier. This_ form
of override. payment came to the attention of Revenue Canada
inspectors who were concerned that agents were nbt repcrting
tickets as income.19 The above situations exemplify the

~significant extraterritorial impact of U.S. requlatory agency
decisions upon the air transport imdustry in Camnada.

The open commission rate situation has attracted a great:
deal of attention both within the travel:industry and frcm the
public as well. One might attribute this interest - tc the
dramatic - change in commission levels over the past five years,
where pricr to 1975 agents were earning 10 percent ~commissions
on sales of group tickets on the North Atlantic as ogposed.td
the 25 percent level of commissicas which British Airways was’
repcrted to be paying im February of 1977. Exhibit 3 iadica{es

the heterogeneity of commission rates prevailing for U.S. travel

18%pagn . Al Incentives Prohibited“; - Canadian-Travel Cetrier,
Octcker .7, 1976, p. 13.

isv%Revenue <Canada Investigate Illegal.Rebates",LCanadianfgmavél¢
Courier, March 9, 1978, p.1
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agents selling international air transportation .at the same time

that the 25 percent British remuneration level was iepétfea;,

Exhibit 3

Selected International Comnission Levels-Fekruary 1977
- E

Airline- - Conmissicn - Level-
Aerclineas Basic Rate 10" To 11 Percent
Argentenias

Air New Zealand Group Overrides To Selected Agents

O0f Between 10 And 15 Percent

Air Siam 30 % On Individual Tickets; 41 % Cn
Group Sales
Alitalia 23 % For Milan Or Rome  Bookings:

3 % Override For Tours _
Override 0Of Between 3 % And 17 % To
Selected Agents

British Airways

E1l Al Incentive . Payments T0O $60 Cn
Individual Payments

KLY Overrides Of Between 2 % And 8 % .

Pan American 23 % Conmmission On Certain Routes

THA ' Paying A Variety Of "develcpmental®

Commnissions

he G — G o W - G — - ——— - — - i o w— ]

Source: R. K. Ellingsworth, "Agent Commissions Stir Concern",
Aviation -Heek  And -Space Techneleqy, Februvary 14, 1877, 2. 23.
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- The open. commission situation has aptly been termed a
"commissiop‘ﬁar" by industry observers because of the dramatic
increases 1in sales which are possible in markets with a high
proportion of sales through travel agents.

The United States-Italy market is a case in point. At the
beginning of 1977, Alitalia, the. state-ouwned Italiam flag

carrier, introduced. higher ccmmissions on +the VNorth Atlantic.
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The airline offered to pay agents an .additiocnal 15 percent wover
and aktove the standard 8 percent offered '5§ 'hdst” éarriers.zo
Morecver, an additional incentive override of 3 percent uas-
cffered for itineraries including tours. For " the travel agent
deciding upcn a carrier for a New York-Rome passenger, the
$348.22 commission offered by Alitalia on-a $1,514 round-trip
first class ticket was more attractive than the $148.69
ccmpission offered by TWA. Although this is an extreme gxample.
it does point out the effect upon the impartiality traditicnally’
asscciated with the travel ageat.

A summary of conpetitive ca;rier. passenger copmissiocn
filings with the U.S. Civil Aeronautics Board is presented in
Appendix 1. From this data, one: observes not ogly the - wide
diversity of group overrides and volume incentives, but alsc the
type of performance and sales patterns which iadividualfcarriers
are  attempting to foster. Average commission 1levels have
increased substantially since the introduction -of open
comeission étxuctures-_ Although conference requlations forbid
the discounting of airline  ticket prices by sales
intermediaries, bigher commissions on highly competitive routes
have resulted in increased témptation for +travel agents to
indulge in illegal, fare discounting- in order - to remain
competitive. The passing omn of ‘lcwer ticket prices to‘énd users
is an economic phenomenon which one would  expect: under’

conditions typified as having a great deal of competitier and

2o0vpirline Commissions Go Sky High", Business-Week, February 7,
1977, p.31
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linited government or conference control.

In . Japan, where the Japanese qgovernment eventually stepped
in, the commission situation developed to a point where airlines
were reported to be keeping as little as half of the - published
ticket price.2' Travellers were able to shop-arcund among travel

agents for the lowest price.

243 -The Impact Of Rising Commissions On Industry étructnre

Open-raté»commissions have had a siqnificasnt . impact upon
the  travel agent industry,vupcn the way thé travelling public
views the industry and upon the industry's relationship with the .
airlines. .

Evidence of rising ccmnission expenses facing U;S..carriers
providing international service is presented in Exhibit 4. The
period, 1974-1€76 ' coincides with the .deterioration of the IATA
cocmmission resolution previously refered to.,

Important changes which are revealed include the following:

{1 From 1974 to 1976 commissions ~paid by
U.S. carriers for sales of international .
transportation soared 65.9 percent from §$133.9
million to $222.2 million.22

- {2) . The recent augmentation. in iaternationdl
commission expenses is revealed by the fact that
the two year increase was $88 million while the
increase from 1960 to 1974 was only $87 million.

21"How Discounts Bleed the Airlines", Business-Week, June 23,
1975, p. 116. ‘

22 pjir-Transport -World, op. . cit., Oct. .1977.
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{3) - The ratic of internatiomal commissions over
passenger revenues increased dramatically fron
6.31 percent in 1974 to 9.22 percent in 1§76.

Rising commission costs have contributed to the lowe:‘after
tax earnings of major air <carriers as have higher fuel and
labonr 'costé. Operating statistics preéenteé'ih Exhibit 5 for
all services of Canadian carriers reveal a dramatic increase in
traffic conmissions from 1974 to 1976. Rising marketing costs
such as these have undoubtedly contribqted to the poor -
profitability picture of the two Canadian  carriers ‘during this
rericd.

‘IATA officials have argued that open cormissions and price
competition in general result in the deterioration of the image
of the air ' travel industry. . However, - one would nct expect
support  for increased marketing costs from the organization
representing the air carriers. With regard to <chaanges in the
structure of the travel agent industry, under an open ccmmission
structure it ‘appears highly plausible that increased
concentration would result because of the economic attraction of .
cffering large volume agencies mcre advantageous arrangements.
In the past: the industry has been characterized by easy entry
and steady growth. An c¢n-going study of the travel agent
.industry revealed that at the end of 1976, there mefe
approximately 12,240 conference-appointed agencies in the United
Stateé, an increase of 83 percent. over 1570. .  Moreover, the
annual dcllar volume: of sales increased at a substantially nmore

rapid pace, rising 198 percent frcm 1970 to 1976, an increase of
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$9.9 billion, from $5.0 to 14.9 billion.23
However, otlier :statistics tend to 1indicate an  increased
market share being captured by the larger agencies. Over the

same period of time, the growth .¢f small travel agencies - was

only 19 percent while medium sized ' agencies increased 136 :

percent and large agencies 114 percent.24 The sape study also
indicated that the dollar volume of sales for individual small
agencies ‘actually declined betuween 1970 and 1976. This tco is
indicative of -the trend toward concenttation- of sales in the
darger agencies

One must, however, be careful not to draw hasty conclusidas
regarding the cause of industry concentration at the top. Open
rate and incentive commnissions are not the scle causal factors
ccntributing to the dominance of the larqge agencies. Indeed,
revenues earned from international air .travel ccekissions only
account for approximately 25 perceant of the sales volume which a

travel agency procduces.

23 Louis Harris and Associates, . The.Character-and-Volume:ef the -
the U. -S.-Travel Agency Market, Ziff-Davis, New York, ' April
1877 '

24gpall agencies are defined - for analytic purposes as those

having annual sales of less than $500,000; medium sized agencies
have sales between $500,000 and $ 1 million; large ‘agencies have
annual sales greater than $ 1 million.



Exhibit 4

International Travel Agent Commissicns
Paid By United States Airlines
1874-1¢76

18974 1975 15§76

he -

h-—-n—-—qn
b -l

Aneric. 7.86  6.11% 10.35 6.62% 15.21 7.52%
Braniff 6.05 5.89 7.98  7.60 5.23 7.97
Eastern 13.43..5.72 15.41 5.96 16.87 . 6.14
N.Hest 6.50 4.63 13.11 8.42  36.12 18.81
Fan Anm €8.27 6.97 83.60. 8.27 101.8 9.82
THA 28.27 6.36 31.91 7.15 37..66 7.73
Western 145 4.17 213 6.03 2.41 6.68

Total 133.91 6.31% 166.72 7.49% 222.25 9.22%
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1, 3, 5,"Comrissions Paid To Travel Agents In $milliomns. .
2, 4, 6nconnissions As A Percent Of Airline Revenues.
Scurce: United States Civil Aeronautics Board In

"J.S. Airline Commissions Jundp In 1976%,
Air Transport Korld, October, 1977, P.34.
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Exhibit 5

Travel Agent Commissions
Paid By Scheduled Canadian Carriers
1970-1576

‘Traffic Commissions- _{$Millioms)-

1970 24.93
1971 ) 26.16
18972 32.26
1973 ' 37.00
1974 48.79 -
1975 58.¢7
1976 68. 17
Source: Statistics  Canada, - Air-Carrier-
Financial-Statements, Cataloque

51-206, 1970-1576.
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4 "lcgical arqument concerning the loss of the imgartiality:
which is characteristic of the travel agent has keen - put forth
by opponents of open ccocmmission structures {the primary members:
being the air carriers). They argue that - when non-uniform
ccmpissions and incentive payment schemes develop,. travel agents
no longer offer impartial advice.to travellers vis-a-vis carrier
choice. . Moreover, by acting as agents of their principals, the
air carriers, proponents of UQifofm ‘commissions, have argqued
that ' travel agents have an ethical obligation to represent each
of the principals on an equal Fasis; under ncn-unifcrm 1ates

travel agents, motivated by the econonmic incentive, direct



traffic to those carriers offering the higher ccmmissicn.

Alternatively, suboptimal bocking, {i.e., selling space on
a «carrier which does not necessarily provide-tﬁe passenger ®ith
the optimal service characteristics available from the nmarket),
would not anecessarily c¢ccur because the short-term additional
revenues earned from diverting traffic to.carriers paying hiﬁhe;
conmissions might not be as great as the goodwill loss caused by
suboptimal bookings. Nevértheless, the reliance upon the: advice
of the travel agent is particularly important in the case of
international air travellers who are less familiar .thén their

dcmestic counterparts in the  choice of carriers and gateway

cities.
The deterioration of the previously homogeneous
international commissicn  structure and the subsequent

develcpment - of an open conmission situation have caused
regulatory officials, carrier management and travel agents to:

~search for a remuneration scheme which is generally acceptatble.

2.4 Alternative Compensation Schenmes

. A marked need in the airline industry exists which calls’
for . the «cconmmitment of the international airline community: tc a
well established compensation scheme., If left  untouched,
escalating commission expenses could result in  a dramatic
alteration in the nmarketing practices of the international
airline dindustry which may or may not be in the public®s best
interest. Indeed, concern over . this matter on the part of
airline management -formed the impetus pehind an extensive

C.A.B. investigation into airline renmuneraticn proceduresa
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‘For the purposerf outlining significant advantages and
disadvantages of remuneration scheme alternatives, the follcwing
three alternatives: net fare, uniform abd inceativeicommissibn
structures shall be apnalyzed. The regqional development incentive
ccomission which .is essentially a regqulated versiocn of the

incentive commission alternative is also considered.

The Net-Fare-Remuneration Alternative-

' Under a "net fare" approach, travel agents would not ‘earn a-
cqmmission from the carriers per se, instead, they would charge
passengers outright for their services. Such a system~goulq only
be viable as a means of reducing overall éirline marketing costs
provided that carriers reached an aqreement excluding the
possibility of unathorized commissioa_payment.,lffthis Were not
the case, a highly competive conmmission payment situation sould
emerge upder which conmpetitive pressures would -force  nmost
carriers to pay some combissions.

in theory, the nmet fareb concept appears to Dbe- quite
attractive from a public policy point of view as well as fronm
the peint of view of the carriers. The primary advantage to this
approach which is frequently <c¢ited by airligpe conference
offic;als, lies withj-its reliance upon the market mechanism -
i.e., the demand by consumers for agents’ services, in
determining.the value of the service performed by the agent.?2S

With fares set exclusive of ccmmissions, the passenger sould

2supirfare Commissions May Go-IATA Considers Net Fare Policy",
Canadian Travel. Courier, May 5, 1977..
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have. the choice of pu;chasing'his-ticket either from the carrier
or frem an agent at a somewhat higher - price depending upon.
prevailing market conditiohs.

The impact of introducing such a distinctly different
repnuneration method would most likely have a significant impact
upon the structure of the +travel agent industry. One could
anticipate observing larger firms with higher volunes capturing
a larger market share while some smaller firms with lower
.vclumes wmould probably drop out of the industry. The reason  for
this stems from the 1lower charge earned per ticket sc¢ld in
ccmparison with the previous staanding "closed" commission
structure. Another <contributing factor: to the demise cf the
"ccrner" travel agent is its high overhead relative to =sales
vclume.

~ One might argue that since econonmies of scale ére
significant for the retail travel agent industry, it would ke in
the public's best interest if the less efficient small firnms
were gradually weeded out. and average . firm size increased.
However .it is not entirely clear that small firms are . inpdeed-
inpefficient in performing all tasks required of travel agents. .

In order for small agencies tc prcve tc be econcmically
viable business concerns, they would have to specialize.-inv a
particular range of services which are not -as readily provided
by the large agencies. An exanple of such a specialized service
is found in the Canada-Hong Kong travel market. In.this market,
ethnic travel agents provide ‘a unique range of travel services;
an ethnic traveller from Canada may find it to his advantage to

seek the advice of a specialist in this field.



. The impact of the net fare concept /could be more
comprehensive than is evident at first glance. If -the airline
conferences were successful in implementing such a procedﬁ:e,
other nmodes of passenger transportation-would be faced with the
decision of whether to fcllow suit or not.

By retaining commissions, other - carriers c¢ould obtain. a
competitive advantage due to the inceantive to . promote the
services of the carrier offering a hiqgher nmonetary incesntive. .
Nevertheless, with regard to passenger services, inter-modal
competition is severely iimited especially in ‘the area of
ccmrercial or business travel; a trans-Atlantic cruise cffers
the hurried businessman .a poor substitute %o a trans-Atlantic
flight.

Alternatively, if tour, oceanliner, rail aﬁd bus companies
were to follow the net fare concept established by the airlines,
establishéd agencies would be exgosed to a _greater degree of
risk. Agencies wpuld immediately find  themselves without a
ggaranteed commission rate and instead, exposed to the
competitive pressures of a marketplace characterized by price
competiticna

The effect upon some agencies, particularly upon - those
located~ inz urban core areas in close . proximity to aifline'
operated city sales offices could prove to be disasterous. HNMany
travellers, particularly those from the. biusiness community,
would be attracted to airline owned and operated . city . =ales
offices offering the same transportation services and similar

marketing conveniences.
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»Ihe-UnifcrmgCoggission-BatevAlternatigg~
From the time the CaA.B.Hfopnd that tke fixing of agents?
comnpissions w%as not adverse to the public's interest in 1847,26
to the recent rejection of the Internaticnal Air Transport
Asscciation's reguest for an increase in comrission levels in
1874, ccnmission levels have been the same for all carriers 'in
the market. This has meant that. unless under—the-table dealings
were taking: place, conference member carriers have agreed. to pay
agents the same rates of comnission for - the various types of
services sold such as domestic point—to—poini, international
point-to-point and inclusive tours. For the purpose of analyzing
the  various renuneraticon alternmatives, the possibility . of
returning to a uniform compission level should be considered.
One of the mpmajor advantages of requiting,all carriers to
provide ‘agents with the same level of remuneraticn which accrues
to the carriers is the stability of sales revenue due to the
lack of fluctuation in commission.levels. Uniform commissions
which are closed and not subject to change over .a period of time
have, since their introduction in 1947, received the support of
the airline conferences. Moreover, polls have revealed that
travel agents in the United States favour uniform rates of
commission for domestic as well ~as 1international air
transportation. In May of 1975, a poll of A.S.T.A. members with
689 - respondents resulted in an affirmation of single commission

structures:27

26 United States, Civil Aeronautics Board, Op.-Cit., P 1.

271kid., p- 97.



34

From an economic aand marketing point. of 7view, dc you
believe that single, or diffferential commission structures and
levels should apply to the sale of domestic versus international
air transportation?

