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Abstract: The market for travel information has changed dramatically since the intro-
duction of Computer reservation systems (CRSs), the real-time computerized travel in-
formation databases on fares and availability accessed by travel agents. At the time CRSs
were introduced, most were airline owned and most travelers purchased their tickets—
via their travel agents—through computer reservation systems. Today, the airlines have
divested themselves of their CRS businesses. Travel agents and final consumers now
have immediate access to substitute providers of travel information via the Internet that
includes a menu of alternative itineraries and fares available directly from air carriers.
The non-CRS distributors competing with CRSs provide travel agents alternate access
to seat availability of a given airline as well as this information for competing carriers.
Not only is this substitute to CRSs available, but it is actually being used by consumers
to book an increasing share of airline tickets. Because consumers, in addition to travel
agents, can search at low cost the substitute distributors of travel information, bilateral
competition between carriers and CRSs effectively organizes and disciplines this market.
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1. INTRODUCTION

When the present computer reservations system (CRS) regulations were adopted in
Canada in 1995, the two most widely used CRSs in Canada were both owned by air-
lines. At that time Galileo was vertically integrated with Air Canada and Sabre was
wholly owned by American Airlines. Also at that time, the internet was not widely used
to distribute travel information, so both travel agencies and consumers had no substitute
to CRSs for accessing flight and fare information. For this reason, rules governing CRSs
were viewed as necessary to restrain what were seen as abuses by the airlines that con-
trolled CRSs. Special regulation governing the behaviour of CRSs were adopted in the
European Union and in the United States, though government regulators in these juris-
dictions have already begun the process of deregulating the travel information industry.
Why?

Recently there have been substantial changes in the ownership of CRSs, most notably the
airlines have divested themselves of their CRSs. Also, there has been innovation in the
distribution of travel information due to technological developments, the most significant
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being the rapid increase of sales made directly to consumers via the Internet.

The combination of the separation of the ownership and control of CRSs from the airline
companies, together with the competing alternative means through which travel infor-
mation can be distributed and made available to final consumers, removes the necessity
of continued special regulation of this sector. The market discipline resulting from com-
peting airline-independent travel information providers is the best regulator of the CRS
sector, and market-based solutions provide the correct incentives for this industry to in-
novate and adapt to emerging technologies.

In this paper, we examine the changing competitive environment in which airlines, CRSs
and travel agencies operate. Of particular interest are the relative bargaining positions of
air carriers and the CRSs. What competitive pressure do CRSs and alternate providers
of travel information operate under and what is the impact? We find that airlines and
airline-independent CRSs have bargaining power over one another; this stands in stark
contrast to the previous situation in which airline-owned CRSs has a substantial com-
petitive advantage. Airlines have bargaining leverage because if an airline’s flights are
not listed on a given CRS the CRS would lose revenue directly and because the CRS
becomes less useful to travel agencies due to its less thorough coverage. All of these
factors weaken the bargaining position of the CRSs. Furthermore, travel reservations
booked directly with the airline internet web sites and telephone call centres bypass the
CRSs entirely; and these alternate ways to book travel account for an increasing share of
all airline reservations. Increased choice means that airlines have more bargaining power
now than they did when direct airline bookings were a small fraction of all flight bookings.

There is substantial competition among CRSs for travel agency customers. CRSs now
share their booking fees with travel agencies in addition to sometimes extending substan-
tial up-front payments to travel agencies. The end of airline ownership of CRSs and the
growth of carrier-direct bookings—especially through the internet—suggests that special
CRS rules are not necessary. A deregulated alternative—such as that being pursued in
the European Union and America—appears to be sensible.

Countries that continue to regulate the travel information industry would be well ad-
vised to free non-airline owned CRSs from special-purpose regulatory constraints. Ex-
isting antitrust enforcement and consumer protection laws—in countries that have such
institutions—would provide sufficient regulatory oversight to prevent suboptimal out-
comes. A policy of increased competition in travel information would provide the in-
centives for the industry to innovate and the maximum possible gains to trade in this
important industry sector.

