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Cruising is hot, hot, hot, and not just when the weather turns sultry. Passenger loads have grown from a mere 500,000 in 1970 to 12.5 million in 2007 and an estimated 12.8 million in 2008. More than 80 ocean-going cruise lines with over 250 ships now visit some 2,000 destinations, and guests can choose from over 30,000 different cruises each year. Bookings have been expanding by 7.4 percent annually since 1990, the fastest growth rate in the hospitality industry.

Yet it has not all been clear sailing for the cruise sector. In 2001, some 10 million people booked passage on the world’s cruise lines. The terrorist attacks of September 11 slashed that demand. In the following weeks, no fewer than seven ocean-going lines and one river cruise line either went out of business or filed for bankruptcy protection. Drastic price cuts brought business back—in the first half of 2002, ticket sales actually were up 4.3 percent over the previous year—but the discounts decimated profit.

The cruise industry entered a similar period late in 2008, when the worst chaos since the Great Depression struck the world’s economies. As a luxury segment of the travel market, the cruises used to be relatively resistant to economic downturns; even in bad times, the rich can usually afford a vacation. Today, an easy majority of passengers are middle class, and they are not about to take a cruise when barely making ends meet and terrified that the next round of pink slips may put them out on the street. In December 2008, when it had become clear that the current recession was not just a minor downturn, Carnival Corporation reported that cruise bookings were running behind their pace a year earlier, even though prices were down.

That has changed dramatically, thanks to some of the most persuasive sales incentives the cruiselines have ever offered. Among the deals bringing timid consumers back to the ship:

Carnival is offering discounts of up to 25 percent for bookings made up to three months in advance for cruises of up to five days and five months in advance for longer excursions.

On the Disney Wonder, passengers under 12 sail free for three-day voyages between March 12 and May 28.

Holland America is offering low fares, 50 percent discounts on deposits and cruise tours, and 25 percent of the standard cancellation protection plan.

Seabourn is giving discounts of $1,000 per suite on top of early booking savings of up to 50 percent on all seven-day Mediterranean cruises in 2009, $1,500 per suite plus early booking savings of up to 45 percent on northern Europe/Scandinavia cruises, and a host of other incentives.

All this has been remarkably successful, given the state of the American economy. January 12, 2009, was the best booking day ever for Princess Cruises, with volume up 17 percent over the previous best. Expedia CruiseShipCenters reported that bookings made in January 2008 were ahead of the previous January by 14 percent. That money-saving “staycation” does not look so good when a cruise hardly costs any more.
However, the industry is not out of trouble yet. All these discounts are eroding profitability, and even they may not be enough to bring passengers onboard if the recession gets much deeper. In addition, capacity is rising faster than demand is likely to; at least 36 new cruise liners are scheduled for delivery between 2008 and 2012, with several more planned but not yet in the yards. 
All this brings up obvious questions: How bad will the slump be? How long will it take the cruise industry to recover? How long will cruise prices remain depressed? How can cruise operators turn slow-growing demand into solid profits? How can they adapt to the challenges of a fast-changing world?

We have some ideas. Here is how the most important forces affecting the cruise lines will play out:
U.S. Economy
Nothing is as important to the cruise industry as the American economy. No less than 80 percent of cruise tickets are sold to Americans. One recent study found that only 20 percent of Americans have taken a cruise, but half dream of doing so. According to the Cruise Line International Association’s (CLIA) 2008 Cruise Market Profile, some 51 million hoped to make that dream a reality between 2008 and 2010. Many of these potential customers may at least consider taking a cruise when they feel economically secure. But in bad economic times, the American cruise market shrinks, and it takes radical price cuts and other inducements to fill berths.

In early 2009, consumers are still afraid. They have reason to be. GDP shrank by 3.8 percent in the fourth quarter of 2008, and most analysts expect it to keep heading down for at least two more quarters. Home prices slid 12 percent in the last three months of 2008, the biggest drop on record; they were down again in January 2009. More than 100,000 homes were in foreclosure in the first month of the year. Employment numbers were even more terrifying. Employers cut nearly 600,000 jobs in January, bringing unemployment to 7.6 percent, the highest it had been in more than 16 years. Most forecasts say that it will reach double digits before the hemorrhaging stops. And if many working-class Americans think the economy feels worse than it sounds, they have good reason. If unemployment were still calculated as it was in the 1980s, the rate would already be about 17 percent.