Single 67 %
Separate 33 %

One should be aware of the difference between higher
conpission rates and open commission rates. Although it has been
argued . that the carriers will incur higher commission expenses
under open commissions {i.e., under conditions where carriers
are free to set the commissions they. are willing to pay agents),
it 4is conceivable that closed comnission expenses for the .
industry as a whole <could be. greater:‘{han~ open - coamission
expenses even . though some carriers, especially those offering
_incentive commissions, would incur  higher comrission expenses
under open conmmission rates.

Another significant advantage attributed to wuniform
comnission levels concerans the maintemance of the impartiality
of the agent in its fudiciary relation to the principal. Travel
agents  are. not immune  from Leing swayed by the eccnomic
incentive which differential: commissions cffer. One of the. major
reasons why_travel agents are able to maneuver passengersrto»the
carrier paying the highest commission is that most -passengers
rely upon the advice of travel agents with reqard +to carrier,
hotel, - tour package and frequently ground arrangement chcice.
Indeed, according to a survey of travel agents ‘in ‘the United
States, 72 percent of the personal pleasure travellers and 55

percent of ‘the business travel clients rely upon travel agents
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in the selection of carriers.28®

V»As the present “ccnmission war" has shown, some agencies
have altered their sales patterns. in accordance sith the bigher
commissions offered by particular carriers in - particular
markets.

It has been argqued by opponents to non-uniform comnissions
that the public 4is at no disadvantage and passengers are not
ill-served by non-uaiform commissions. The argument rTuns along
the lines that if passengers are ignorant of the effects of
distorted incentives upon services received, what they de¢ not
kpnow cannot hurt. them. Katherine Kent, Administrative Law Judge,
in ' hearings concerning uniform connission payments to travel
agents has rejected this arqgument in argqguing that:

-=-When a passenger consults én=aqent because of
his own. lack of information as to carriers and
schedules and has confidence that the agent will
deal with him fairly and ‘impartially and the agent
does not fulfill his obligatioas, the passenger is
disserved whether he kncws it or not. .

By retaining the impartiality of the agent, the individuél
air. traveller, who may very well be ignorant of all of the
travel options available to him, benefits from a higher level of
custcmer service.

Another compensation scheme which shquld be considered by
regulatory agencies as a viable alternative is the incentive
cornission. The most utilized forms of incentive commissioss are’

volume and destination incentives. Under the former, carriers

offer agents higher commissions for sales volumes exceeding

281 ouis Harris and Associates, op. -cits, April 1973, p.  18.
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certain - preestablished passenger traffic levels. Preestablished
schedules of commission payment are based either on passenger
volume levels or on sales revenue levels with individual
carriers. Under :the latter, .carxiers offer agents: higher:'
commission -~ payments for booking to certain locations which, for
ope reason or another,:the carrier is attenmpting to promote.

one of the major advantages to incentive ccemmissions - rests
with the flexibility which airline management .obtains frem the
active manipulation of this marketing variable.. This facilitates
the stimulation of individual mparket segment denand. For
exapple, by enmploying a destination incentive om a particular
rcute, marketing efforts can be directed toward stimulating
increased traffic on routesvwhere competitive retaliation would
not be significant. However, this "micro" view is in need of a
btoadening' of scope; the impact of incentive commissions upon .
the airline imdustry has proven to be substantial as hgs been
shown in Exhibits 4 and 5.

Appendix 1 presents samples of <competitive passenger
compission filings in the United States. In it are shown a
multitude of volume and destination incentives as 'well as
bonuses offered American travel agents in March of 1578.29% One
should. note the vast differences in incentive schemes as well as
the large number which <carriers must be aware of in order to -
maintain_their competitive positions in the marketplace. .

The issue of :whether the public should have access to rates

29supmary of Competitive Passenger Commission . Filings-dn-the USA,
CP Air, Industry Affairs, March 1978, p. . 1l.
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of commission paid middlemen has received some attention in the
U.S. in recent years. 1In fact, a policy statenpent by the Ford
administration in the United States clearly expressed the need
for public informationm on this subject,_The policy statément
reasgned that in order té "help ensure consumer awareness and to
permit the C.A.B. to take commission - costs into account in
deterﬁining total carrier costs as a basis for fare decisioas,
carrier commission structures should - be £filed - for . public
inspecticn at the Board."3o

The C.A.E ordered carriers tc begin filing detailed regorts
of all ccemmissions and other compeusation=paid’ttavel'agents and
tour operators im early 1976. The. rationale underlyiang the
Board?’s o:de; is essentially that because commissious are part .
of air ,ticket‘ prices, the public should be made aware cf the
rate of commission which middlemen earn.

Aside from increased airline management ccontrol over ° the
pricing decision variable,  incentive comnissions @ require
management to maiqtain_a constant . surveillance of changes in
coemrission levels and individual airline ‘inceative schenes. Fron
an industry-wide perspective, additional emphasis upcn setting -
approrriate commission levels entails an -increase in- marketiang
costs which may eventually be shifted to the consumer. .

Travel agent aséociation officials have argued-thét the
higher rate of ccmmission earned ftom incentive commissions can
be used to the public?’s benefit by providing additicnal
promotional activities. Moreover, one might argue - that -public

3°United»' States, .Pord Adminiétnation, Internaiienalﬁgig-

Transportation Policy-of the United States, September 1976, p.
26. .
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policy ' objécti?és could better be aéﬁieved_ if government
regulatory bodies directed conmission structures in such ' a
manner + that certain: groups of travellers received additional-
promotional bepefits. However, a nmuch' more visible -approach,
that of alterinqg prices,  is a @more efficient means of
implementing  price discrimination and the‘subsidization ~of one
group by another. One reason for this lies with the fact that
different :groups depend upon travel agents more tham others. For
exanple, it is generally accepted that pleasure: travellers rely
more heavily upon. the services éf travel agents than do
busipessnen.

Incentive commissions which offer agents higher commissions
for booking to certain destinations or for sales vclumes ~ which
exceed certain preestablished levels should not be confused with
the Yopen" commission alternative compensation scheme-'considered
in this thesis i.e., spch, would be the case with the. total
deregulation .of commissions: paid by carriers to middiemen; an
open commission situation is not necessary for incentive
ccmrissions to be offered. Incentive conmissiocns might be
regulated so that marketing costs to the airlines uoulq not
increase substantially or at least not . as much as they have
since the development of open commissions aé documented: in the
© previous section.

Further insight into the effect which incentive ccmmissions
have had én the internaticnal trumnk. carriers is revealed in
Exhibit 6. As shown in the exhibit, passenger commissions as a
percent of revenues for international <carriers increased fron

5.81 percent in the first quarter of 1975 to 8. 47 percent. in the
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third -quarter of 1977. Nevertheless, this increase in average

commission rates has been augmenting at a declining rate.

Exhibit 6

Passenger Commissions as a Percent of Revenues
{International Trunk Carriers) -

Matters——-Uniforp-Copmission-Hates,
Washington D.C.: March 15, 1978, p. 60.
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Incentive commissions have been cited as the bulk :of the
cause behind increasing commissions ia recent years. This fact
tends. to indicate the highly competitive nature of theé marketing
battle among the «<carriers to attract +the ‘large-vclume and
selected-volume agencies. More importantly, an open :commission

structure which emphasizes incentive commissions tends to =shift
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‘contzol of a larger segment of +the market +to the vclune
specialists to the detriment of the smallei agencies..

Although owners of small travel agencies would =not adree,
from an economic efficiency point of view, it miqht be more
advantageous in - an industry nmarketing a highly homogenecus
product . such as air transportaticn for large firms toc capture a
greater share of 'the market. ., Observers of the travel agent
industry have noted that the industry has become much more
concentrated in recent years. Since incentive conpissions tend
‘to reinforce this  concentration, the Canadian Transport.
Ccorission must reach a decision as +to whether pérmitting
carriers to offer agents incentive commissions 1is in the

-public's best interest.

The Regional Development Commission:Alternative-

Under the present uniform commission structure prevailing
in Canada, travel agents in Whitehorse, Yukon Territory, earn
the same rate of commission as do travel agents is Torcnte.
Agents earn the same rate of ccmmissionmbased‘pnuthe published
airfare irrespective of thé community where they are situated
whether it be an isolated inorthern _outpost or a thriving
scuthern metrcpolis.

Airfares to the North from the major <Canadian centres of
population are generally higher per journey than :the price of
the average ticket in southern Canada. This is because it  costs
northern carriers more to "preovide ¢ transportaticn services.
Moreover, average distances between centres of- population are

greater. All of this implies that the average commission earned
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on the sale of an air journey . is  higher. Nometheless, travel
agent - operating costs, especially the labour portion, are
generally much higher in northern communities than in the South.

As ié frequently the case when . a proposal is put forth
calling for the 'subsidization of a particular geocgraphic region,
government officials and taxpayers ask how is a subsidy for.
ncrthern residents in the interest of the ccuntry as a vwhole?
Answers to this gquestion would have to be found if higher
commissions were allowed to be paid to travel agents in northeran
communities because unless airfates were raised on noithern
routes, the net result would be a subsidy of airline marketing
-costs in northern comnunities.

ihe rationale underlying the need :fo; higher rates of
commission in the North is found in the great importance which
air transportation plays in northern develcpment. One authority
on the subject has stated that "In most new renote comnmunities
air transportationm is vital... It is often  the oxnly practical
vay for relatively permanent residents-.to- travel_to larger
centres for.'recrgation, shopping and other purposes.”31 If..
regional development copnissions which allowed agents tc earn
higher rates of commission on their sales sere approved- by the
Cénadian Transport Commission, ome could then anticipate prcfits
to rise and new firms to enter the industry offering passengers

a wider range of travel counselling services. There is 1little

31K. M. Ruppenthal, The <Centre for Transportation Studies,
University of British Colunbia, Trapsportation Needs-and-

" Avadlability- in-North Costal Comminities-in-  British-Columbia,
{Vancouver, B. C.: Centre for Transportatioa Studies, 1978)
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doubt . that ‘hiQher conmissions . in horthéiéyééﬁmhnities sould
.ameliorate northern +travel agency conditions by providing
additional incentives to small businesses to offer a wider ramge
of services.

If travel agents are to earn higher commissions tham their
associates in southern pqpulatiqn centres, then the issue c¢f by
bow much should northern compission rates -exceed southern
cempission rates would have to be resolved.

One alternative proposes that average cost differences
between agencies operating. in southern cities and agencies in
northern .cities be apportioned in such a @manper : that higher
»commissiog earnings cou;d%offset'the higher costs of operation
in northern areas. One disadvantage with such a proposal is that
a great deal of variation in operating costs of nqrthern
agencies poses the probklem of nom~uniformity. quther area of
concern is that cost determination 'procedures are costly to
implenent and.since no single costing method is necessarily the
bestvcésting method, government requlatory agencies and travel
agents - would have to conme to a consensus before any progress in
this area could be nade.

Before .blindly accepting a proposal calling for regional
development commissions, additional problems %ith inplementation
should be considered. Clearly, some degree of animcsity could be
expected . frcm travel agents not classified as northern: travel
agents. And of cohrse, the carriers which tend to favour
stimuiating traffic through high volume, specialty agencies
located in urban centres would most  likely object tc the

additional cost imposed by higher commissions.
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In-‘essence, what policy-makers are  faced with in thié
situation is the fundamental : guestioni of whether northern
development should be subsidized by the producing areas in the
South..ﬁigﬁer.commissiéns in the North imply a subsidy of
-northern sales intermediaries by the carriers and> possitly by

agents in urban southern Canada...
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CHAPTER 3 INDUSTRY REGULATION

3.0 The Process 0Of Entry

The establishment of a successful travel agency requires a
stable  fimancial backing and knowliedqe of a particular segment
of the travel industry. In this chapter, gquestions such. as the
following are addressd§ "ghat :is the extent to which qovernment
has regulated the travel industry?%; "Hew have provincial
government registration requirements affected the industry2?";

One. cught to also ask, "Hov has the travelling: - public benefited

or suffered from the protection offered by provincial government

legislation2?"

Individuals or aspiring entrepreneurs seeking to establish
new travel agencies in Canada find that similar .. to many cther
regulated transportation industries, entry reguirements are ﬁot
ipsignificant and legal and - financial  barriers nust be
surmounted before profits  are forthcoming and fringe bemefits
enjoyed. Generally speaking, it is no longer ©possible for
entrepreneurs to open Y“whole 1in  the wall" travel agenéies
selling space on non-IATA carriers, at least not. in . British
Columbia and in those provinces and states ®ith travel services
legislation.

The most pgestigious certification which a travel agent can
receive is the seal of approval from the Intermaticnal Air
Tramsport Association. Certification from this organization is
highly desirable because +the vast majority o¢f internmatiornal

airlines belonqg to IATA and internaional ticket sales make up a



45

large portion of total airline ticket sales by travel agents in
Canada.

A series of steps mnust bte followed before obtaining
. International Air Transportation Association (IATA)  and - Air.
Traffic Conference (ATC) approval :and of course, a provincial
government licence to market . travel services. . First, the
newcener to the travel industry nust satisfy a list of
prerequisites before becoming licenced to sell travel services.
After satisfyinq financial character reguirements, the dekutant
is then ready to be 1licenced and begin. contributiang . tc the
proviﬂcial travel services compensation fund designed to provide
redress -to consumers in oneed. However, this is o¢nly the
beginning of the requirements facing the ' new aqent. Receiving
proviﬁcial governament approval im no way entitles the licenqée
to sell space on IATA or ATC carriers. Conference reccgniticﬁ is
only conferred upon the agent after numerous requiremenfé- have

been met.

3.1 Airline Conference Recognition Of Travel Agents

Long before provincial legislation was enacted dealing with
travel agents, IATA had established a detailed set of
reguirements for agency approval. One should, houwever, note that
provincial goveramment 1egislatiqn is much more comprehensive as
it encompasses tour wholesalers retail travel agents and nomn-
profit organizations engaged in the marketing cf  travel
services. Due to the lack '‘of comprehensive entry requirements,
it was possible for :'tour vholesalers to sell space c¢g air

carriers along with ground transportation and hotel



46

~accommodations. . A1l too often, +travellers wsere left with
uorthiess. tickets or even worse, were stranded abroad. .In such
cases, air carriers frequently vclunteered their . services to
stranded passengers or honoured their tickets even though no
revenue: was- collected from the iasolventitravel firm-,

In Canada, agencies which have previously been established
but not yet approved, nmust apply to the Agency Investigation
Panel, a division of TATA. This panel . administers a progqranne
whose objective is that of assuring that agency outlets used by
IATA:carriers are capable of providing accurate and dependable
service to the public. Other objectives of the progranpe include
ensuring . that adequate financial comntrols have been taken and
that unauthorized conrission payments are eliminated.32 Indeed,
one of the binding agreements which IATA carriers ‘must agree to
in order : to retain membership in the  organization is the
restrict;on' of commission - payments only tc those ‘agents which
have Eeen.approved.by the IATA pmachinery.

The specific IATA requifements for westablishing a new
agency are as follows:33

- (1) Sponsorship: An agemcy nmust be spomsored by one
of the member airlines.  However, no agency is

accepted if it is owned partly or wholly by an
air carrier.

- 42) - Time in Business: An agency must ‘be able to show
that it has been estaklished, staffed and - has
been doing business for at least six months. .

32prancker, J.¥W.S., IATA-and-What It -Does-A. W. Sijthoff, Leyden,
The Netherlands, p. 60. ‘

33pudrey Saunders, International: Air Transport Association,
Agency Investigation Panel, Caorrespondence, March 25, 1977..
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Sales Volume: The agency must have the ability to
generate business not .considered to be presently
reaching the airlines. The agency must provide a
resume of 'sales productivity for sales on non-
IATA carriers.

Experience: The Agency Investigation  Panel uses
discretionary power for special circumstances but
in general, rinimum 1levels of experience are
required for - two key managers im the travel
agency; the manager of the agency must :have had
two years of full-time experieance -in an IATA
approved agency or an IATA carrier in "creating,
generating and promoting - passenger
transportation, sales and services". In-.addition,
anocther agent must have had at least one year of
experience in interpational airline. ticketing and
reservations with an-approved agency or carrier. -

Promotional Activities:  The applicant  must
demonstrate to the panel that the ageancy has the
ability to promote the sales of international air
transportation.

Premises: The premnises pust be devoted
exclusively to the ©promotion and sale of air
passenger transportation and related services.
The premises must also . be clearly marked as a
travel agency. Photcgraphs depicting. the
appearance of tle agency must be submitted to' the
panel. : :

Financial: The applicant must provide an audited

balance sheet as well as a bahk. statement

verified by +the applicant!s banker. The firm's
working capital must exceed $15,000. Net worth in

the case of partnerships and proprietorships and

paid in capital in the case of corporatioas, nmust
not be less than $20,000.