2. MARKET INSTITUTIONS AND INDUSTRY EVOLUTION

There is a large literature on the economic role of CRSs, allegations of abuse by CRSs
and whether or not they should be regulated. This paper will not attempt to survey this
large literature, but will refer to some salient portions of it. For a reader seeking more
detailed background than is provided in this paper, a good starting would be the papers
of Berry (1990), Bailey and Williams (1988), Levine (1987), Guerin-Calvert (1989), U.S.
DOT (1988), Reiss and Spiller (1989), Rose (1990, 1992), McGowen and Seabright (1989),
Ellig (1991), Kleit (1992), Morrison and Winston (1986, 1989, 1990), Borenstein (1989,
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1990, 1991, 1992ab), Chalk (1986, 1987), Borenstein and Zimmerman (1988), Leaming
(1993), Call and Keeler (1985), Whinston and Collins (1992), Huston and Butler (1988),
and Duliba, Kauffman, and Lucas (2001). The following two subsections provide a brief
background of the introduction of CRSs and their current economic organization.

2.1 Airline Innovation: CRSs

CRSs evolved from the airlines’ internal reservations systems. CRS services are provided
by Sabre, Galileo, Worldspan, and Amadeus. The computer reservations services are used
by travel agencies to provide their customers with airline bookings as well as other travel
reservations. CRSs significantly reduce the costs of travel agencies when compared to the
use of paper reservations directories and checking by telephone the price and availability
of various itineraries across multiple air carriers. CRSs are used by traditional travel
agents as well as the newer online travel agents such as Travelocity, which is powered by
Sabre, and Expedia and Orbitz which are powered by Worldspan.

CRSs manage the internal reservation systems of less than half of the airlines. Sabre, for
example, manages the internal reservations systems of dozens of international carriers.
Worldspan hosts a dozen airlines that account for about ten percent of worldwide pas-
sengers. Galileo hosts its previous owner, United Airlines and a few others, accounting
for about five percent of total worldwide passengers. Amadeus hosts over one hundred
airlines that in aggregate represent about twenty percent of worldwide passengers.

Airline-owned CRSs are said to have an incentive to reduce the bookings and raise the
distribution costs of competing airlines. As a result, this sort of firm behaviour could in-
crease the cost of actual or potential competitors to enter or expand service. The special
regulations adopted in the U.S.A. and in Canada governing CRSs required mandatory
participation and non-discrimination to the alleged anticompetitive conduct of airline-
owned CRSs by their airline owners.

There has recently been growth in carrier-direct bookings. As a result of this, airlines
are now less dependent on CRSs to supply retail distribution of their tickets than at the
time CRSs were originally developed. Separation of ownership and control of the CRSs
from the operation of the airlines own reservations systems is evidence that economies of
scope are probably not an important factor in today’s market for travel information

2.2 Airline Divestiture of CRSs

Because CRSs were created by the airlines to reduce the cost of providing travel infor-
mation services to their customers, they were of course all airline owned. In recent years
airlines have begun to divest themselves of their CRS businesses. American Airlines sold
a one-fifth stake of its CRS Sabre in an initial public offering, and Sabre became com-
pletely independent of American Airlines a few years ago. Galileo, originally owned by
United Airlines and others, sold more than two-thirds of itself in initial public offerings,
and was purchased in its entirety a few years. While the ownership of Sabre and Galileo
is now completely separate from the founding air carriers, American Airlines and United
Airlines maintain marketing relationships with Sabre and Galileo. Worldspan, formerly
owned in its entirety by the U.S. air carriers Delta, Northwest and American Airlines, is
now completely free of airline ownership. Amadeus, the remaining CRS, partially owned
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by Air France, Lufthansa, and Iberia.

With Computer reservations systems independent of airline ownership there is no longer
any threat that the airlines will be able to deny access to competing airlines on CRSs.
The three CRSs with the largest booking shares in Canada, for example, have become
completely free of airline ownership.1 Airline-independent CRSs have no economic in-
centive toward favoring one air carrier over another with regard to the display of travel
information or the contractual terms for distributing this information. The vertical sep-
aration of airlines from the CRSs removes the perceived market failure that the special
sectoral regulations were created to address.

Travel agents and final consumers now have immediate access to substitute providers
of travel information via the Internet that includes a menu of alternative itineraries and
fares available directly from air carriers. The non-CRS distributors competing with CRSs
provide travel agents alternate access to seat availability of a given airline as well this
information for competing carriers. Not only is this substitute to CRSs available, but it is
actually being used by consumers to book an increasing share of airline tickets. Because
consumers, in addition to travel agents, can search at low cost the substitute distributors
of travel information, economic theory dictates that competition will enforce the “law of
one price” in this market (Stigler and Sherwin, 1985) In other words, economic efficiency
is obtained because competitive pressure causes prices to become equalized across the
alternative providers of travel information.