The economic problems we expect to continue through much of 2009 and the slowness of the likely recovery thereafter will keep both prices and profits down until well into 2010.

So this comes as good news: The current economic collapse should not last as long as many observers feared. In mid-February 2009, we believe that the economy will begin a new period of expansion before the end of the year. Growth will be slow at first, but by 2010 GDP growth should return to the area 2.5 to 3 percent, where it will remain for at least the next few years.

This is important news for cruise lines whose potential customers have been finding it hard to commit themselves to a cruise vacation with steep discounts and other profit-killing incentives. This is one case where a rising tide floats all cruise ships.

Do note, however, that this analysis presumes that the Obama administration will follow its recently enacted stimulus plan with at least one more round of government spending and a much larger program to stabilize and reform the American banking system. If the federal government does not find some way to employ several million people lost from other sectors of the economy and get the credit system working again, the downturn could be much longer, the dip in the cruise market more lasting and severe.
Aging Population
Throughout the developed world, people are living longer and, on average, growing older. (Demographically, one does not necessarily imply the other.) Life expectancy in Australia, Japan, and Switzerland is now over 75 years for men and over 80 for women. In the United States, every generation has lived three years longer than the previous one. An 80-year-old in 1950 could expect 6.5 more years of life; today’s 80-year-olds are likely to survive 8.5 more years.

As a result, and because birthrates are declining throughout most of the industrialized world, older people now make up more of the population than they used to. Their numbers will continue to grow. People over 65 were only 8 percent of the population in the developed world in 1950, but 15 percent in 2000, and will grow to 27 percent in the next half century, according to the Center for Strategic and International Studies. In Germany, people of retirement age will climb from under 16 percent of the population in 2000 to nearly 19 percent in 2010 and 31 percent in 2050. Japan’s over-65 population, 17 percent of the total in 2000, will reach 22 percent in 2010 and nearly 37 percent in 2050.

This is important because older people are now the wealthiest segment of society, and the most likely to have the time for an extended cruise. According to the 2008 Market Profile Study conducted by the Cruise Line International Association, about 24 percent of Baby Boomers, now in their peak earning years, have taken at least one cruise, compared with only 19 percent in the over-60 group. However, well-to-do seniors generally take the longest and most luxurious cruises. Unlike younger, family- and budget-minded passengers, they tend to prefer smaller ships, giving up tennis courts and ping pong tables in return for all-out pampering. As the giant Baby Boom generation ages, the upper end of the cruise market can only grow rapidly.

The growth of the over-65 market will moderate the habitual seasonality of tourism, because retirees can travel off-season, and prefer to do so when it can save them some money. This should help to even out the cash flow of cruise operators.

To serve these demanding customers, some cruise lines have adapted their ships to the needs of older passengers. Others should follow their lead. Obvious features for the elderly include safety handholds in bathrooms and showers, larger signs with easy-to-read type, and large, levered door handles for arthritic hands. Older cruisers also need special services such as help in moving their belongings and information about the physical demands of side trips. Such amenities will be increasingly important in the years ahead.
Tourism Grows
The number of Americans traveling to foreign countries (excluding Canada and Mexico) grew by 5 percent per year from 1981 through 1996. That expansion has slowed considerably in recent years, owing to fears of terrorism after 9/11, concern about possibly hostile receptions abroad due to the Iraq war, and to the weakness of the dollar on foreign exchange markets. Yet, Americans continued to drive the growth of the cruise industry until the global recession took the wind out of their sails. 

Those American tourists soon will be joined by the growing middle classes of India and China. By 2013, China is expected to be the single largest source of international tourists in the world, displacing Americans, Japanese, and Germans as the planet’s busiest travelers. (The target date was 2010 until the recession hit.) Already, more than 85 million Chinese are believed to be able to afford international vacations. By 2023, 100 million Chinese tourists will fan out across the globe. (Again, the pre-recession estimate was 2020.) If just 1 percent of them take a cruise each year, they will more than double the cruise market. Long before that, cruise lines will begin to offer cruises and on-board amenities suited to Chinese and Indian tastes, while native Chinese and Indian cruise lines will appear to serve their local market.