Industry Need: One. of the &npost important
stipulations set forth by the panel is the need
reguirement because this effectively gives the
Agency Investigatiom Pamel the power to Teject an
application inm a @particular locale thereby
avoiding the dilution of sales revenues of

existing IATA approved agencies..

47

When  evaluating . individual = applications, the . Agency

Investigation Panel uses discretion by taking into consideration

differing local market conditions. For exanmple,

for

management experience and ©physical appearance of

the requirements

the
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premises would most likely ke relaxed for the frontier :town of
Williams Lake, B.C., whereas they would be held tc strictly in-
ccsmopolitan Montreal where internatiomal airline sales offices
are presently saturating the downtown area.

The Air Traffic Conference of America (ATC), an airlime
-conference affiliated with the Air Transport Association of
America and composed of U.S. dcmestic carriers with asscciate
provisions for the two major <Canadian carriers ' has developed
similar standards for individuals seeking to establish travel
agencies which would engage in: the sale of space on AIC
carriers. . Similarly, the Air ‘Transport &ssociation-of_tanada
{ATAC), a conference of Canadian; carriers has develcoped sisgilar
entrance criteria. Even though the three conferences use similar
-criteria for the evaluation of new applicants, they have yet:to
combine resources.ahd eliminate the mnecessity o¢f applying - to

separate .organizatiOns in order.for Camadian travel agents. to
sell travel space on domestic as well a international carriers
which are members of the two Lkodies. .

Even though conference  entry requirements have not
diminished in rigidity, the onumker of ccnference appeinted
agencies has vitnessed phenomenal growth over the past decade. .
In the United States, at the end of 197¢, there wére
approximately 12,240 conference-appointed Aagenciesm_ This

represents an increase of 83 percent over :the approximately
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6,800 agencies which were.in' business in: 1970.3¢ The asmnual
- volume of sales of these agencies in 1976 was $14.9 billicn, or
approximately three times the 1370 level.

In- an industry with such an impresive record for growth, it
is Jlittle wonder ~that entrepreneurs both gqualified and
incompetent hLave been attracted to the in&ustry.'fhe nunber of
new entrants to the industry has <created an. acute need : : for
public pcilicy makers: to decide .whether more stringent requlaticn
of the industry should be forthcoming. This issue is addressed

infthe.section which folloys.

3.2 Causes Of Agency Failures

-Ig early 1577, before travel agency 1legislation was nade
law in British Columbia, a Hawaii-based tour operator closed: the
doors of its Vancouyer office depriving as many as one thousand
British Columhians‘qf both their long awaited -winter :holidays
and -approximately $300,000.35-~According to -local : neuspaper
reports3s the failure of H. G. Haina and Associates of Hoamclulu

placed a great deal of pressure on the carriers which were - to

34The Character and Volume-of the D.S.-Travel-Aqency.Markets. - -
+ 1876, Louis Harris and Associates, Inc. Pp.. . 5-6, c1ted Ane IA$A~~
Agreements Concerning-Agenc: ‘Matters-Uniform- Comm15510ntaate,
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Docket 28672 0.S. Civil- Aeronautlcs Board, March, 1978, p.:. 19.

351nformatlon on .recent developments concernlnq Canadlan travel
agents is discussed in "Licensed . Leisure®, b ipanciade- n
March 26, 1977, p. T-3, a special supplement cn  the travel
industry.”

3engyn Not Down Yet on Hawaii Trips", The-Proviace-, February 8,
1877, pa27.
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provide transportation services to Haina customers and on tke
travel'agents which were involved in +the marketing of the
tankrupt firm's tours in Hawaii. In fact, one.majorAdepaftment
store owned travel agency agreed to unconditionally guarantee
t&e hoiidays of twenty—threélof its customers;7A spokésman.for
Northwest Orient Airlines expreéééd his coﬁpanjis'uillingnGSStto
honcur all tickets issued on his airline for inclusion in Haina
tour packages. Underlining the importance of travel "industry
regulations from a humanitariam point of view was the fact that
sixty Victotia—érea old age pensioners were among the victiﬁs of
the folded tour wholesaling firm.

Events such as this have created a rallying point for those
interested in . protecting the interests of consumers of: travel
services through the ‘licensing and requlation of - travel -agents
and tour wholesalers. Actually, the occurrence.of'unfortunéte
events such ‘as this has had nmuch broader implications;
pcliticians and the travelling .public have started to question:
the usefulness of travel agents as the marketers of . travel
services.

A number of outstanding factors may be piﬁpointed.as the
cause of the failure of travel.agentvlegislatiqﬁ.,Among the most
conmpon maladies facing the industry is a lack. of sufficient
voerking capital to support .the drain on funds duriag cyclical
swings 1in the - travel industry business -cyclé-, Aaother
centributing factor to bgnkruptcies rests ‘with' a lack of
business management experience. Before travel agent legislaticn
came . into effect, entrance into +the industry was relatiVely

straightforward with no significant barriers confrenting
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individuals aspiring to sell tickets on non-IATA carriers and
ancillary travel services such as tours and hétel
accomnmodations. The industry conld appropriately ke
characterized as efficient with a sufficient deqree  of
competiticon among small as well as larqe firms narketing similar
precducts. |

Alternatively, there 1is a - cost to the public associated
with this type of an unrequlated industry. Since the  jet bcen
began more than two decades aqo, thousands of travellers have
keen stranded or were not akle to start their <curneys due :to-

.the bankruptcy or fraud of travel égents‘_

Travel firms specializing in imclusive air tours iscluding
air and land transportation-as well as hotel accommodations have
shown themselves to be much more susceptible tc¢ business
failures than are retail travel agents. Therefore, one sould
expect travel wholesalers:to be included in post - provipcial
legislation regulating the. travel industry. Nometheless, one
should note that if a passenger makes - his - air- ‘travel
arrangements for travel cn an -IATA or on an ATC nenmber carrier,
.the air travel portiom of the services purchased shall be
protected even if the individual travel agent becones
insolvent.37

Alec Burden, the Registrar of Travel Agents for British
Ccluntia has provided scome insight to the cause of travel agent

failures by outlining the characteristics of ageancies likely to

37George Buchannan, Air Transport Association of America,
Testimony before the U.S. Senate Subconrmittee. ¢n Foreign:
Commerce and Tourism, Nov. 18, 1871.



- 52

fail:3s

- (1) The duration of business has generally been less

than two years.

{2) « The staff is inexperienced in the +travel

industry.

(3) The firm is shert on operating cash.

- {4) The "agency has fiaancial?connections with  cther

agencies in financial trouble. '

- 45) A bhigh proportion of their business will have

been in air travel.

Due to the frequent occurrence of shoddy arrangements:
through unregulated travel agencies, consumer activists pronpted
politicians in Canada and the United States to epact legisilation
to protect the purchasers of travel services. .Similarly, travel
industry legislation was designed to protect existing agencies

by creating barriers: to entry.

3«3 = fTravel Agent And Travel Industry Legislatidn

As the result of efforts by a highly organized. travel
agents association in Ontario,  the ' Ontario Travel- Ihdustry
Cenference {OTIC), the Province of Oatario passed legislaticn. in -
December of 1974 regulating the operations of travel agents and -
travel wholesalers. These efforts were motivated as much by the:
desire to promote an image of professicmalism within the
industry as they were  to protect the consuming: public.

Ontario’s Act which 'is cecmmonly referred to as the Travel
Industry Act, establishes a special office upder the Ministry of
Consurer and Commercial Relations. One of the primary objectives
of the Act 1is to regis;er all travel agents meeting the -

established nminimum reguirements. These. nminimum requirements are

3en20 to 30 Travel Agencies Expected to Fold", The-Province , -
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designed for the purpbée'of éliminafihq the so-called "fly-by-
night travel agents", hence,. reguirements related to
responsibility and ability to maintain. a viable business‘
enterpﬁise in- an- honest  manner are included. - Specific
prohibitions have been establishgd restricting individnals with
frauduient backgrounds from becoming licenced.

Thé Act clearly outlines the requirements fcr travel agents
in Ontario seeking to sell travel services to the public. The
mobility of travel agentsfis'somewhat.more-restziCted under  the
Act; the Registrar is empovered under - the Act, tc maiptain -
records of travel ggents and travel agencies. If, for example,
an  agent wishes to move from ore employer to the next, he must:
nctify the Registrar. Furthermore, the travel agent 1is only:
allcwed te wvwork for one employer .at .a time.39

-Audited financial statements ‘indicating the finagncial
soundness of the travel agency nust- be, supplied to the
Registrar. With the power of inspection, the Registrar may audit
the financial records of travel agencies if he so desires.
Investigations are however, only possible if the Ministry - of
Ccnsﬁmer and- Corporate Relations has reason- tc Lelieve on-‘
reasonable grounds -that an ‘agent has violated any of the
provisions of the Act or alternativeLy has comnitted an offense
under the Criminal Code of Canada.. An additional deqree of
protection. is provided by the Act by a specia1=élause dealing

specifically with deceptive and false advertising. The marketing

39Cntario, Statutes of Ontario, "The Travel Industry Act, Chapter
115:15, P. 1061.
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of tours has proven to be particularly susceptible tc deceptive
advertising and therefore, additional surveillance on. the part
of the Registrar may be deemed to be in the best interest c¢f the
travelling public.

"The COntario Travel ‘industry Act requires all travel ageats
and travel wholesalers-to post a bond with a face value of from
$5,000 to $25,000 depending ugon_their.sales.volume.4° Morecver,
an anpnual payment to the compensation fuand is required whick . is
directly proportional to the sales level. B compensation fund
funded by travel agents contributions is highly Qesitable for
consumer®s protection particularly for the travel ‘industry fof‘a
numker of reasons. First. of all the risk of business failure
resuiting from lags between cash inflows and outflows and Fpoor
cash budgeting is relétively high in-:-comparison-with other smail
businesses of equivalent size with a similar level of fixéd
costs. Secondly, -the ratic of total revenue to fixed costs is
relatively high for travel agents; éombining this uith.seaso#al-
fluctuations in sales levels can imply significant exposure to’
businésS> risk and large sums of money resting in the coffers‘of

- travel agents while in transit frcm traveller tc¢ carrier.
British Columbia followed the lead of Quebec- - and Ontario
and  established its . own Travel Agents Registration Act shich
came into force on February 21, :1578. The Act is revealed in its

entirety in Appendix 2. Although modelled <closely after :the

40"l jcensed Leisure", The Financial Post, March 26, 1977, pr. T1-
7a
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Ontario ACt, British Columbia®s Act " has sone- importsnt
diffferences which 1its authors believé"ﬁtbvides additioﬁal
consumer . protection. *For example, an important feature of the
Act ‘is found in its provision of protection fqr British Coclumbia
coﬁsumers whose travel agents deal with out-cf-province
wholesalers. %1

One of -the most convenient means of compensating travellérs
for their losses as the result of a travel agent failure is to
establish a special- cempensating fund expressly for;'tﬁat
purpose. Such is the case with. the British Columbia Act._. A
Iravel  Assurance Board comprising —representatives from
ccnsumers, the travel industry and the ministry cf Consumer and
Ccrrporate Affairs administers a Travel Assurance Fund, a srecial
trust fund under the government®s general revenue fund against .
vhich consumers may make claims if:they fail to receive travel
services for which they have paid.. .

The fund may reach a maximum size of $7ﬂG,000.,C5$hﬂ.
reserves of ‘the fund are accupulated througqh contributicns of
agents - on a pro-rata basis.%2 Rair Mair, B.C. Ccnsunmer and
Ccrporate Affairs Minister estimated that ."the number of cases
in which the ’fund will be needed will be small, but each case
could involve hﬁge amounts of money."43 Compemsation is .granted

to those who have suffered direct ecomomic loss as stated in.

+1News- Release, British Columbia, Ministry of Consumer and:.

Lorporate Affairs, Jan. 30, 1978. P.30.
421bid., p.30..

#3uB_C. Travel Operators Welccme Registration Provisions", ' The-
- Provipce, Peb. 12, 1877, p. 10.,
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Section 17 of the Act:+4
- 41) A person who has suffered direct econcnic loss by
reason of

{a) the insolvency or bankrutpcy of a travel
agent or a travel. wholesaler registered
under this Act, or
(b) failure to <collect money ordered by a
court to be paid by a travel ageant or
wholesaler registered wunder this Act after
reasonable executicn proceedings have Dbeen:
attempted, or. :
{c) such other circumstances as may be
prescribed may, subject to this Act and the
requlatiocns, apply for compensation from the
fund. '

In order. to enforce the Act properly, specific penalties
have been provided - for im the legislation. Also, an early
detection system regquiring ageancies to file annual financial
reports with the Registrar has been provided- for ‘in - the Act.*5
Moreover, if the Registrar suspects that -am agency has not been
adhering to the requirements of -the Act, an investigation of the
particular agency in gquestion under .  the auspices of the
Registrar may be undertaken.

Gne of ‘the alleged benefits of travel industry 1legislation
is that it improves the public®s image of travel ageants and tour
operators. Although one nmight expect: travel agents tc be

scmewhat apprehensive when faced with 1legislation curtailing

managerial - freedoms, a great deal of approval was evident in

*4British Columbia, British-Columbia-Statutes,- "Travel Agents
Registration Act, Chapter 22, .1577..

a3vSumnary of Proposals Pertaining o Travel Services
legislation®, Douglas K. Harrison, February 1877. (mimiograrphed)
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British Coiumbia subsequent to the introduction of the Act.  The
president of the British Cclunkia ~chapter of the Capadian
Society of <Travel Agents indicated particular approval of
registration provisions vhich require "scme-professionalisn”
from travel industry participants,+<®

As with many government. imposed insurance schemes, a
certain degqree of debate developed over‘the issue of who shall
pay for increased consumer protection; . should it be the
~traveller, +the retail agent, the wholesaler, the carrier or as
is so often :the case, the taxpayer?

‘Following the enactment . of the B.C.  Travel Agents
Registration Act, retail agents represented by the Associtati&n
.0of Travel Agents of British Columitia expressed some concern that
Section 8 of the Act4? holds retail.-agents- liable for all
~consumer claims which have not beea covered by ‘the t;avél
fund.*® Essentially, this implies that retail travel agents are
not exeapt  from  joint and several liability and .more
impqrtantly, consumers of travel services are: entitled - to .
"repayment of money which they paid. The Act tﬁerefore‘reguites '
the . travel industry to bear . the burden of the cost of
administering the act.

The  impact of travel :industry legislation iith maudatbry

460p, Cit., The Provipnce, p.  10.

47Section 8 of the British Columbia Travel Agemts Registration
Act. is revealed in:.Appendix 1.

48uyjf B. C. Fund Runs Out, Agents May Have to Cover Client
losses?”, Canadian Travel Courier, -No. . 12, April 7, 1977, p.l.
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compensation funds upon the approximately 400 firms which
registered following the enactment of the legislaticm might
appropriately be compared to 1eqislation.-reQHiringﬁ firms to-
insure themselves against bankruptcy. The burden of additional
costs :must be borne by firms within the industry but benefits
are derived . from the additional protection which consumers
enjoy. | |

“The legislation uses wmininur fina@cial requirements as a
safety device to:- protect the public from floundering agencies
and +tour operators. On-going financial standards must be
maintained by agencies in British  Columbia if  their
registrations are' to remain valid. According to Requlations
under. . the TIravel Agents Registratiqn Act, sole proprietorships
can have their reqistration certificates cancelled ' if . they
develop a negative net worth or working capital position; and
cqrpoxations can lose  their certificates if they - fail to
maintain a. net worth position of at least $15,000. 49

.Financial Trequirements such as these cannot be pnaintained
without costs being incurred by the firsms which are nmost:
directly affected. From the individual firm's point of view, a
working capital position which is larger than what would be the
case without legislation implies an-opportunity cost especially

if short-term debt is relied upon heavily to finance grcowth.
Some degree of resentment to  the newly introduced

legislation was evident subsequent to its introduction  in

#9British Cclumbia, Ministry of Consumer and Corporate Affairs,
"Regulatiocns under- the Travel Agents Registraticn Act", HMay
1977, p.la,
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British Columtia, particularly amcng the sraller firms. JIm the
interest of counterinq the present industry  trend : toward
concentration, one must - question .the appropriateness of the
dnitial $400 per office registration fee as small agencies may
find their fimancial resources strained to meet the initial.
application fee  hurdle. Perhaps 1leqislation designed - to
stimula?e the growth of small aqentiesfsuch as a graduated or
progressive . tax structure vwould better sexrve the interests éf
the traveliing public. Moreover, costing studies designed :to
measure: the cost of selling an airline ticket would be useful in
determining whether it 1is more costly cor less costly:tc rely
apon the services of an independent travel agent as opposed ' to
an airline owned city sales office..