Vertical divestiture of CRSs by airlines eliminates the economic incentive for CRSs to
prevent competitive access to non-CRS-affiliated carriers. However, this does not mean
that all airlines will choose to distribute their travel offerings on a given CRS with the
same level of visual display. In the same way that airlines choose different levels of ad-
vertising in other media, they are likely to choose individually the prominence of their
offerings on CRS “real estate”. In other words, the visual display of travel information
is a margin, just like price, that will be factored into the overall business decisions of
air carriers and travel information providers. It is unfortunate, and misleading, that
the heterogeneity of visual display on a CRS or any internet search engine is referred to
as display “bias” in travel industry parlance. In a very thoughtful paper Kleit (1992)
demonstrates clearly that CRS pricing is competitive, and that the display preference on
a CRS screen is allocated by market forces like any other scarce good.

The current regulation of CRSs in some countries—such as Canada—restricts innova-
tions in product offerings and their pricing that are likely to increase the gains to trade
in this business. Binding regulations have real costs in that they constrain market-driven
incentives. Participants in the travel information market, whether they be consumers,
air carriers, or travel agents, will create the largest aggregate benefit if the market place
is freed from special costly regulations and instead permitted to adapt in response to
technological innovations.

1The three largest CRSs in Canada are Sabre, Galileo, and Worldspan. The next largest CRS,
Amadeus, is controlled by airlines—Air France, Iberia, and Lufthansa—but it has a very small market
position in Canada and its owning airlines have a similar small presence here.
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3. COMPETITIVE BARGAINING

Non-CRS-owning airlines have a competitive disadvantage bargaining with airline-owned
CRSs. But, it is not the case that airlines lack bargaining power over independently-
owned CRSs. Airlines and independently-owned CRSs each have leverage over the other
in the framework of a bilateral bargaining situation.

The special rules governing CRSs in the United States and Canada were originally de-
vised in response to the alleged anticompetitive behaviour of airline-owned CRSs. Now
that airlines have, for the most part, divested themselves of their CRS businesses, compe-
tition takes place on a level playing field where bargaining occurs. Airlines clearly want
customers to have greater access to their flights and this gives CRSs leverage because
if a CRS removes an airline from its database, the airline could lose bookings and the
associated revenue due to travel agencies using that CRS to make customer bookings on
flights operated by competing airlines. However, both the CRS and the airline would lose
if they fail to negotiate a mutually acceptable agreement. From the perspective of the
CRS, an airline declining to participate on a CRS results in fewer flight itineraries and
this reduces the value of the CRS to their customers (and their travel agency interme-
diaries). In the extreme, customers with a particularly strong carrier preference might
choose to travel on the same airline even though it is no longer listed on the CRS, either
making their reservations directly with the carrier or through a competing travel agent.

And once a customer is forced to make his own travel arrangements through the internet
(either through a search engine or directly with the carrier), there is a good chance that
he will continue to book his travel in this way. Travel agencies may discontinue their
subscriptions to CRSs that offer fewer flight itineraries too. Because travel agencies can
switch CRSs, airlines have the power to discipline CRS behaviour in the same way that
CRS have some power to discipline airline behaviour. When a CRS no longer includes as
many airline itineraries, both the airline and the CRS are harmed. Bilateral bargaining
ensures that a more-or-less equal distribution of the benefits of exchange is obtained.

4. CONSUMER SEARCH: A “HANDS ON” EXPOSITION

The discussion of the competitive outcomes to be expected when CRSs are airline owned
versus airline independent is as simple as it can be, but still a bit abstract for this em-
pirical researcher. In this simple “hands on” section, our aim is to show how a consumer
of travel information—either an intermediary such as travel agent or a final consumer
booking his own travel—might search across the available internet-based alternatives.