In recent years, short-distance activities have added to the bottom line of flexible, market-savvy cruise operators. These include shipboard meetings, brief “cruises to nowhere,” scenic cruises during fall foliage season, and trips to nearby destinations—for example, from the Gulf coasts of Florida and Texas to Mexico. We expect similar cruise operations to appear in the Indian, Chinese, and Japanese markets.

One more source of change is the growing number of destinations for cruises. In addition to new resorts and adventure experiences, many passengers will be attracted by unique facilities such as the extraordinarily beautiful Bibliotheque, a recreation of the fabled Library of Alexandria, whose exterior walls are covered in passages from the Rosetta Stone. Another spectacular new destination is the Al Arab Hotel, a literally ship-shape 60-story edifice in Dubai where diners travel to the underwater, glass-ceilinged seafood restaurant by submarine. No fewer than 30 new hotels were scheduled to open in Dubai in 2008 alone. One slated for 2009 is more than 65 feet under water and accessible only by elevator. Serving these profitable niche markets will require small, luxurious ships suited to shallow ports and discerning cruisers.
High Tech, High Touch
The more dependent we become on technology, the more we require the attention of a friendly, courteous human being to soothe our jangled nerves. Fortunately, that very high-tech environment increasingly brings us the human contact we crave. The finest cruise ships now provide the best of both worlds, using technology to provide comfort, connectivity, and entertainment at sea and a large, well-trained staff to tend the passengers’ every need.

For example, Hapag-Lloyd’s opulent, German-speaking Europa offers a state-of-the-art “Cruise Infotainment System” that combines a capable PC and Internet connectivity with 24-hour video and audio on-demand in all suites. Outboard power pods pull the ship through the water with absolutely no vibration or noise. The two suites for the disabled provide electronically operated beds with hydraulic lifts. High tech all the way.

Yet the vessel’s most spectacular features are the appointments provided for guests, including the attention of 1.7 highly trained crew members per passenger. Cabin stewardesses serve nearly every stateroom; the 12 premium accommodations have a butler. Deck stewards spritz sunbathers with cooling Evian water. Fresh flowers abound. Penthouse guests enjoy a fully stocked bar, hand-made chocolates, and caviar on request. No wonder Berlitz Ocean Cruising & Cruise Ships gives Europa five-stars-plus, the only ship in the world to attain that rating.

However, what may be the epitome of high-touch is found on the Seabourn line, where every member of the staff begins each cruise by studying photographs of the passengers. By the end of the second day, they can address every guest by name. It is a courtesy that astonishes many first-time passengers and is appreciated by all.

In the future, computer data mining will enable cruise lines to do the kind of personalized marketing to cruise passengers that is now being pioneered in hotels and resorts. Crew members will not only be able to recognize guests, but will “remember” what meals and entertainment cruisers enjoyed on previous voyages and be able to suggest appropriate activities for their current trip.

Not every vessel, nor even every line, can hope to provide guests with that level of luxury and attention. Yet this is the balance all must work toward, a combination of high-tech conveniences with personal attention that leaves passengers feeling pampered—and eager for their next voyage.
Energy Economy 

Cruise ships will never be cheap to run, but at least they will not be burdened by high oil prices. The $140+ per barrel oil of mid-2008 was an aberration, brought on by a combination of rising demand from China and India, inadequate global refining capacity, and rampant speculation. New oil supplies coming on line in the former Soviet Union, China, and other parts of the world, and several new refineries will come on line in Saudi Arabia and Russia by 2012. In all, oil will generally remain in the neighborhood of $65 per barrel for the foreseeable future. That is a long way from the $25 per barrel the world was accustomed to as recently as the late 1990s, but it is a price that crude operators can live with.