Due to various reguirements-of=the Act which could mnot be
met, two or three companies were reported to have drogpped cut of
the industry shortly after the registration deadline.S? One can
only hypothesize as to whether these agencies would have exposed -
the public to an excessive degree of risk of business failure.
Whatever :the <case may be, travel industry legislation creates
additional barriers to entry for future business firms and hence
tends. to strengthen the grasp of the nparket of established
firms. .

Another potentially troublescme section of the Act cenﬁres
around the unlimited coverage of travel wholesalers whether they

be kbased in British <Columbia or mnot. David Hordouim, of

SOMTyenty to thirty more: travel agents expected to fold", The-
- Province, June 1, 1978, p.l.



60 .

B.C. based Suntours, a tour whclesaling firm, has pointed 6hi
that it would be possible for a wholesaler to operate offshore,
i.e., outside of the  province without contributing  tc: the
conpensation- fund and still benefit from the consumer protectioa
cffered by the Travel Assurance Fund.S! The reason for this is
-that a registered retail agent can sell tours packaged by any
wholesaler in the world with travellers purchasing those tours
protected by the compensation fuand,

The implication of  this 1law for  the provincial travel
industry could be significant in the future if compensation fund
contribution requirements increase sigpificantly above their
present -level. British <Columbians could easily witness the
gradual exodous of travel wholesalers: to provinceS'uith either

less stringent regulations or no regulations at all..

" 3.4 Consumer Protecticn From The Risk Of Bankruptcy

Small travel agency firms which have mot been established
~for a sufficient length of time are highly sensitive to the lag
- between .carrier payment and the ccllection of receivables. Due
-to the fact that air carrier conferences, toﬁr operators and
hotels require prompt payment aad.competitive pressure may force
agency credit managers:to extend credit to comrercial acceuhts
to a dangercus degree, agéncies can easily find themselves
highly exposed to. the risk of bankruptcy. .

- 0f the importance of airlimne ticket sales payment dates to

5iwB.C. Act Insures the %hole World, Wholesale Group Tells
Government", Canadian Travel Courier, April 7, 1977, p.2.
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travel agents - there 1is 1little gquestion. For most travel
agencies, airliae ticket sales ccmprise the bulk of revenues
earped. The IATA Bank Settlement Plan reguires travel agents to
remit funds to settlement banks on a bimonthly basis. Agencies
with a 1high percentage of ccnmnercial sales {which generally
ipmgplies deléys in cash inflows) can easily be «confronted with
inscivency when declining sales 1levels are combined with the .
payment requirements of individual 'domestic. carriers and the
IATA clearing tank. This problem is accentuated when retail:
agents are required to provide travel services to clients: in the -
case of 'the failure of wholesalers.

The pinimum-working capital requirements of the - Travel:
Agents Registration Act combined with the prctection cffered.the‘
travel agent byAthe Travel Assurance Fund, snbstantially€redUCe'

the exposure to default faced by the agent with a " large -

proportion . of its sales through tour wholesalers. According to

provisions of the Act, individuals as well as travel agents nmay

make claims against the Fund. Thérefore, protecticn is afforded
both consumers and agents at a cost wﬁich‘has.its_primary impact
upon. travel agents because in Canada, for the nmost part, they
are not able to strongly influence the rate c¢f ccommissions shich

carriers pave.
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CHAPTER 4 CCHMPETITICN FOR MARKET SEGMENTS

4.0 Airline Reliance Upon Travel Agents

Travel agents play an essential tole as marketing chanmnel -
members providing services to both passengers and carriers of
various types. The airline. igdustry relies beavily upcn the
travel agent industry to provide travel .consultianq:services and
{iCXeting ‘without bias as to ca;rier; For the mest‘pért,,travel
agents depend heavily upon air: travel t¢ provide them with
cemmission earnings. Indeed, according to a 1976 survey of 708
conference appointed travel agencies, air travel accounted for
63 percent of the total travel sales revenue.S2

Essentially, the function of.the travel agent is that of
facilitating travel -arrangements for the traveller.  The
geographic 1location of the ‘agency alone can increase . the
convenience for the customer in purchasing his ticket and making
travel arrangements. The traveller avoids ticketcounter -gueues
at the airport,,Moreover, clients receive personalized attention’
which usually extends beyond merely booking a seat on a flight
and making é hotel :ese;vation. Many travellers develop
effective lines of communication with individual agents shich
facilitates determining the needs of the traveller. This tyge of
personalized attention, which is very common between agent aad

client does not, as a general rale, develop as easily btetween

52 Qp. cit, Louis Harris and Associates, 1977, p. 10..

 ci——



€3

airline. ticket sales personnel and airline customers. One
propcnent of travel agents has rematrked that the travel agent
will "use his eiperience and knowledge to synthesize the best.
ccmbination of travel services cffered to suit the needs of the -
individual or group."S3

Another impqrtant function performed by the travel agent is
the orgasization -of packaqged tours or as is more often the case,
retail travel agents market tours which have beean: -organized and
packaged by +tour -wholesale ccmpanies-,fsimilarly, 'wholesale
travel firms freguently own. svbsidiaires which are active
participants in the retail travel business. .The Lcuis Harris
survey revealed that 30 percent of the agencies surveyed vwere
involved in the wholesale trade tqlsome degree.

-One advantége which the commercial traveller may derive
from purchasing ‘air travel services froa a ~travel agent in
ccnparison: #ith an airline operated city sales office, is the
availability of comme:cial credit. Travel .agencies specializinq 
in ‘the commercial trade tailor credit-arrangements'to-meet.the
needs of individual firms. . chh. agencies. are often tinmes
overburdened with accounts receivable: and~ aere it nct for
provincial goverament leqislaticg which_ establishes sgsinimun
working capital requirements, wmany would beconme .insolvant-:
Competition between carrier aad travel agents for:  the very
important . commercial travel  market segmeant has taken on .a new
dimension . subsequent to  ‘the . introductiosn of electronic

reservations systems (ERS), to travel -agencies. The next chapter

53R. Ellis, "Airline v. Agent", Aeroplane, Aug. 14, 1968, p. 15. .
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of the thesis addresses this issue and consideré its
implications for the future of the industry.

_Airlines have come to be increasingly ~reliant . upcn the
travel agent industry despite =piralling commission expenses.
Due tc IATA prohibitions, member airlines have refrained  from
eguity involvement in t:avel,agencies-,Moredver,'there-has been’
no widely noticeable trend to rapidly augmeat city sales cffiée
capacity; instead, greater ' emphasis has been - placed ”upbn
marketing through travel agencies. An excellent exaumple of the
unigue role which travel agents play may be found in the ethnic
conrunities where <carriers have ©proven themselves ' tc¢ be
-ineffectual in- attracting minority group merbers. tc purchase
di;ectly from.thg carriers: through airline operated city sales
oifices.. This statement is based wupon: the ebservation of a
. strong travel agent industry within various ethnic  ccmpbunities

in Canada. .

4,1 Ethnic Markets

ﬁithin‘ the ethnic conmunities of large North American.
cities, ethnic travel agencies flourish due to¢ a variety of.
LeasSOnSa. . First,r‘ sufficient_ demand  for air - traasportation
services exists because strong iamilial .ties with . re;atives
abrcad are still present, especially among communities of new
immigrants. ., Secondly, ethnic agents are familiar with the.
lanquage and customs of ethnic .community membe;s. Indeed, some
travel agencies staffed by new immigrants are more:famili;r with
mincrity group 1anguage'and customs than they are with the

language and customs of the host:country. Thirdly, under the
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présent remuneration scheme in effect in Canada, it costs ethnic
community mémbers no more to purchase from anp ethnic agent than
it does to purchase from an ageant or carrier less familiar &ith
ethnic attitudes and custcms.

The ethnic travel agent can be defined as am agqency shich
-devotes the majority of its resources to éerbicing travellers
fror a particular ethnic group. Sociologists defime the ethnic
group as a group consisting of people who conceive of ‘themselves
and are regarded by others as belonging togqether by virtue of
common ancestry amd a common cultural backg¢round.s¢

- Alternatively, one nmight use lanquage as a criteria by
which ethnic travel agents could be identified. The reliance
upon foreign lanquages by ethnic agehﬁs and their clients is one
of the factors which strenqgthens the ties between the twc groups
and makes eniry into the ethnic market by non-ethnic . group

nemkbers difficult.

- Chirese-Travel Agencies-In Vancouver-

Approximately 25 <Chinese travel agencies ccopete for the
bulk of the Chinese ethnic market in. Vancouver.5S According to
1876 census information, 45,385 or 3.9 percent cf the 1.17.

million people in - metropoclitan Vancouver gave Chinese or

Sesociety Today, Rodney Stark, editor, Delmar, Calif.: CRM Eooks,
1873, p. 528.

SSAgencies were selected from Eritish Columbia, Ministry = of
Consumer and Corporate Affairs, -Office of the Registrar-of
Travel Agents, ~Registred Travel-Agents and-Wholesalers-as-of-
February 21, 1978, (unapublished docunment).
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Japanese as their mcther tongue.S6 The-ﬁajbrity'6f~thésé are of
Chinese origin. Due to the relatively large number of travel
agencies specializing in a particular market segment,'the level
of competition is rather high. Evidence of this competiticn has
surfaced in the form: of regorts of illegal disccounting by
oriental agencies. One oriental agent recounted that at one
point during a recent price wsar, price levels reached a peint so
low that receipts from ticket sales' were below standard :ticket
prices less commissions inmplying that  travel agencies were
incurring a loss on ticket sales assuming that illegal overridés

vere not being paid.Ss7?

- Special Services Offered To-Ethnic-Customers-

Ethnic «clients can obtain:a:unique range of services frem
agents in their communities which are: not .as readily available
elsewhere. The ability to conmunicate in the lanrguage of the:
ethnic group member is but one of‘the“impqrtant*services offered
by agents._Travel‘consultagts~emgloyed in ethnic agencies are
often times familiar with popular destinations of ethnic
clients. Indeed, ethnic agencies iend to have sales patterns

which emphasize a limited number of ethnic .destinations.S®

56Canada, Statistics Canada, 1976 Census of Canada, Catalogue 92-
BZ1, February, 1578. :

S7Interview with Patrick .Wang, Reeds Travel, Vancouver, -July,
1678«

58This fact was revealed in:discussions with CP Air Marketing
Managers,. in particular, Roger Pike, Sales - Forecaster,
Vancouver, February, 1978.
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Aside from route familiarization, etknic agents.undérstaﬁd
the cultural attributes of their. cliemts and may be Letter
prepared to accommodate the desires of ethnic clients..E;hnic
agents with contacts within ethnic community organizations are
more likely to succeed in developing tours of interest to ethnic
g:oups,»-ln this <capacity, it is common for retail agencies to
play a dual role, one of orgamizing a tour by mraking
arrangements with individual tour operators and- hotels ect., and
agother,of:acting as a vendor of travel services.

- Ethunic agents are frequently invoived with the transmittal:
of Prepaid Ticket Advice {PTA) instruments due .to: their
invelvement in-international air transportation and the prccess
of impigration.. The PTA offers the sponsoring -relative tte
. oppertunity to send am airline ticket to a potential immigrant
without incurrinmg the risk of losing the funds spent on the’

ticket, as refunds are made omnly to the original purchaser.

The use of PTA instruments by ethnic agenis has, at times,

been misused im conjunction. with dimmigration. One. incident
related by an Australian airline executive concerned the Greek .
cemmupity in Sydney, Australia.S9 Government officials uncovered
a scheme whereby Greek agents .charged 1landed: immigranis
excessive service fees for prepaid tickets, communications and
assistance in immigration formalities when bringing - their
relatives from abroad. This exemplifies how new immigrants must

rely upen the honesty of ethnic agents.

59Interview with W®illiam Noble, OQuantas Airways, Vaacouver,
February 23, 1978.



68

Due to. the need for representation abroad and the lack Qf a
langquage barrier, ethnic agents can establish recigprocal
agreerents with travel agents abroad .in order to facilitate . the
transfer . of_'prepaid “ticket advice .instruments.’HOﬁever,.Oﬁe
should not be mislead into believing that PTA*s have provided a
major source_of income to ethnic agents. Most agencies rely much
more heavily upon income from traffic originating in" their own
compupities., The ability of 'the ethnic agent to meet the special
needs of ethnic ccmmunity menkers by commupicating-im a foreign
tongue and providing travel information is a much nore poignant
reason for the success ‘of the ethnic agency than is income fron

prepaid ticket advice instrunmeats.

4.2 Ethnic Travel Ageant Marketing Strategies

Within the travel industry, ethnic agenciés have been noted
for their .unigqe marketing approach which relies heavily upon
non~conference approved subsidiary agents. Under ' this approach
which is reported to be quite common in the Orient, particularly
in Japan and Hoamg Kong, the principal travel agemcy uses a sales
distribution system comprised of subcontracted- agencies and
sales personnel which may or may not be aypﬁoved-'by aigliae
coxiereﬂces.6°

-One might hypothesize that .the reason for the reliance ugpcn
this unauthorized subcontract .system » of nmarketing stems fronm

cultural reasons. A casual stroll through Vancouver?s Chinatown

60interviewy with Aaron Lee, AA Travel Industry Inc., Vancouver,
February, 1978. .



69

reveals the onminous presence of ‘uniquely ethnic business
practice.

Although strictly prohibited by IATA, the ‘"Japanese"
approach to marketinqg travel services is wide spread among
ethnic .agencies in Canada. This systen, incorporating part-time
or full-time sales representatives paid on a .ccmmission lasis
contradicts - the spirit and rationale underlying travel -agent
registration legislation‘previqusly referred.to.

Ugder the "Japanese approach",:-ethnic cOmmunityi members
benefit from closer and more personalized contacts with their
travel agents. The elimination of the granmd scale impersonalized
approach of the large agencies is made . possible by individuail
agents ho have familiarized themselves with a particularufacét
of the travel industry. Alternatively, ethnic clients may have
to 1rely .upon the services qf the principéllagentfif-a wider
range of services is to be obtained than can be .offered by a
part-time commissioned agent representative. In accordance with
industry legislation-in British Cclumbia, agencieS’which¢.market“
air - travel services through sukccentractors are held liable for
the services which they provide. Hence, ethnic'v;ravellers who
purchase through subcontracted .agents benéfit from the
protectioq offered by travel agent legislation as weliivas from

personalized attention.

4.3 Co—-operation Among Ethnic Travel Agencies
The 1level of price competition among ethnic agencies is
generally agreed to be higher .. than. the 1level which prevails

among non-ethnic agencies. This may be attributed to the smaller
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size 'of ethnic ‘travel firms, the close proximity of ethnic
agencies and also to the relative;y greater - economic . impact
which foreign travel has upon ethniC-community.membersm,

It: is probably not incorrect to surmise that following the
enactment of +travel industry 1legislationm, the  level of
competition among ethnic agencies _deminiéhed.“'ﬂithin a yeat
fcllowing British Cojlumbia®?s registration deadline, fcur ethanic
travel agencies were reported to have ceased doing. business.®?
Nevertheless, evea with travel agent 'legislation in.effect,
ccntrols on discounting among ethnic . agegts have not been
estatlished.

Various ethnic agency grecups across Canada including
Chinese, Pakistanis and Filipinos, have formed - associations in-
crder :to encourage the exchange of informatioa=among ethnic
agents of a similar type and to reach agreements to eliminate
ticket price discouﬂtingf

An attempt at forming an association-of ChineséAtraﬁel
agents in .Greater Vancouver was made during the latter .part of
1€78 by a 4group of prominent Chinese agencies suffering fron
alleged revenue losses due *to discounting. Approximately 25
agencies in <Greater Vancouver bave been identified as Chinese
travel agencies.ﬁi These agencies have been identified in-

Exhibit 7.

é1Interview w%with Ivan Cheng, Love and White Travel, Vancouver,
July 11, 1978

é2interview with Ivan Chenq, Love and White Travel Services,
Vanccuver, July 11, 1978.
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Exhibit 7

Chinese Travel Agencies In Greater Vancouver

12.

16.

20.

10.
11.

13.
18.. -

7.

18.
19. N

Corporations-

AA Travel :Industry Corpe.

Advice Travel Service Ltd.

Asian Express Ltd.

Continental Travel Agency Ltd.

Double Happiness Travel Ltd.

Galaxy Travel Agency Ltd. .