To make the search concrete, I have chosen to search for a flight that originates in
the city of my employment and residence: Calgary (yyc). The destination for the flight
is the city of my former employment and residence: Hong Kong (hkg). Since I have
traveled dozens of times from—as well as between—each of these locations this seemed
like a sensible search to carry out, especially since I am planning a trip between these
two cities to depart Calgary for Hong Kong on February 21, returning on February 28. I
now proceed to conduct a search across the available internet alternatives.
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Panel A: Summary and Low-Priced Choices

Panel B: Further Choices on Expedia Web Site

Figure 1: Flight Search on Expedia Web Site
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Figure 2: Flight Search on Travelocity Web Site

First, I input my search parameters into the Canadian version of increasingly popular
provider of consumer travel information, Expedia: http://www.expedia.ca. The initial
search results are displayed in Panel A of figure 1. The summary results at the top
of the display window indicate the range of fares available across different carriers for
differing numbers of plane changes. The search results are displayed in increasing order
of total fare, and for this particular search the lowest fare was a one-stop route through
San Francisco on United Airlines for a price of $1,681.93. Several other alternatives are
provided, including fares for US Airlines, Northwest, Air Canada, All Nippon Airways,
and Japan Airlines. While the United Airlines alternative has the lowest fare, it requires
travel through a third country—the U.S.A.—which is problematic for some travelers.2

The Air Canada itinerary—shown in detail in Panel B of figure 1—shows the most di-
rect routing, simply connecting in Vancouver for a non-stop flight to Hong Kong. This
itinerary is offered on Expedia for a fare of $2,405.03, a 50% premium over the low-fare
United Airlines itinerary.

Next, I input the search parameters into the Canadian version of the Sabre-powered
consumer travel information provider, Travelocity: http://www.travelocity.ca. The
Travelocity search results are displayed in Figure 2. The lowest-priced itinerary listed on
Travelocity begins with the same Air Canada itinerary listed on the Expedia web site,
but at a price of about $10 more. Clearly the diversity of airlines listed on the various
internet providers means that consumers may benefit substantially by searching for their
flights across the many alternative providers of travel information.

2Many travelers prefer not to connect transit the U.S.A. since it may require a visa and clearing
American customs, even though the traveler is only changing planes.
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Figure 3: Flight Search on Air Canada Web Site

The next step in my search was to input my search parameters into another large inter-
net provider of travel information, Orbitz: http://www.orbitz.com. But, Orbitz would
not provide itineraries that originated outside of the U.S.A., and there was no Canadian
alternative that I found, so I then began searching carriers directly.

The first carrier web site that I searched was for the single surviving international car-
rier in Canada, Air Canada: http://www.aircanada.ca. The best-priced itinerary for
the search parameters is displayed in Figure 3. The same itinerary that was priced
at $2,405.03 on Expedia’s web site was available as a special “web fare” for a price of
$1,656.35. In my initial search, this was the best priced itinerary. It was also the itinerary
with the itinerary with the most direct routing, most convenient flight times, and it did
not require clearing immigration and customs in a third country. This demonstrates
that carrier-direct bookings may offer some of the best values for consumers—and these
special web fares may be unavailable on CRSs.

The upper panel of figure 4 shows the initial search of the Canadian web site for United
Airlines: http://www.united.ca. This search resulted in a best-priced itinerary of
$1,688.35, just a few dollars more than the same itinerary offered by Expedia.

Because many customer’s searches are not static, all of the previous searches were re-
peated three weeks after the initial searches. For all but one of the searches the results
were the same. The one search that differed was on United Airlines Canadian web site.
The results for this search, displayed in the lower panel of figure 4, shows a best-priced
itinerary of $1,223.15. This itinerary has an additional plane change in Tokyo’s Narita
airport as compared to the earlier itinerary, but at a substantial reduction in price.
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Panel A: Initial Flight Search Results

Panel B: Additional Search on United Airlines Web Site after 21 Days

Figure 4: Flight Search on United Airlines Web Site

Proceedings of the Eastern Asia Society for Transportation Studies, Vol. 5, pp. 533 - 544, 2005

541



5. CONCLUSION

The market for travel information around the world has changed dramatically since
the birth of computer reservations systems and the adoption of the special regulations
governing their competitive behaviour. The vertical separation of air carriers from the
computer reservations systems the had created, together with the low-cost substitute
sources of travel information distributed on the Internet, means that special rules gov-
erning this industry offer no particular benefits because the industry has evolved beyond
them. Consumers of travel information—both retail consumers and travel agencies—are
able to search at low cost across the many providers of travel information. Computer
reservations system businesses and airlines each have an element of bargaining leverage
and an incentive to cooperate with one another. Freeing the market for travel infor-
mation from the special regulations that remain—so that it can innovate in product
offerings and pricing—is likely to increase the gains to trade in this business for airlines,
their passengers, and the providers of travel information.
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