It helps that cruiselines worked hard to improve their fuel efficiency during the bad times. Diesel-electric ships usually are designed to run at about 20 knots, but maintaining that speed means running the engines flat-out. Cruising just 1 knot slower can reduce fuel consumption by 5 to 10 percent. Most cruiseships now sail just a bit more leisurely than they could. Many have added monitors to make sure the engines run as efficiently as possible. Some have installed energy management systems to even out the peaks and valleys in electrical demand. And, of course, operators are reducing drag by making sure the hull and propellers are scrupulously clean. According to industry experts, doing everything possible to save energy on a cruiseship can cut fuel use by 30 to 40 percent. Given the lessons learned in 2008 and implemented since then, fuel costs should not be a serious problem for cruiselines in the foreseeable future.

Cleaning Up
Several years ago, a research vessel crossed the middle of the Atlantic, taking samples of what it found. When they reached land, the scientists told of packaging materials, clumps of tar, and even human waste, floating hundreds of miles from land. The report made headlines in newspapers and magazines across the United States.

Since then, scientists have recognized that garbage collects at the center of many circular current patterns in both the Atlantic and the Pacific. One such patch of floating debris in the north Pacific holds an estimated 100 million tons of trash, most of it plastic. Some 80 percent of this material comes from on land. Yet much of the remainder is believed to originate with cruiseships.

Gone are the days when vessels could casually dump their wastes near land. Yet it does happen. Ten years or so ago, Royal Caribbean, Norwegian Cruise Line, and Carnival all have been fined—in one case up to $27 million—for dumping oily bilge water, plastic trash, raw sewage, and even toxic chemicals. Crystal Cruises’ Crystal Harmony was banned from Monterey Bay after dumping sewage and bilge water in October 2002.

U.S. regulations now ban discarding raw sewage and food wastes within three miles of shore and limit the amount of oil in dumped bilge water to just 15 parts per million. Yet, they allow gray water and treated sewage to be discharged anywhere. The average cruiseship produces more than 200,000 gallons of it per day. 
Many cruise lines have gone a long way to clean up their act. Royal Caribbean has long processed all its bilge water on trips to Alaska. It even carries an environmental compliance officer on each trip there. Crystal Cruises switched to more expensive, less polluting fuel years ago and voluntarily reported the Monterey Bay incident. Modern cruise ships are equipped with extensive treatment plants for bilge water and sewage and with storage facilities for other wastes. Yet there is clearly room for improvement.

FI believes the rules for dumping waste at sea will be tightened drastically within ten years. Those rules will be enforced by satellite surveillance and other technologies. In the future, alarms will sound if wastes are dumped near land, and discharge of raw sewage and other noxious substances will be banned anywhere at sea. Eventually, new ships even may require double hulls in critical sections to prevent loss of toxic materials in a collision.

Technology Improves Transport
Outboard power pods on ships such as the Queen Mary 2 are one relatively recent innovation; they propel ships efficiently, quietly, without vibration and make even the largest vessels far more maneuverable. Better stabilizers, satellite navigation, computerized controls, and even the computer-aided design systems that make it possible to build a new ship in two years instead of five all are improving the business of cruising.

At the same time, design innovations are helping to better the cruise experience. The sterns of Seabourn’s Pride, Legend, and Spirit carry a water sports platform that extends to provide enclosed swimming and a marina for kayaks, peddle boats, wind surfers, and even a ski boat. (Thanks to this kind of amenity, these sister ships earned five stars from Berlitz.) On Queen Mary 2, one of the five pools has a retractable glass roof to combine the best features of indoor and outdoor swimming.

Many other new technologies will be less noticeable, but equally appreciated by guests. Jerry Leeman, WW Food Service Segment Manager at IBM’s Retail Store Solutions division points out that technology is making it possible to personalize customer experiences in the grocery, retail, and food service markets. Cruise passengers will expect that same level of technology-driven personal care on shipboard.