Kowlcon Tourist Service Internaticmnal Ltd. .

' Love And White Travel Service ltd.

Mandarin Tours Ltd.

Orient Travel Centre Ltd.

President Travel Agency Ltd. .

Quon On Company Ltda.

Right On Company Ltd. .

South East Travel Service. (Canada) Co. Ltd. .
T.P.Y. Travel Service Ltd. -

Tiki Travel Inc.

Wankow Tour And Travel Ltd.

Sole Proprietorshigs-

Cathay Travel Service
Quon H. ¥Wong. Agencies
Spot Travel

[ M gmes e WO g— Y o o OO s s bty S e oimn W s, ik, Whtkts s o N Gt i s s Sl e s S My iGN s sty S Uy

Source: Ivan Cheng, Love And White Travel And
Ministry 0f Consumer And Corporate Affairs
Lists. ' '

By plotting the locaticn. of Chinese  agencies®3

and

comparing their locations with a demographic mapping of persons

born in Asia residing 'within Vancouver,

cne capn readily ohkserve

63Chinese agencies are defised for these purposes as agencies

which are

invelved in the Chinese ethnic travel business and

have been  invited to join the Association of <Chinese Travel

Agents.
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that Chinese agencies are concentrated in areas with the highest
concentrations of Asians as expected. Appendix 3 reveals  the
location of 23 Chinese travel - agencies. -There are 15 agency
outlets in the Chinatown or Downtown .East Side of Vancouver. The
bulk of the Chinese agencies are clustered together in this
relatively small geographic area.

Just as individuals shop from store to store when
purchasing an expensive consumer durable, mesbers of the Chinese
community have been known to shop fromvagency.to trével agency
for - the least expensive price for an-airline ticket to the Far
East. This practice would be widespread im the tcével industry’
under . the net fare remuneratior system presented in iChapter 2.
The practice ié‘presently a commchvbusiness practice . in major
cities in the Orient.-

Owners of Chinese travel agenqies view discounting as a
threat to profitability. For  this reason, organizers of the
Association of Chinese Travel Agents sought to bring abgut an
agreementlto stop discounting and- publish a bulletin informing
members of correct fares and association activities.®® The
reason for the.incluéion of fare imformation iz the publication:
stems frcm the belief that some discounting was the result of
incorrect fare information. The organizing of an association of-
Chinese agencies in Toronto was reported to have eliminated many
of the discounting problems among ethnic agencies. .

Before considering the effect ‘over time of ‘changes im ‘the

- 6angrijental . Agents Organize to Combat Hanky-Panky", Capadi
- Travel-Courier, Aug. 25, 1977, pp. 1-2.
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market structure of ethnic aqencies, the issue of ‘whether the
formation of associations among ethnic agencies has had a
detrimental effect wupon the service level providedvmemberstf
the ethnic conmnmunity must be addressed.

The characteristics of : healthy competition are . present
within this highly regqulated seqment of the travel ‘industry. .
Owners of ethnic aqencies'benefit;from»the higher prices charged
when a viable agency asscciation enforces IATA amnd goverznest
approved tariff 1levels. Alternatively, - it ' is clear;that the
consumer pays more while receiving the same Jlevel of services
when an agency association is-successful in maintaininglhigher
prices. |

The advent of consumer protection .legislation for - the
ttavel industry has increased the barriers to  entry : for
potential travel agents; neve;theless‘ regulations are anot so
stringent as to severely restrict. entry. Agencies can still
establish themselves without an ceverly lomng delay..{since the
supply of new agents ‘is not limited, agency associations 'such. as
ethnic agencies» encounter difficulties forming collusive
agreenents e.g., maintaining authorized price levels. -

Althoughlit may seen as 1if consumers bepefit - fromrm illegal
discounting, the cost in the form of a lower service level must -
be képt in mind because reduced earnings from commission
earnings imply lower profits. In.a regqulated industry such as
the air travel industry, it would seem prudent for the earning
levels of travel agents to be available to goverrnment regulatory
bodies and hence, for discounting of airline ticket prices to be

strictly controlled.
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4.4 Diversificétion 0f Ethnic Travel Agencies

Rithin the Canadian @mosaic of ethmnic groups, one finds a
multitude'of different ethnic travel agencies specializing to
differing degrees 1in servicing tﬂé passenger transportation
needs of their resgpective communities. Immigration: patteras  in
Canada, historians have noted,v have followed aaves._?tcm-the-
original explorers from France and . the British 1Isles to  the
recent waves from the Asian subcontinent, immigration from
particular areas of the world has teanded to be grouped or
clﬁstergd in the various periods throughout Qanadian history-éS'
The longer ethnic minorities have been: estabiished in the
cities,. the greater the probakility that members of the  qroup
will assimilate and increase the_degree to shich they interact
with +the ethnic majori;y. This sociological  phenomenan is
"reflected in the sales patterans of ethnic travel agencies.

Ethnic travel agents which identify with earlier waves of
immigration such as those from Northern Europe tend to be nmore
diversified than are ethnic agencies associated with mcre recent
waves of immigrétion such as the Chinese and Pakistani ethnic
groups. Over. the generations,  as lanquage - differemces . beccme:
less of a barrier, ethnic. agencies tend‘ to diversify and
deminish their concentration of service 'to one: etbnicr gIOUp..
Similarly, the ethenticity of "new wave" agencies 1is more
'visible than it is for "old wave" agencies. .

Among individual ethnic agencies, there is a tendency ' to

6SStatistics Canada, ganada~ﬂaadbookw4877; Ottawma: 1977, pp. 34-
36
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diversify into  non-ethnic travel segments of the :fravel
industry. This may include expansion. into " marketing activities"
such» as cargo marketing, commercial travel .apd the inclusive

tour market -as well.

The diversification referred to here is found in  the case
of 3A Travel Industry Corporaticn, a successful vancouver-Lased
ethpic travel firm. In January of 1875, Aaron.Lee, a membe; of
Vancouver®s Chipese community, commenced business selling
airline ticke£$ and inclhsive.tourS"to members of the: ethnic -
cecorunity.

Since ,its founding in . 1975, thedfirm has expanded rapidily
thrcugh a diversificatiocn - programme  which  has  included  the
deveicpment of ~tours of GWestern <Canada marketed through
affiliated agencies in Japan.S® Many agencies ére:cfithe belief-
that in otder_to expand and improve their . finanmcial position,
they must: vbe_ successful in  marketing to the angléphoaé
conpunity.

As mentionned previously, soﬁe ethnic agencies conduct up
tc 90 percent of :their transactions in a foreign lanquage. When
AA Travel vas first established, sales were conducted almost
entirely with members of the Asian-community. Afﬁer three years
of operation, the firm's president estimated that in 1977, a .
full 70 percent of its customers were members of Vancouvers

ethnic minorities and that of thkese approximately 60 percent

66AA IJravel Industry Incorgporated, "Annuail Report 1877,
(unpublished), Vancouver B.C.
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gere ¢of Chinese ¢rigin.®7?

Ethnic agencies seeking‘to establish themselves in other
segments must, first of all, break through the lanquage barrier
and secondly, develop their expertise in another market segment.

- Travel counsellors at AA Travel have become proficient at
providing travel services to clients from Vancouver?s dow¥wnto#n
business comrmunity. Many smaller = ethnic agencies 'bave been
severely hindered f;om exéanding into other market seqments by
lanquage and cultural barriers.. Typically, ythése organizations
located in the heart of ethnic communities are staffed ky new

ipmigrants. .

Ethnic travel agents play a role in the distribution of air
travel services which is of considerable inportance to¢ members
of etbnic cdmmuaities- Due té 1anguage and cultural differences,
airlines cannot easily provide substitutes for the services
offered by ethnic agents. The variety of travel related services
provided by ethnic travel agents ‘such as ‘multimodal booking and
ticketing as well as other :transportation related services
reflects the improved service level which the travellinq, pubiic
receives 1in the distribution system incorporating. travel ageats
as sales intermediaries. Frcm .ancther point of view, the analyst .
must ask whether the travelling A public mnight not be Letter
served by greater airline emphasis - upon internal marketing,
.considering the 1976 commission expense of $1.44 billion which
faéed the world's airlines.®s

e7interview with Aaron Lee, AA Travel ;Industry. Incorporated,

Vancouver.Date. :

-68p3r Transport Wexld, op. cit., October 1977, p 32.
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4.5 Travel Agents Vs. City Ticket Offices

City -Sales oOffices As-Alternative Channels Of Distribution-

—

Airlines have an.  altermative means of . marketing their

transportation product. Until the recent qrowth in-the share of

airline revenues generated by travel agents, city ticket offices

owned and managed by individual:carriers generated a much larger

share of total passenger :revenue. The airjines contend and-

conference appointment agreements stipulate that the purpose of
air «carrier reliance upon aqgencies is to stinulate new traffic,
- primpairly pleasure traffic or.-to service clients needs ' in

isolated locations.

. Differences. In Service-Characteristics-

From the consumer's point of view, the services received
from a city sales office differ. from those rTeceived '@ from a

travel agency. Amonqg the @most important, is -the fact that "

airline owned <city ticket offices emnphasize their  own

transportation services, hence, sales agents may nct bring to.

the traveller's attention all of the options available to him.
Airline operated city sales. offices and travel agencies
located in urkan centres compete for the large and highly stable

commercial . travel market. One of ‘the service characteristics

which travel agents have laid stress on- in order ::to attract .

comnmercial customers has been .the extension of credit terss to

comrercial clients. As previously discusssed, this additional

service or enticement from travel agencies has been viewed as

the cause of agency bankruptcies- Airlines 'maintain their own
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ccnmercial accounts and in addition airlines as well as: travel
agents hcnour major credit cards.

Carriers have responded to the infringement of = the. travel
agent . on the commercial travel market by creating a variety of’
ne¥ services. For exanple, individuals or firms with appropfiate
credit ratings may be  entitled to: "express" ticketiug - for
domestic travel 'whereby the - traveller writes his own-ticket. .
This expedites ticketing procedures qreatly and is particularly
attractive to commercial travellers who travel frequently.

Another advantage which most city sales offices have in
cocmpariscon with most travel agencies is the availability of
instant  information fron airline.'reseryations systems. . The
introduction of the cathode ray tube {CRT) - terminal to travel
agencies, an.important milestone in the evolution of ‘the: travel
agent shall gradually alter this situation. The implicatioas of
the introduction of electronic reservation systeams to travel

agents are considered in Chapter 5.

The Importance -Of Travel -Agencies: For The-City Sales-Qffice-

The decisicn to establish a new city sales  office depends
upon the marketing strateqgy of the airline and: upon marketing
envircnment characteristics. An Air Canada marketing manager
repcrts that the perceived need of custcmers, the number of
travel agents in the area, the piofitability of a region and the
demgcgraphic characteristics  of the area . are . taken into

ccnsideration when deciding to establish a new city sales
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office. 89

The conmpetitive relationship between travel agents and the
airlires is also taken into consideraticn alcng w#ith other
factors in arriving at a decision to establish a new city sales
office within a given urtan area. The level of service whick an
airline seeks to provide its passengers in a given -area depends
upon the number of agents and sales offices in the area. Travel
agents, acting +through their industry associations may protest’
the establishment of a new sales office. However, ' boycotts of
airlines by travel agencies because of the establishment of city
sales offices have not been an obvious problem due to the
limited bargaining strength of travel agencies.

In order ~ to provide better ‘service_ to commercial
travelle;s, an . éi;line may scnetimes adapt its distritution
systen to the demographic changes_of the business community. A
recent case in Toronto exemplifies this situation. As more and
more firms: relocated their offices in the suburbs, and servicing
through established Air Canada sales outlets became less and
less convenient, higher conmission expenses uwere most likely
being incurred among suburban travel agencies. Therefore, the
airlinpe reached the decision to establish twc new‘sales offices
in. the suburbs to better serve the commercial travel market
segument. 70 Although dindirectly. related to the adversarial

relationship Dbetsween carriers and their agents, this action.

69Interview with W.A.C. QRowe, Air Casada, General Sales and
Service Manager, Vancouver, B.C. March 9, 1878..

70interview with G. Kennedy and D. .Tangry, Air Canada, festern
Region, Passenger Marketing Division, Vancouver, July 19, 1878.
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ref;ects the belief officially advocated by IATA that :travel
agents should confine their efforts to sefvicingldiscretionary
pleasure traffic.

Airlines do not base the decision-on whether to establish a
#ew sales office solely on whether internal cperating costs are
lower . than -the cost which would be incurred if 'the services of
traveilagents were relied upon. It is clear thét an airline?’s
city sales office is much more likely to stimulate traffic for
the carrier than will supposedly impartial »iﬁdependentr-travel
agencies. . Nometheless, some>ca;riersvin the United States have
started to deemphaSiZe their reliance :‘upon city sales offices..
For example, Braniff Airways which reported: that its city ticket
offices were costing :it approximately 16 percent of airline
ticket sales was reported to have dropped its city salgs“ cffice
organization.in-19?7,?l Other carriers includiﬂg Trans World

Airlipes and Eastern Airlines have followed suit.

7ingpecial Report on Airline and Travel Agents",:
¥orid, Gctober, 1977, pp E1-56.
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CHAPTER 5 ACCESS TO ELECTEONIC 'RESERVATIONS SYSTEHNS

5.0 The Introduction Of Computer—-Based Reservations Systens
to Travel Agencies :

The focus of this chapter is not so much upon technclogical
developments which are repeatedly being introduced to the’
industry, but rather upon how various participants in the travel
~industry stand to benefit from better access to = airline-
reservations systems. © Ultimately, an attempt is nmade at
ans&ering the question, "Does the coasumer bemefit?®

-Prior to the introduction of cathode ray tube terrminals
(CRTs) to travel ageats, -reservations placed through travel
agencies were relayed via'telephcne,,ﬂquever, as early as 1976,
airliaes seeking to stimulate traffiCa.experimepted with tklre
ccencept of placing termimals with direct: communicaticn to
airline electronic reservations systems within wholesale as well"
as retail travel agencies. The implications of ‘this develcypment
for the future of the travel industry are significant and
therefore should be taken into consideration in the analysis of
the changing role which travel agents play.

Highly sqphistocated airline reservations systemS',sithn
compunications 1links. at airline points of service are as
essential to: the efficient operation of a querﬁ first level air
carrier as are the aircraft _shich transport rassengers.
Ccnputer-based airline reservations systemS»perform a variety of
vital. services in 1additionuto real-time seat .availability and

inventory. Reservations systems maintain passenger name :records
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of pertinent. information related. to the imdividual passenggr,’z
In addition, present day reservations systems caxu: communicate
apong themselves and request: bookings: fromjzother electronic
reser§ations systems. Reservations systems are closely lianked
with airline ticketing and indeed, computerized ticket printers

are presently used by both airlimes and agents.

5.1 Airline Copmpetiticn For Travel Agent Bookings
It is in a carrier's best interest to seek to establish its’
own electronic reservations terminals.gi.e,,-CBT sets)»in.travel
agents since it facilitates.selling the services of the airline
which is featured os the system. Even if a variety of car;iers
invéntories are maintained on. the system:to which the travel
agent has immediate access, the _ageat shail place- greater’
enphasis upon selling the transportation services of the airline
featured on the system. For exémgle, on a route served by two
carxiets,vthe carrier with more terminals in  retail égencies
stands - to capture the larger market share assuming, cf ccurse,
that travel agents provide a significant amount of traffic on

the route.

Tre. Introduction- 0f - A Reservation- System-Tc-Iravel-Agencies-

“The introduction of Air. Canada®s Reservec 11 conmpater
system which includes the inventcries of most regiomal - Canadian

carriers and a partial inventory of CP Air flights to travel

72Upnited States, Departunent of Transportation, ¢Cffice of
Facilitation, "Passenger Reservations and Ticketing", Washington
D.C., 1871, pp. 2-7.
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agents pxovides evidence of the importance which the placement
of C&ET sets 1in travel agencies can have as a marketing tool.
Since the Air Canada reservations system is lthe -largest and
includes.'the:most services of any electronic reservation systen
in Camada, {it is anticipated that it shail eventually include
all dinterline partners on a connecting flight basis, car rental .
firms and hotel accommodations) it has been viewed as the . most
desirable system to be included in the Canadian travel acgent’s
pcrtfclio of tools, at least from the travel -agent's pocint of
view. The electronic reservation system offered by CP Air, the
nation?!s next largest carrier, provides a differemt : variety of"
airline inventories. Those CP Air flights which overlap sith Air
Canada flights are included in the air Canada system, hosever,
agents must make a special request in: order :to .view CP = Air
flights on their terminals. Air Canada has placed. itself. imn an-
advantageous position with reqgard to the placement of airline
réservations systems in compatisonwuitthP Air which, to date,
has not established remote termimals in travel agencies.?3

. As of September,1978, approximately 30 remote CRT terminals
had been: placed in travel agencies in British Columbia’s lower
mainland. The agencies chosen by Air Canada to bLke 1linked with
the airline's electroaic-reservation,system-werg selected ‘cn the
basis of how mégy Air canada sales they would produce. From a
profitability standpoint, = individual  districts are held

accountable for a preestablished return on investment for each

73Interview with Eill Murphy, Pagaesus Systems, C?P Ait. March,
1878. .
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terminal.?4 In the case of the travel agencies which have direct
access to Air Canada’s system, precautions have Lbeen taken to
linit the amount of information:. to which travel agqents have
acce€ss. Agents cannot obtain passenger name lists, instead, they
are only provided access to information revealing whether cr not
space is available on4a'particui§r flight. Nonetheless, a wide
variety o¢f information includingé:information~ or individual

passengers may be obtained or stozed by the travel agent.

- Electronic-Reservations- Systems-in  U.- S.-Travel-Agencies-

Airline competition for -travel agent ticketing ~ in the
United States has been much more competitive than it has been in
Canada. This can be attributed to the large number of trunk
carriers with extensive electronic reservations systems. The
essential difference between computerization developments in
Canada vis—a-vis those 1in the U.S5. is the greater degree of
choice which American agents have because of the greater pumber
of systens available.'

Due to United States Justice Department disapproval cf the
joint development of am airline/travel: agent resérvaticns
system, United Airlines, American- Airlines and Trans World
Airlines have each decided to market: their systems to - travel
agents on a separate basis. Both United's and American?s systenms
are designed - for - their own tipket agents and hence, their own

flights are displayed first on the CRT.?S The vsignificance . of

74Interview with W.a.C. Rowe, Air Canada, General Sales and
Services Manager, Vancouver, March 9, 1578..
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establishing an effective travel agent reservations interface
with airline reservations systens is made evident by the fact
that in United?s <case, some 50  percent of ‘the ‘ééfiiezgé
passenger reveaues were generated by travel agents in 1976.7%

Fach «carrier appears +to utilize its own criteria for the

selection of agents chosen for installation of terminals. United -

Airlines for examgple, has estahlished minimam Tevenue levels
which agencies must- fulfill~ in: order to¢ :.qualify for the
installation of a CRT termipal._An approved agency must either
generate $300,000 in annual airline revenue with United cr an
annual air revenue of $1 rillion of which 15 percent must ke on

United.

. Marketing-Advantages-Through Autemation-

The automated ticket primter which is»used in ccajunction
with reservations terminals Lky  travel agents and ccommercial
accounts - has become a reality for many large Canadian ‘travel
agencies. Such ticketing accessories were introduced previously
- to travel agencies in the United States. Primters facilitate the

writing of most domestic and some international airline tickets

as well as the payment of net revenues to the carriers invclved. .

Travel . agencies which specialize ' in- selliag- dcomestic

airline transportation prcducts to commercial travellers are the

pripary users of the ticket printer although this is far from

the only group which benefits frcm their use.. Consegﬁently,—

7swpjrlines Spar Over = Ticketing", Aviation-Heek:-and.Space
Technology, February 2, 1976.,9._30._‘

76 (Ope Cit., Air Transport-Horid, October, 1977, p< . 33..
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travel agent associations have cpposed efforts by Air Canada: to-
provide commercial: custoners with terminals and ticket . priﬁteié
free of charge which detracts from the sales. of travel agencies,
particularly from travel agencies specializing:inacommercial.
ttavel.”? Agents - fear .:the next step by air . Canada may: be to
cffer commercial accounts a commission  on their  purchases of
airlime tickets. The ad?ersarial relationship between airline
andttravel agent is apparent once agaln in ‘the minor conflict
which might be fundamentally viewed as an attempt on the part of
airlines to mipnimize: ccmmission: expenses and on:the part of '
.travel agents to maximize commission-:earnings.
5.2 Benefits And Costs Of System Iastallation
for The Travel Agent

For: those ‘agencies which .are fortunate enough to mpeet  the
criteria established by the airlines to obtain a cathode rdv‘
tube terminal, a variety of marketing and opetating efficiency’
benefits are forthcoming. Tuo managerg of Vancouver-based travel
agepcies ‘which have been  operating with Air Canada remote
terminals and ticket printers for six months “reported the
fcllowing benefits:?8 Reservec II provides travel ccnsultants
with quick access to reliable information; teservations -can ke
changed or altered in a much mcre convenient masner -than under

previcus methods; and a great deal of infommation-'p:eviously

7748Ccmmercial Accounts to Get Ticket PrintersY,
Lourier, Jdune 16, 1977, p. 1.

7BInterview with Malccelnm Nicholson, - P. Lawson's Travel,
Vancouver, March 30, 1978 and Gordon Rees, Bayshore Travel,
Vancouver, April 6, 1978.
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only available <from manuals becomes available through :the”
airline electronic reservations systen. .

Agencies using the hiqh speed comnmunications 1inksvp:ov16éd
by real-time access to computer-based reservations systémé'
benefit from fewer minutes spent on the telephone and/or better
utilization .of existing communications resources. On the cother
hand, the cost of data communications links must be borne by the

. travel agent according to Air Traffic <Ccaference" or IATA
regualtions. 79

In-addition to lower communications charges, users of CRT
terminals ‘report feder telephone calls returned to customers. A
substagtiai time savings occurs because travel agents are able
to confirm passenger reservations while the customer\waits.ﬁThié
elimination of most ‘Ycall-backs® by the use of a real-tire
system is an important bemefit which makes CRT sets particularly -
attractive to understaffed travel agencies.

Due to the relatively low  comnissicn rate on dopestic:
travel {approximately 7.5 percent), agents incur losses when
providing services for short-range domestic Jjourneys.80¢ The
efficiency ﬁrovided by .airline rTeservations systens térmimals
makes it‘possiblé for travel ‘agents to cover fixed andw‘va;iable
costs associated with low margin sales such as domestic airlime

sales.

79M7dutomated Services Provided to Travel Agents 1lLocated in - the
United Statesm™, Air Traffic Conference of America, Passenger
Committee Bulletin No. 19, Washington D.C., March 31, 1S78..

s0Touche Ross and Company, . Joint-Travel-AgentyAirline Eccnepic-
and -Value Study, reported in "Travel Agents Lose $23 NMillicn on
Demestic Sales", Airline Executive, July, 1978, p. 40..
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The presence of an airline's reservation terminal withim a
travel agenc? provides a certain degree of - promotional benefit..
Commercial customers may be attracted to travel agencies which
appear - to be progressive. A Teservation terminal projects the
image .of fasi and efficient services. . Moreover, travel agency
enrloyees may enjoy the challenge of operating the CRT terminal
and - learning the @many subprogrammes asscciated with it.
Furthermore, it ié ‘clear that‘t@e professional®” or "airline"
image is fostered by the presence of a CRT set in a travel
agencya .

The Dbenefits which the travel agent derives frcm. the
introduction of an airline reservations system are nct without
costs to 'agents, competing carriers and possibly even to the
censumer of air travel services.

Airlines have agreed through conference regulaticns to
charge travel agencies or travel wholesalers a monthly fee for
the use of CRT termiials and automatic ticket printers. The
major training cost is the opportunmity cost of the time which
agents must .devote to learning to use CRT devices. Assuming that
agents earn an average commission of 8.5 percent, it wounld be
necessary for the agent deciding whether ‘to add an extra
terminal to sell :an additional $3,117 of tickets each momth in

.ocrder to cover the monthly fee.B81

Using average fare per ticketr informaticn as calculated  in

. 810p. Cit., Interview with Malcolm Nicholson, March 30, ‘1978. 1In
Air Canada's case an initial installation fee of $100 is charqed
fcllowed by subsequent monthly .payments of $265.
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the - 1978  Touche _Ross study of travel agent:-profitakility, an
agent would have to sell 20.9§ domestic point-to-point tickets or
4.9 international. tickets at the normal fare in order - to - cover
the cost of one CRT terminal. One should bear in mind that this
analysis considers U.S. travel agent compissions which are
generally higher than Canadian-~commissions due to the open"réte
situation prevailing in the Uniied States. -

gne of -the primary dangers of the Canadian travel agent
industry's vteliance uponm a single airline reservations systen
which gives preferential display of one carrier is the
possibility of increasing airline industry.concentration-,iravél
agents may vgradually become dependent not only on the:fliﬁht:
display of one carrier but also.upon other services - cffered by
airiine managenmnent informationﬁsystemsAincluding-marketing and -
accounting systems. With regard: to the latter,;independent'fitms-
have developed which provide travel agencies with panagenment

information services.

Computer inter-face firms have the potential of lessening

the dependence of ‘the travel agent om a single carrier as weil“*v

as providing travel agents with access‘to airline as well as’
tour operator reservations systeas.

From the travel agency as a small business point: of :viéﬁ.»
it is advantageous to obtain real-time access :tc airline
reservations systems provided that the level of traffic serviced
by the agent is sufficiently higha.

5.3 Benefits And Costs Of Sysfem Installation For The
Airlines :

In Canada, Air Canada stands to benefit substantially by

\
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placing its CRT terminals in travel agencies since its. market
share shall undoubtedly increase, citerus paribus.  Ancther
significant benefit accruing to the carrier providing the systenm .
is derived - from the dissemination of current fare and.qtiéf
marketing information to travel agents hooked in;o the systen. .
carriers can better dominrate their sales intermediaries if -they
are' the primary source of marketing information: for : the ‘sales
interpediary.- |

Carriers gith a substantial portion cf‘their-sales.throuqh.
travel agents may lose a part of their nmarket: sha:e.ito
aggressive airlines with an effective programme of placisg CBT'
terrinals in agencies. This issue is‘partiqularly pertinent . in
the United States where many carriers compete for the right to-
place terminals in travel agencies. Although iwmpractical, . the
Possibility of placing more  tban. one CRI'term;nélﬁin laIQer'
agencies should not be ruled out,'

Airlines~which_couple the placement of terminals with the
placement of airline ticket stock. can also benefit from a
substantial short-term <cash flcw. For example, Trans World
Airlines would benefit from the issuance of a ticket for another
airlipe if the ticket were issued on-TH¥A ticket stock. The
reason for this is that cash flows first to thke host carrier
tten to the conference clearing house for distribution. This
benefit provides additional incentives to <carriers tc :provide
agents with individual airline ticket printers. .

Whether installation and monthly rental fees cover the cost
thch the airline incurs implementinq electronic ;eservatidn

systems to travel agents is not entirely obvious from the
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dimited amount of cost information. available tc the puriic.;
Nevértﬁeless, the fact that special Air Traffic Conference
regulations had»to‘be adopted to inhibit carriers from eantering
intc a price war over CRT termimal placement coupled withk Air
Canada’'s move to offer complementary CRT terrminals and- ticket
printers to commercial accounts tends to dindicate that  the
benefits for the carrier of additiomal traffic. generated‘
outweighs the cost of establishing and’ maintaining -peripheral
terminals.
5.4 ~ The Benmefits And Costs 0Of System Implementation
for The Consumer

The benefits which consumers of travel services receive
from travel agents with electronic reservaticas systems lare
difficult_to measure. On certain occasioas, such as when ‘airline
telephone reservation 1lines are busy, the advantage of the CRT

beccmes 'quite apparent. QOther  advantages such. as . those

associated with improved accuracy are less obvious. -The major: -

benefit cited by most agents‘aho have: recently had CRT sets:
introcduced to them 1is the _;hilrty.to service customers more
rapidly.

As previously outlined, travel agents pay a monthly . rental
fee for - the right to operate remote: video terminals. It is not
entirely clear that airlines recoup thé eatire. cost of zremote
terminals in the from of user fees. The cost to the airlimnes of
establishing additional terminals including hardware, softwuare,
and communications 1links is not insignificant. For exasmple,
United Airlines was vteported tc be .brepared to spepd . $700-

million .on agent terminals in 1976.
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Given the regulated nature of :the industry aand the fact
that the cost of improvements in . customer service levels can
ultimately be felt by the.coasumer;.the chain{of cost~impacis
may follow a sequence wherein. travel agents initially demand
higher commissions, citing larger losses on ticket ‘sales. Once
airline confereances are eajoled ~into augmenting conmission
levels, the <carriers in turn fcellow by requesting ‘higher fare
levels fronm regulatory bodies. .. The increases 1in cost ¥hich
remote travel ageﬁt terminals coqtribute to overall airline cost
increases may not be very great re1ative to other-rapidly‘:ising:
costs such as commission. costs, noanetheless, they are a

~contributing factor which should. not be ignored.

5.5 long—-term Implications

The introduction of electronic reservations systemns to -
travel agents in Camada by the national carrier, Air Camada, has
. important implications for.: the structure of the airlinme and
travel agent . industries aﬁd ‘consequently for : the ‘level of
service which consumers receivea

. Air - Canada  presently has the largest share o¢f the
tfanscontiaental Canadian market with CP Air: trailing far
behind. A mopopoly in the placement of reservaticns terginals in-
travel agencies by Air Canada at least during this introducidry
stage can easily result in-a greater concentration:of power with
one '~ semi-autonowmous, . govermment-owned . carrier-_ Cne might
guestion the belief that greater concentration. withim the
airlipe industry is in the consumer's best ianterest.

' From the consumer's point of view, a -computer interface
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system providing travel agents with access. to the reservations
systems;of all carriers serving Canadian points would cffer a
wider range of reservations services while at the same tine,
elirinate the preferential treatment offered by simngle airline
‘reservations systenms.

"on another - imndustry level, that of the  travel agent
industry, the introduction of electronic reservation systen
terminals may result in future structural changes especially in’
that segment of the industry specializing ~in  the commercial"
travel market. One caun attribute this to the minisur fimancial
requirements which have been established by the - airlines in
marketing their reservations .terminals to travel agents. .The
effect of the 'tequirements 1is that only the 1arqer, more
prospercus agencies are in. a position to obtain reservations
systems; hence, the 'trend toward industry coancentraticm. tc the
detriment . of the comsumer is the implied result. Concentration
in the United States travel ageat'industry.since 1970 has Dbeen
noticed in the C.A.B. investigation of copmissicn levels.®82

One might argue that as the travel agent industry- becomes
mcre capital  intemsive, the industry, xhich |is .presently
composed :of many independent small business. and few large firms,
shall move toward greater concentration. Similarly, if econcmies
of scale can only be taken advantage of by larger firms, then.it
fcilows that consumers stand to benefit frcm the improvéd

service levels offered by larger firms with CRT terminals. .

s20p. Cit., United States,  Civil Aeronautics Board, "IATA
Agreements Concerning Agency Matters—-Uniform Ccmmission BRates",
pr. 80-107.
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- Although the electronic 1reservations introduction phase
stands to :alter. the compostition of the travel agent: industry,
somne segments of the +travel industry shall probably nct ke
affected  significantly. Forl example, ethnic  agencies are
protected by the wunigue services which they offer. Similarly,
northern-travel agencies which are unlikely to tie into airlime
reservations stytems will most 1likely retaim the same level of
business because of the protection offered by ‘their geographic
monoypclies.

In. ~sumpary, airlines ﬁhich succeed in . obtaining a
preferential position in providing flight information and ctherx
services to travel agencies shall benefit from the capturing of -
a larger market share. lLarger agencies in the ccmmercial travel
market which bhave the financial resources available:tonthem‘to
provide'their customers with the speed, accuracy and ccnvenience’
o0of real-time access: to electronic reservations systenms shall
probably - benefit to the detriment of the agencies servicing the

compercial market without electronic Tteservations terminals.
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CHAPTER 6 EVALUATION OF TRAVEL AGENT REMBNERATION
ALTERNATIVES
6.0 Method Of Evaluaticn

Description of the benefits and costs which air - travellers
and air carriers receive from the services performed bty the
travel agent has been presented in order to reveal the essential
role wmhich the travel agent: plays in . the marketing of - travel’
services to the travelling public. Desirable service attxibutés'
of air transportation marketing systems have.been referred to in-
discussions of curent issues facing the travel agent industry.-

The purpose of :this chapter is to evaluate conmmission -and

ncn-conmission  alternatives, and select the "best" altermative. -

In order to do so, criteria for evaluatiom and . public gpeclicy
objectives nmust be defined and clairfied. After;:the most
attractive altermative has been selected, it is then reccnmended
for adoption and implementation by the Canadian Transport
Commission. It is also possitle that am airlime cenference,
eitier ipternational or domestic, would be willing to implement

- a remuneration alternative which it deemed to be in its favcur.