In the years ahead, these and many other novelties will continue to make cruising more economical for operators and more pleasurable for their passengers. Expect to see floating islands that act as artificial ports, ocean-going condominiums for hard-core cruise enthusiasts, even more efficient engines and waste management systems, more small and modern coastal vessels optimized for the run to Alaska and the New England foliage season, and all manner of new amenities for guests.
Cyber-Cruising
These days, you can take it with you, and pretty much have to. The Internet, that is. It’s a rare user of e-mail who can stand to be away from his in-box for more than a day or two at a time, and many cruise passengers love being able to share vacations with friends and relatives almost as they happen. Hotels unable to offer 24/7 Internet access for guests already are losing revenues to those that can. There will be over 1 trillion Net users in the world by 2005, including a substantial majority of cruisers.

In response to this trend, many lines are providing more convenient Net access for their guests. Europa offers 24-hour Internet access free in every stateroom. Silversea is phasing stateroom Internet access into all its ships. Several ships have added Internet cafes, where passengers can surf while they graze. Five years from now, expanded Internet access will be standard fare on nearly all cruise lines.
IBM’s Jerry Leeman points out that guests will also expect to be able to communicate through there PDA or cell phone to the on board ship customer information system. They will want to be able to check dinner reservations and plan activities anywhere aboard ship at any time. Cruise ships soon will require a “virtual concierge” to supplement their human staff.
The exponential growth of the Internet has one more implication for cruise operators, one that some cruise executives we have talked with are reluctant to accept.

The Internet is revolutionizing the travel industry. An estimated 93 percent of travelers with Internet access now seek travel information online—and according to The Unofficial Guided to Cruises 2003 the amount of travel information available through the Internet has grown by 1,000 percent in just two years. The Travel Industry Association of America says that 39 million travelers actually booked their trips over the Internet in 2002, up 25 percent from the previous year. Of those customers, 77 percent bought plane tickets, while 57 percent made hotel reservations and 37 percent booked rental cars.

This has had a big impact on some companies, especially in the airline market. Southwest Airlines reports that about 37 percent of its bookings are now made over the Internet. British Airways expected 50 percent of its bookings to arrive over the Internet this year. In Europe, about 90 percent of budget airline bookings now come through the Internet.

According to Forrester Research, the number of households arranging leisure travel online will grow by at least 32 percent through 2007. At that point, Internet bookings will be worth nearly $50 billion.

Thus far, the cruise industry has lagged well behind this trend. Some 95 percent of cruise bookings are made through travel agents, and many industry executives expect that to continue. In announcing the recent promotion of Carnival president Bob Dickinson to CEO, the company used the opportunity to stress his close relationship with and commitment to travel agents. (He does advise them to put in more time on weekends, when customer calls are five times more common than during the business week.) Princess executive Dean Brown declares in the newsletter Cruise Week that “Cruise lines booking direct is one of the most distracting things that a retailer can look at.” Only 5 percent of the company’s business is booked direct, he adds, and travel agents provide at least one-fifth of new growth. Virtually every cruise line has a Web site, but many are little more than billboards designed to hone the corporate image.

It cannot last. Internet users are accustomed to the convenience of shopping online. They expect the companies they do business with to provide the information they need on the Net, where it can be browsed at will, 24/7. And as cyber-wary seniors begin to leave the market, they will be replaced by Net-savvy Gen-Xers and Dot-coms who have little patience with the stately pace of offline sales. The transition to Net-based marketing will largely bypass the luxury market, where customers prefer to have others do the tedious work of putting the travel package together. Two-earner families, those on a budget, and habitually informed consumers will take much more of the cruise shopping process into their own hands.

Ultimately, it may be that there are too few travel agents to meet the cruise lines’ needs. The number of agents dropped from 35,000 to 26,000 in just the 18 months ending in June 2002—and that was before airlines eliminated commissions for sales on most domestic flights. Cruise lines cannot support all the world’s travel agents on their own, and it seems that no one else has much interest in doing so.