6.1 Service Attributes
Many desirable service characteristics associated ®ith an
efficient passenger transport marketing system bhave arisen in

the preceding chapters. The service attributes which have been
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identified for :: the pu:posé of policy analysis include the

following:
a) impartiality vis-a-~vis carrier and mode of
transport choice
L) individual attention
c) ability to provide travel services to specialized
nmarket seguments
d) rapid access to passenger reservations

information

It is gemnerally agreed that the impartiality of the =sales
intermediary is a desirable characteristic since the client is
presented with a greater numker of altermatives to chcose frcn.
Impartiality can extend to the chcice between modes as well as
the choice between carriers. .

Another service attribute which has been associated with
the travel agent industry is perscnalized attentiom. It has been
argued by proponents of small businesses that individual
attention and knowledge of an individual?s comprehensive travel -
needs cannot be adequately provided by larger airiine - operated
city sales offices.

The ability of the passenger . transportation. marketing
system to serve a diverse set:. of market  segments such as
travellers  from the busipess cocmmunity, holiday travellers and
ethnic community travellers is a service characteristic -tékenv
for granted under the preseant system. As outlined im Chapter 4,
some travel agencies  have specialized in individual wmarket.
segunents because of their ability to meet the demand for .unique
services. A travel agent remuneration policy would not elirinate:

the ability of the marketing system to: meet these specialized
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needs. At the same time, it slould nminimize the cross-
subsidization of specialized clients by clients not. regqirinq
specialized assistance.

Reservation systems and access to them have come to be
important determinants of the level of custcmer service vwhich
air carriers and sales intermediaires provide thei;uclients-,As
described in Chaptgr 5, rapid or "real-time" access to ai;line
reservations systems : is a highly desirable characeristic
associated with the air: travel industry. It ;s likely that
different remuneration-alternatives will foster the development
of electronié reservation systems ‘in +travel agencies to a
different extent. Therefore, . this attribﬁte "should nct  be

excluded from consideration in the analysis.

It is difficult to judge the relative iéportance cf each of -

these attributes however, it does not appear to be far from the
truth, considering descriptions of the industry,. to state-that”
impartiality and the ability to provide personalized attention

are among the most important.

6.2 - Criteria For Evaluation -

As part of the policy analysis procedure, each alternative
is analyzed in relation to public policy objectives desiganed to
reflect the 1long-run best interest of ‘the pubklic. .Cbjectives

which will be considered in the decision include the fc¢llowing:
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1. - Service Level Okjectives
—-impartiality
-access to reservation ‘information
-personalized attention
-service to market seqments
Ze Economic Objectives

-user pay
-economic efficiency

3. Political Objectives

-user pay
—avoid cross subsidization-between user grougs

4. Regional Development Objectives

-adequate service levels to small communities

The desirable service characteristics which have been.
apparent : under - the status guo such as impartiality uith:regard”
to carrier choice and individual attention may be considered to
comgrise the'service'leve; objectives. .

The econcnic ockijectives considered include -'fhe

implementation of the user pay phi;osophy and the avcidance of

subsidies flowipg from the general public - to the ouwners q£
travel agengies- The general rtule here is that commission levels
should not be so high that requlatory agencies gqrant--airfare
increases. With respect to economic objectives, alternatives
should be selected on the basis of whether the ratio of. service
level to comnission expense is increased i.e., on the basis of
improving economic efficiency.

In a requlated industry such as the air transport industry,
lack of managerial control of marketimg variables including . the
ability to 'set prices and to decide where services should ke

provided implies that requlatory involvement may be necessary to
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ensure that'economic'efficieqcy objectives rglated to +the air
-transport marketing system are not neglected. Specifically, the
trade-off betvween the level of marketing sefvices provided by
travel agents and air carriers must 'be juxta;osed against the
oppertunity cost of devoting resources to marketing . instead of -
other services. Evidence 'of rapidly rising conrmission expenses
and travel agent profit levels presented in Chapter 2 serve as
indications of economic inefficiencies, given the state c¢f the
industry.

folitical objectives related to the decision to choose an
alternative remuneration- policy_ must - be in line w¥ith fedetél
political objectives conceraing . travel and ‘transportaticn in
general. The magnitude of the remuneration issue mnust be
realized.,Of-the importance of -the issue within the travel agent.
industry there is no guestion, however, on a federal political
level, it is not very significant. Hence, Secause the-impact for
pclitical. purposes - is insiqgnificant, one can expect  that
re§ulatory decisions made by thg Canadian Transport <Coammission:
will reflect the economic objective of implementing the: user pay
philosophy.,

Regional . development objectives referred to are orientéd
toward reducing regional ecqnomic disparties and- enspring that
adequate air ‘- transport marketing -services are  provided to.
residents of isolated conpunities. Ia the interest. of anorthern
development, it ‘Qouldv' seen _prudent toc provide . mcnetary
incentives to entrepreneurs tc¢  provide better service to

residents of isolated communities as far as is practicable.
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6.3 Evaluation Of Alternatives

The Net Fare Remuneratien Alternative-

The adoption of a net fare 'concept would bring about
drastic lcng—rua changes in the-travel agent industry and in the
way in which air. transport: services .are marketed by the
airlines.. With ageancies né ‘longer receivinq commissions, . the
optiral firm size for wmany :market segments would . increase
because . feveaues would decrease from their present:levels and
many small firms swould be hérd.pressed to cover fixed costs. The
result would be the increase in. the <concentration. of largér
fires apd possibly the_institutionfof franchaise :agreements in
an attempt to cover fixed costs.

Counteracting this effect is the lack of clear - substitutes
for :the personal travel consulting attention provided by small
travel agencies. In-other words, some  clients " would still bhe
willing to pay an additional service fee—forfthe.petsonalized
travel consulting ofiered by travel agents. These people would

prokably be few in number.

Service. Level Obijectives-

#ith net fares, the impartiality of -the agent with reqard
tc carrier choicelwould be retained to the extent that the - same
fare could be charged for the éame catriers on the sanme toute;_
Cn. the other hand, travel agegts "would bkeccne increasingly
tiased tomard:the choice of other modes of traasportation ahiéh"
retained vthe' ccnmission form. of remuneration. However, as

previously pointed out, inter-modal competition in long distance
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passenger transportation is neot a majOr&factor in many markets.
- Assuming that  net fares would result ini increased
concentration and lower profit 1levels, one 'could -expect - few
agencieg would be -able to afford the additiopal cost of
introducing an electronic reservation :system. Direct  access to
airlige electronic = reservation systems would probably be
enhanced by :the air carriers themselves because -additiénal
internal channels of distribution {eguipped with CRT sets) 'would

.be established in order :to replace the reduced service level

provided by travel agencies. However, the -increased

ccencentration in the industry caused by the adoption of a net’
fare remuneration -approach could result in an increase - in  the
likelihood that larger agencies wculd -be financially capable of
adopting electronic .reservation systems. .

With regard to the ability to provide clients  with
individual attention  under this alternative, the demise of théA
smwall agency would serve to support the argqument that the
ability to provide-  personalized attention_ would ke reduced;>
Although a trend in ‘this direction would result, individualized
travel counselling attention: could be provided in a similar
manner by small branch outlets of larger firms which would be
able to survive by spreéding fixed costs c¢ver pany braﬁch
outlets.

Service levels to some market segments uoald be adversely
affected by the adoption of net fares. Alternatively, in market
segments where travel agents »prévide services which are not
readily provided by +the «carriers, such as in the case of the

ethnic market segmeants, clients would be wiliing to pay for
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specialized "services. ¥With regard to the commercial travel-
market segment, cme could expect greater emphasis on sales
thrcocugh airline city sales offices because many commercial
travellers mould be unwilling to pay extra for :the -services
oifexed by the travel agent. {This would also be true for non-

ccnmercial travellers).

Economic .Gbijectives

The institution,of a net fare travel agent  remuneratiocn
procedure would eliminate any_subsidization of the travel agent
industry by the -carriers which existed under the fixed
remuneration scheme. This 1is because fees charged by travel
agents would Lke established in the marketplgcem In this regard
the - net fare élternative is in- line with the user pay
philosophy.

.On- the other hand, if airlines - were  forced, on an
individual basis to emphasize internal marketing chamﬁeis- Hence
incurring d¢reater marketing costs amrd in turn:passingvthese
increased costs ¢n to consumers in the form of higher fares,
then this -alternative would: mot be in the'traveiling*public'é
best ingerest as a misallocation of resources would " result. It
is geperally aqreed that commission expenses would be less under
the net fare alterpative than they would be undé: an open rate

situation as discussed in Chapter 2. .

- Political-Objectives-
It qoes without saying +that . owners  of travel agencies

would object to the removal of the protective fixed commission
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blanket which has fostered the development .c¢f an  extensive
industry. However, in the long-run, the elimination of ontriqht
coprissions by regulatory support of the net fare concept should
result in 1lcwer airfares, ceteris paribus. Clearly, "~ this
reflects the .user pay philoscphy dis in  the public?s best
interest-,Moreoyerf*travellers would still have the opportunity

tc pay for travel counselling services if they so desired.

Regional Development Objectives-

Under - the mnet fare concept, small agencies »ia'émall'
comnpunities would be faced with serious decreases'.in  revenues
due to the shift in market share’ to the airlines im areas shere
travellers coﬁld conveniently purchase their .“tickets direétly
from the carriers, such as at airport: ticket counters. In- areas
where agency competition is 1limited, clients could expect to¢ pa&-

monopoly prices for travel agent . services . unless restrictions

were. inposed.

This is . the renmuneration alternative with  which
participants in the industry are most familiar. As discussed in
Chapter 2, uniforsm commission .structures prevailing until 1875
differed only with regard to domestic or imternatiomal travel.
The uaniform commission alternative considered here would not
make such a distinction because the nature of the international
and domestic air travel markets have changed dramatically in the
last five years.

gne should note that the 1evel of ccecmmissicns has an
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important impact upon the structure of the @ industry.. Unifbrm,
but 1low, commissions would: not encourage the formatien of small

agencies.

Service Characteristics-

The rationale underlying the 1long-standing defense of
uniform commissioas by air conferences is based on' the premise
that uniform commissions foster the impartial choice of carriers
by agents. This is one of the strongest arquments in favour of
the retention of this remuneration alternative since airline
owned and operated city sales'offices are unlikely 'toc provide:
.clients  With a truly unbiased choice of carriers with
differential;commissions-prevailing.“

} The level of uniform.commissions determines whether agents
will be induced to introduce?glect:onic+reservationrsystems-to

their firms. Under a uniform cocmmission structure which is

sufficiently high, small agencies'flourish.becauseAfheir-is‘no"

special ‘incentive to distribute fixed costs as§,underL:the " net
fare alternative. The emphasis . upon marketing air .- travel
services through travel agents encourages the placement of
electronic reservation ‘systems in travellageacigs and. hence,
encourages a higher custcmer service level.

The upiform commission alternative promotes the develcpment'
of a personalized travel consulting relaticnship between  client
and agent because such relationships are more easily provided by
smailer -firms. . Furtﬁermote, cl;entSj are more likely to rlace
their confideace in the travel agent?'s choice of carrier «hen

the financial incentive to select the carrier offering the
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highest commissiog is present.

Difficult éo service market segments such as the ethnic
market segments ¥ill be served to some degree whether uniform
commiésions are offered or not. Nonetheless,: uniform ccmmissions
., will tend to favour those market .seqments which are thg . least
costly to° serviqe. Under a comrkission altermative Hhich cffers
ageats the same rate for servicing the commercial travel mnarket
segment, {a market segment . relyinqg heavily wupon dorestic’
transportation services), as it does for servicing the ethnic.
market, (a market segment. heavily_ involved in intermational
travel), marketing service levels will be relatively higher for

the fcormer than for the latter. .

- Economic Obijectives-

By retaining uniform commissioas, cross subsidization:.of -
one market segment by another . is retained. This is because
remuneration levels established through: the airlime conferences
and the government regqlatory frame§ork.reflect average« cests,
not the cost: of providing -services to individua; market .
segments. Users of specialized travel ‘agent services do Qotvhear'
the full cost of the marketing services which they consume.
However, because  uaniform commissions are necessarily agreed -
upon, and the conférences are instrumeatalzig setting commission
levels, it is unlikely that the 1level of comzission: expenses
will be so high that requlatory agencies are reguested to
increase fares. . “

- An  associated economic factor related to the .unifornm

conrission alternative is the reduction: of business ' risk
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resulting frcm stable and predictable remuneratica levels.

Uniform ccocpmissions are,.popular apocng travel agents
relative to the net fare alternative which would have a dramatic
impact upon. the industry. . Aside from the difference between
international and domestic commission levels, uniform
ccmmissioas represent the status quo in Canada. Frcm a public-'
policy peint of view, uniform;commissions-represeﬁtfa conpromise
betveen the marketplace genezated travel consulting.-feQS?funder
the net fare concept and the exorbitant commission exgpenses
under a policy of deregulated incentive commissions.
Nevertheless, uniform. ccmmissions do¢ not reflect the costs

incurred by travel agents in providing marketing services. .

Reqional. Levelopment-Objectives-

As discussed in Chapter 2, uaiform comrissions do 1ﬁotﬁ<
reflect the higher «cost of providing ‘air;ﬂtravel'markeiingf
services to residents of renote commuaities’ in Cana&aay
Nevertheless, given a sufficiently high level, they do provide
enough incentive for agencies to rprosper, while -at the sameAtimevf
they provide-consumeré‘.yith an - inherent. form = of protection -
against . monopolistic ‘service  fees which could arise under the
net fare alternative. Regional development_objectives might best

_be achieved by providing additional fisancial -incentives ' to
travel agehts .in smaller compunities. This possibility is

addressed in the next alternative to be considered..
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The-Incentive Conmission-Alternatives-

For purposes of analysis, two types of incentive commission
alternatives are considered: First, the - incentive commissio$S‘
which- develop ‘under amn unregulated si;uatian are evaluated
against the stated objectives. ~Second, 1Tequlated 1incentive
copRpissions are. coﬁsidered._ The - latter could be requlated in

such a manner that regional developﬁent: objectives could - be

attained.

It 1is possible for inceastive .commissions'to exist as a
method of compensating trave} agents for the services shich they
provide. under both’regulated and deregulated conditions. It has
been shown by the open rate situatioa=~pxevailing for:
international air travel marketed by travel agents in the United
States .tﬁat-_incentive commissions are a natural economic’
phenomenon which develops is an unregulated.envi:onmentrtotthe
heneiitAof:the carrier implementing the commission structurea.

Commission ' schedules based : upon either vclunme or
destination incentives are termed incentive commission
structures. Examples in -Appendix 1 .reveal that such commissicns’
are .oriented toward the stimulation of group :travel amd travel
on particular routes. What is not :evident from this appendix 1is
that carriers use incentive conerissions to increase their sales
levels through larger :travel . agencies which are capable of
gualifying for volume incentives. |

It has been argued that incentive commissions have been the

major cause of spiralling commissions in the United States. .They
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have also been attributed to have caused a shift in power to tke
vclume specialists and hence, have contributed to comcentration
within the industry. In the extreme case, firms nmay become, for.
all practical purposes, agents . of -the firm ocffering the most

attractive incentive schenme.

Service: gbiectives-

Incentive commissions alter:  the travel agents ~ unkiased
attitude toward selling the services of: individual carriers.
Carriers invariably offer different levels and = types of
incentives which entice agents to emphasize the air tramsport
services of the carrier with the nmost attractive financial
incentive. However, the introduction of incentivé or "open"
conmissions would not conpletely destroy the unkbtiasedness cf -the
agént. Consumer loyalty wmould deminish for those agencies which”
are ' highly biased in their chpice of carrier. This wculd result
from the fact that air travellers would realize that  they were
not being informed -of all of the altermatives available in the
market, i.e., suboptimal boeking would result.

Similarly, impartiality #ith regarad tc interfmodél' choice
" . could be - affected by an unregulated inceantive conmmpission
situation which.resnlted in very high levels ¢f repuneration.
This 1is true of both the unifrom and the net fare alternatives
because-they‘are capable of providing travel agents:Hith either
low earning levels {as may be thke case with net fares) or high
earning levels (as may be the case . ¥ith uniform compissicns).
Nevertheless, an unregulated incemtive commission structure is

more likely to result in higher overall remuneration levels for
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agents.

The tendency toward concentration resulting frcm - the
introduction of incentive commissions would speed up the process
of iantroducing electronic reservation systens, to vclupe-
spe;ialists, many of whom already have CBRT terminals. Small
firms adversely affected Ly incentive commissions because they
are @mot large enough . to gualify for large: incentives would be
hindered - from obtaining real-time access to electronic
reservatien ‘systems,,The overall level of earnimgs:is-impcrtant“
here. If incentive qommissions offer small firms earning. levels
which are greater  than wvhat would be achieved under :cther
alternatives, it is conceivable that small travel agencies would
be more likely to ﬁave the‘_financial resources available to
introduce electronic reservation .systems. .

The high _ compission expenses attributed te¢ an  open
ccmmissicg structure would make it economically feasible for
carriers to open new city sales offices especially in locations
with high airline passenger sales where sales could be diverted
from existing agencies. This possibility combined with the: fact
that incentive conmmnissions favour larqer firms, tends - to
indicate - that clients would feceive a * lower level of
personalized attention.

Earning levels>of agencieSvinvolved in:specialized markets
such as the ethaic nmarkets could be adversely affected by
incentive commissiéns aé agencies invo;ved in specialized market
segments such as this are typically smaller firms. Other market
segments such as the comrercial travel ‘segment -¢eculd,

alternatively, benefit from a higher level of service. However,
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unrequlated incentive commissions would not be: designed to meet
the needs of specialized market segments. Travellers requiring
specialized travel agent services would probably receive a lower
level of service upnder - this alternative because agencies
specializing;in.smaller‘marketv segments could not take full

advantage of incentives offered. .

Economic Gbijectives-

Unregulated incentive  ccnmissions result in: ﬁighei
compission expenses for the carrier which may eventually be
shifted to consumers 'in the form of higher airfares. Tc the
extent that higher commission expenses are reflected in. higher
airfares, the -economic objectiye defined as implementing the
user pay philosophy is further achieved. Moreover, incentive
ccnnission 'Strugtures are congruent with_ecqnomic obdectives in
that structures are geﬁerally designed so  that. different air
transport marketiﬂg costs for different servicés are reflected
in the ccnmissions offered agents..

On the other hand, with airfares closely regulated by the
€C.T-C., unregulated commissions result in disproéortienate;y
large earniag 1evels for agencies as was revealed .im the
discussicn  of international ccmmission levels .ig~the.8nited
States. The inability of airline <conferences to centrol
conmission - levels and the reluctance of requlatory bodies to
allow concomitant increases in airfares may be cited as a cause
of the nmisallocation: of resources between airlines and travel
agents. Although high levels of service would be provided ¢to

post ‘market segments, the cost in the form of airline commission
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expense would be excessively high.

Pelitical Objectives-

The  higher _ earning levels offered by unrequlated
comeissiocn structures would be popular among owners of travel
agencies. - However, from a public policy point of view, travel
agent remuneration~1evels could justly be called exorbitant if
comrissions were derégulated while airfares remained under
strict regqulatory control. In the longfrun;»passengers gould be
receiving a lower level of serviée than that which they could be
receiving if either airfares and conmissions were derequlated or
alte;natively, both were requlated. In other words,: unregutlated
incentive commissions do not clearly reflect the user pay

philosophy.

Regicnal Development Obijectives-

Isolated connunities would most 1likely not receiie any a
special attention under am unrequlated incentive commission
scheme. This is ‘due. to the fact that carriers concéntrate~there
marketing_efforts'in-the most profitable market .segments... These
are: typically large urban markets. Small firms would most likely
not  be able to gqualify for volume incentives because.

sufficiently high traffic levels could not be generated. .

The: Requlated Incentive Commission-Alternative-

This alternative represents a tempering of the  extremes
presented by unrequlated ismcentive. commissions. <Ccommissions

cculd be designed in such a masnner -that the attainment of
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objectives could be better achieved. As revealed in Exhikit 8,
the regulated version of -the alternative achieves the objectives
to a greater extent on all counts than does -the unrequlated

comrreission incentive schemea:

Service-lLevel Chbijectives-

The loss of . impartiality of the travel agent;ﬁould be
reduced by-the requlatory proceSS'which.réguires ageats to file -
commissions Qith the C.T.C.

- The acceptance of incentive schemes which wculd not aeglect
the interests of small agencies would dindirectly ingrove
consumer access to electronic reservation. systems. . Similarly,
the prcmotion of small agencies wmould be more likely to provide -
travellers with imdividual attention and service in specialized

markets.

- Econonic Objectives:

Regqulatory contrel over incentive commission structures
allouws public policy makers:to set commission levels to <tTeflect
the  user pay philosophy. Moreover, the economric efficiency of

the "~ system <can- be regulated by restricting exorktitant

renuneration levels.

By regulating incentive schemes so that they support small
businesses, the regulated incentive comnission alternative
becomes more popular. However, clients requiring special

services from specialty travél.agencies are unlikely to bear the
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full cost of the services provided by them. To this eitent,

cross subsidization of one market segment by another is present..

Reqicnal. Econemic-Objectives

In this regard, regulated incentive commissions - .are
superior. The higher cost of providing marketing services: to
travellers can be incorporated in incentive commissions which
small . travel agents in smaller commpunities receive.‘The.impact
upon overall airline marketing costs of this alterpative would

not be great for most carriers.

summary- -Of Objective-Achievement-

- For --the purpose of presenting a visual display cf the
preceding evaluation of remuneration alterpatives, a summary
matrix is presemted ins Exhibit 8. This is not meant to be a
substitute for - the p;ecediﬂg text and caution should be
exercised in . interpreting the.»author!s’summarizations-oi the
degree to which individual altermatives have been achieved. This
table should be interpreted with care as it neglects to reveal

the: relative importance of each objective. .

6.4 Conclusion

-Each of the ;emqneration alternatives considered in this
analysis has its oWn advantages and disadvantages  in
relationship to the objectives - which have been: specified. .
Essentially, what the analyst must do is select the alternative
which = best fulfills these objectives.. In order tc do this,

subjective judgement concerniag the relative importance of . the
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various objectives necesarily comes into play.

- In the author's opinion, economic and service level
objectives are the wmost important _objectives. The user  pay
philcsophy -and regional development objectives conflict in that
attenmpts to‘subsidize one group of users may impose additional -
costs upon . another group. . The -achievement of pclitical
objectives is very important in .the selection of an alternative,

indeed, government agencies can-:nct-be expected to . support - the

intreoduction of a policy change whichAopposes'political.goals.t‘“

Nevertheless, compromises are frequeatly made.

" The alternative which is recemmended.for adoption by ' the
Canadian Transport Comnmission to serve as the - commission
structure foi Canadian travel . agents for both domestic and
international travel - is ' the <regulated incentive commission
alternative. This alternative is not the "best" alternative onm
all counts; instead, it serves as a compromise. Through thke
process of arbitration, carriers and govermments wculd bDbe able
tc arrive at incentive commission structures vhich would reflect
t he .interests of ‘the travelling public as‘ﬁellras the carriers.
Fcr example, the same volunme incentives for particular
destinations could be authorized - for a .number of carriers in
order to ensure that impartiality with regqgard to carrier #as
retaipned. - Similarly, in the interest of attaining economié
objectives, higher commission levels could be authorized for the

marketing of tours: through travel agencies.
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Exhibit 8

summary Of Remuneration Scheme Objective Achievenpent

%
d .
§ Remuneration -Altermatives
‘
i 1 i 1
| 4 i |
Objectives iNet JUnif. - jReg. iunrege .
{Fare jCon.1 {InCa . jIinc.
| i jCcn.?2 jCom.?3
i i I i
+ . + +
i i | i
Service Objectives | 3 1 4
" i i i 1
a) impartiality Jfair = jvVeg.. i poor - jVaPa -
B) -info. sys. acc.% |Jfair lgood jgood 1fair
c) individ. attn.S . jpoor. 1fair {fair jpoor
d) service to Jgood {fair |pecor { Ve Pa
spec. mkts.® | l i ]
] - 4 i
Economic Obijectives iv.g.. { poor jgoed jipoor
' ’ - i i i
Pcolitical Obijectives. |v.g. jpoor .  jgeod -} poor
' ' ' B I i . i
Regional Development |poor . - {poor §VegGe . 1Vo Pa .
i i i i

ph_-m——-—a——u—&‘—“&.-—d—-“d—-d—-h—‘u.—d—th&-“h““-n-—t—-ﬁi—““—-—-mqp“*-&-“ﬂ-m“uq-—‘—M—ﬂ

1 - " i
"v.g." means very good.
"y.p." means veryApoox._
~1vgpnif. Comm." is the unifornm compission alternative..

2nReg. . Inc. Com." means the regulated incentive
~conmission alternative. . '

. 3ngnreg. Inc. Com." refers:to the unrequlated incentive
copmission -alternative.

#njnfo. sSys. acc.' means . access - to airline electronic
- reservation systems.

snindivd. attn." refers: to the ability of the travel
agent to provide individual attention. :

$"service to spec. nkts." is the;abiiity of ‘the systen
- to provide services to air travel market segments.

H-“u-u-hn-—.__“‘ul-“vmwt—&t‘-_w—-“-&dﬁu‘—“-“_“ﬂ-““h—@b-ﬂ«‘b“““—.—“p““‘_uﬁ“_uﬁﬁ““d
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Services to specialized market.segmentS*such as those . in
urban - ethnic and isolated northern communities which were
identified by the C.T.C. as important, cculd be retained by
allowing —greater remuneration incentives inm these market
segments..

Given the fact that airfares are requlated by +the federal’
government and in most provinces, entrance into the travel agent’
industry is provincially tegulaﬁed, it follows that travel agent
remunerations should be regulated as well. Horeover,'it~has been’
shown  that requlated incentive .commissions can be adjusted by .
regulétory bodies so that consumers receive an adegquate. service
level, _air;inesv-are not excessively burdened with commission
éxpenses.aad:tnavel agents are induced by a sufficiently high-
remuneration level to provide air ~travel services to  the
travelling public which are necessary for an efficieat  air:

transport industry.
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CHAPIER 7 SUMMARY

7.0 Sumpmary

The environmental changes .in the past decade associated
with the airline industry have brought:about.tremendous changes
in - the role which the travel agqent:  plays  in. the airline
industry. In the mid-1970's, the relationship beiueen; airlines’
and their agents began to deteriorate as the result ofarisihq"

commissions. Faced with higher commission . expenses, carriers

caused government agencies -to gquestion whether travel agent =

services provided to the'public were at a sufficient level ' to
warrant such an expense. More fundamentally, the rcle of the:
travel agent in the 'airline industry was brought into gquestion.

- In Chapte§ 1, the ways in which air travellers, owners of
travel agencies, and air carriers :benefit from the sexvices
provided by travel agents was .presented. The various : travel
services provided by agents . including airline ticketing, the
organization of ‘- tours and the fulfillment of - passenger
:eservatiOBS'requirementS'werefde5cribed in subsequent chapters. -

The specific objective of this thesis has beeh toc select a
travel agent remuneratioa policy for 'use in Canada,: shich would
provide air travellers with an adequate level of service, while
at the same time avoiding excessive commission expenses 'which
are eccnomically  inefficient and wasteful. Subseguent: to the

evaluation of the four remuneration altermatives, net fare,
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uniform commission, unregulated incentive conmissions and
regulated incentive commission, the conclusion was drawa that a
regulated incentive schene. would "hest" pmeet the cbjectives
specified and hence be in the public's best interest.

The objectives specified which included service, eécnomic.'
politic%l and regional development objectives were chosen
because they were felt to best reflect the interests of the
public with regard to the provision of air travel marketing
services either directly by  the. carrier or - through . travel
agents.

With the introduction - of requlated imcentive conmissions
wvhich would offer Canadian travel agents iﬂcrementalecommissicns

depending upon' - traffic volumes generated to specific

destinations, the spiralling commission expenses which have been : -

experienced "~ in the ‘United States in receat years would be
avoided. Furthermore, government: policy makers ' would be in a
position to regulate conmmission levels in such a manner that: the
user pay philosophy with regard: to the purchasing of air travel
marketing services could be further  inmplemented. - The initial
impact of 'the incentive ‘commission alternative would be moderate
in the  sense ‘thét the structure of the industry would not
irmediately be altered. Eventually, - policy makers could - use
their regqulatory power to stimulate the provisicn of services to
. particular market segments deemed to be in .need. For example,
the Canadian Transport Commission night seek to stimulate the
gro¥th of smaller firms..

Aside from addressing the pajor: policy issue of selecting

an appropriate remuneration scheme, background ~informaticn
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directly and indirectly related to the thesis topic has been
presented.

The travel agent industry is regulated by provincial. travel
industry legislation which seeks to protect consumers fron the
risk of tour wholesaler or retail travel agent bankruptcy.
Airlime conference entrance requirements ére, an ~iﬂsuificiegt
means . of providing consumers with protection against financial
injury. The enactment of 1legislation- requiring mandatory
contributions . to compensation funds has been praised as a more
comprehensive approach to protectiang the travelling public.

An important characteristic associated with the travel-
agent industry is the ability to provide specialized services to
market segments not readily served directly by the airlines. Two
market segments which exemplify this ability include the ethnic
and: conmercial travel market segments. Air carrier management is
-faced - with the R decision of wshether . to emphasize saiés
externally, through the travel agent chamnel of distributicn ot
internally through city sales offices.:

The use of remote electronic reservation  system - terminals
in .travel  agencies enphasizes the importance which access to
accruate, up-to-date reservation information - plays for : travel
agents . in many market segments. The impartiality of :the. travel:
agent with regard to  carrier choice is threatened by -the
btiasedness of reservations systenms owned by individual. carriers.

LDiscussion - of changes in the travel agent:finduStry
environment bas " been . instrumental ‘in. the evaluation - of
alternative travel agent remuneration scheres. Althcugh models

have been used in forecasting the impact of various remuneration.
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glternatives, whether . the inmplementation of a regulated

incentive commission policy by the Canadian Transport Cozmission
for Canadian agents selling :international and domestic air
travel service is in the;public!s.best=interest- can, in -faci.

only ke revealed by implementing such a remuperation schene. .
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" Selected Competltlve .Carrier Passenger Flllnqc
In The United States!

El-Al, -Isreali-Airlines-

Point—-to~-Point:
Inclusive Tour Override:

Volume Incentive:

Japan-Airlines
- Pcint—-to-Point
Inclusive Tour QOverride:

Ecnus:

Vclume Incentive

8%
3%

$40 per passenger {$250,000 to-
$1,000,000 annual revenues) :
$50 per passenger {$100,000 to
$5,000,000)

$60 per  passenger {over
$5,000,000)
- $30 per passenger {over

$50,000 on  Holiday  Class
Economy Fares)

8%
3%

$25 New-York-Tokyo One Way
First Class .
New York-Tokyo one way Economv-
Class or Excursiocn '

10% - 100 to 499 passengers
per year ‘
11% - 500 to 999 passengers
per year

12% - 1000 to 1499 passengers .
per, year

13% - 1500 to 1999 passengers
per year

14% - 2000 to 24399 passengers
per year

15% - over 2500 passengers per
year

1Comrission levels such as these are applicable for payment to-

United States travel

agencies
Affairs - Marketing, March 16,

¢nly. Source: CP Air, Industry .

1678.



Group override/Tour Operator Plan:

. Pan.Am
feint-to-Point:

Incentive Tour:

Volume Incentive:

Grocup Override
Tour Operator Plan:
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12% - 10 to 499 passengers per

year

13%  500-999 passengers per
year ,

14%  1000-1499 passengers per
year

15% 1500 - or more  passengers
per year

8%

3% - for passengers originating
in -the United States

To/Fron Rome, Brazil,  Tokyo,
Manila, Hong Kong or ' the
Middle East

8% - 25 to 49 passengers
10% - 50 to 74 passengers

12% - 75 to 99 passengers

15% - 100 or more passengers

Agent must earn a Binimuk @ oOr
$20,000 or 110% of last. year's
calendar gquarter whichever is
greater . to  qualify.  BAgent
earns 1% extra £for each 10%
above last years pericd or
$20,000 uhlchever is greater.

Touz-Gperator-Su It - . p
10% on OeSe— "
Europe/Africas/Middle East -
except Rome '
15% - U.S.-Rome

15% = U.S.—Pacific:

10% -~ U.S.—South America

5% - ‘U.S.-Central America

7.5% - Hest Coast-Hawail up to
1800 local time

10% . - ¥West Coast—Hawaii after
1800 local time

10% - U.S.—-Alaska

10% - New York City/ .
Dallas/Hawaii

{sane as tour operatot support
except 7% West Coast - Hawaii