This transition will be gradual, but it is inevitable. Five years from now, travel agents will be much less important to the cruise lines, while the Internet will account for a significant and growing portion of bookings. Only the extreme luxury market will be immune to this trend, as wealthy seniors continue to prefer the pleasure of being waited on by travel agents to the efficiency of online cruise shopping. Outside that niche, the only question is which lines will be early adopters of Internet sales and which will find themselves playing catch-up.
Time is Precious
Two-earner households just don’t have much of it. Neither do affluent singles. In the United States, workers spend about 10 percent more time on the job than they did a decade ago, and the number is still rising. European executives and nonunionized workers face the same trend.
In this high-pressure environment, consumers are increasingly desperate for any product or service that offers a taste of luxury—and many of them can afford to pay for it. There is no luxury tastier than a cruise.
Catering to this market will require some obvious adaptations: more short cruises, more three-day “cruises to nowhere,” more departures from ports within driving range of their homes, still more attention to children’s activities and facilities for the families of young, harried parents. (The average age of first-time cruise passengers is now under 40.) Given that Carnival Cruise Lines carried more than 300,000 children in 2001, while cruise ships are now being docked at lesser ports from Norfolk to Boston, it seems these changes are well in hand.

Time has another aspect, which also presents opportunities for cruise operators. Older passengers often are concerned with “life milestones”—anniversaries, birthdays, and other opportunities for family gatherings. This is a clear market for brief, relatively inexpensive cruises. It is likely to grow as the economy improves and the retirement-age population grows.
Bang, You’re Dead!
They mean it literally, as suicide bombings and other attacks have proved from Saudi Arabia to Bali. Terrorism is a long way from dead, despite optimistic pronouncements from Washington in the weeks after the Iraq war. In fact, there is every reason to believe that Al Qaeda is reconstituting itself and a new round of large-scale attacks may not be far off.

To date, only one cruise vessel has ever been attacked by terrorists, the Achille Lauro in 1985. Yet a ship full of happy, prosperous vacationers is an ideal target for extremists. Some 94 percent of American travelers rate hotel safety as a prime factor in deciding where to stay. It would take just one incident to make terrorism a top concern for cruise passengers as well.

This is a growing concern also because cruise ships are increasingly being used as floating hotels. As early as February 2004, the Queen Mary 2 docked in Rio de Janeiro so that cruisers could enjoy carnivale, giving would-be terrorists access to a stationary target. And during the Olympics in Greece, many cruise vessels were moored in the harbor throughout the event to supplement scarce landside hotel space. Despite a $1.2 billion security program that includes a new sonar system to protect the harbor against attack by submarine, this is one of the most obvious opportunities for a terrorist spectacular we have ever seen. That Greek authorities managed to defend these ships successfully was a very impressive accomplishment.

For cruise lines elsewhere, many other security measures already are in place. On-board bon voyage parties, once a normal part of cruising, have been eliminated, as only passengers are allowed on ship. Entering port in the United States, ships now pick up six “sea marshals” along with the pilot. Two remain in on the bridge, two watch over the engine room, and two patrol the remainder of the vessel. In Miami, divers from the local fire department carefully examine the ship for clinging mines. And a Coast Guard cutter leads the ship into port, watching for high-speed attackers such as the small boat that assaulted the U.S.S. Cole in Yemen.

In the years ahead, cruise operators will be forced to tighten security even beyond current standards. They will have to screen not only passengers, but everyone who has contact with the vessel—food loaders, baggage handlers, port pilots, and their own disgruntled employees and former employees. One thing they will not have to do is screen baggage, a job too expensive to handle at individual ships. That will be taken care of as people enter the dock, either by government employees or by private security firms under contract to the Department of Home Security or to industry associations. Already, some cruise lines have stopped the age-old practice of putting name tags on at the airport for fear that would-be terrorists will slip a bomb or hazardous material into a bag before it ever reached the ship.

Security is as important for small inland cruises as it is for ocean-going liners. On the Potomac, tour boats glide past within striking distance of the Kennedy Center, where a bomb could endanger 40,000 people. Many ships that cruise down the Mississippi and other waterways also pass within easy reach of populous, vulnerable targets. Tourists on these vessels undergo no security checks at all, but that is about to change. Coast Guard regulations scheduled to take effect on June 1, 2004, will require the screening of tour boat passengers.
All this represents a difficult adjustment for both cruise passengers and the companies that carry them. There is something about being treated as a potential hijacker that conflicts fundamentally with the sense of luxury and pampering that cruisers signed up for and cruise operators aim to provide.
We will just have to get used to it. From now on, boarding a ship is going to look more and more like running the gauntlet at a busy airport. The alternative is even worse.
Savvy Consumers
A networked society is a consumerist society. Shoppers  today can search the Internet for information about pricing, services, delivery time, and peer reviews of all manner of goods and services. Already, the monthly Internet newsletter CruiseReports delivers reviews of cruise ships, complete with passenger comments, directly to the reader’s e-mail box. Over the next few years, this trend will sweep through the cruise industry as well. Disappoint one passenger, and thousands of potential customers will hear about it.

Norwegian Cruise Line showed how not to handle problems in April 2003, when ice in the Gulf of Finland forced Norwegian Dream to cancel stops at Helsinki, Tallinn, and—unforgivably—St. Petersburg, the high point of the trip. Passengers learned of the changes only when they checked in at Dover, and they were offered compensation of only $100 to $200 each, amounts that sent irate cruisers on stage to harangue fellow passengers in a near-revolt. As one dismayed agent commented, “They’ve come a long way to see St. Petersburg, and $150 ain’t going to cut it.” The Internet carried that tale around the world, no doubt in the words of the angriest customers.

A world of savvy, demanding, networked consumers requires still greater effort to give passengers the best possible cruise. It may be even more important to soothe their frustrations when something goes wrong.
Shock and Aahs
Throughout the business world, institutions are undergoing what FI calls bimodal distribution: The big get bigger. The small survive, and some of them do quite well. But mid-sized competitors are squeezed out, because they are not flexible enough to prosper in niche markets and cannot achieve the economies of scale enjoyed by the Wal-Marts of their industries.

Similarly, purveyors of high-end luxury products flourish; look at any spectacularly good restaurant. The fast-food chains also make it; cheap, Spartan products fill a need for those who cannot afford better. But mid-priced family restaurants eventually go broke.

We see this trend among auto manufacturers, computer makers, farms, banks, and very clearly in the airline industry. We are beginning to see it among cruise lines.

Those companies that failed or took refuge in Chapter 11 after the 2001 terrorist attack represent the vulnerable middle of the industry, underfunded and without the kind of core market it takes to survive. For the mass market, there is Carnival Cruise Lines; in the luxury end, there are Silversea and Carnival’s subsidiary, Seabourn.

Carnival’s ships are big, from roughly 85,000 to 110,000 tons, with stateroom capacities that range from about 2,100 to nearly 3,000 passengers. The atmosphere is relentlessly upbeat, with constant music and passenger games, but there is none of the emphasis on luxury typical of some other lines. The food is adequate, the cabins large enough, the glasses plastic, at least on deck and in the Lido Buffet. This is the McDonald’s of the cruise industry, and it is spectacularly successful. Carnival’s mass appeal has made it the largest cruise line in the world.

At the other end of the spectrum, we need to look at just one ship, the spectacular new Queen Mary 2, which sailed on its maiden voyage for Carnival’s Cunard subsidiary in January 2004. This is the largest, fastest cruise ship ever built—150,000 tons, nearly a quarter-mile long, 100 feet taller than the Eiffel tower, able to carry 3,090 passengers across the Atlantic at speeds up to 30 knots.

Carnival set out to make the world’s most luxurious cruising ship. The result, built at a cost of $780 million, is likely to provoke shock and “aah”s. Even its smallest staterooms offer 194 square feet of sumptuous appointments, its largest—two Grand Duplex apartments at the stern—can be combined with the penthouses above to create a single apartment with an unprecedented 8,288 square feet of floor space. Even the most modest accommodations, to whatever extent the concept of modesty applies to any part of this vessel, is equipped with a 20-inch television and attached computer keyboard providing digital video, music, and audio books on demand, with 24-hour e-mail access. There are 14 bars, ten restaurants, five swimming pools, a gymnasium, and a spa with 24 treatment rooms, and even a putting green.

In the words of one observer, “This is the ship God would have made if he had the cash flow.” Carnival does, thanks to its firm hold on both the mass market and luxury ends of the cruise industry.

However, QM2 will not be the world’s largest cruise ship for long. In fact, Royal Caribbean’s new Mariner of the Seas already carries more passengers, 3,114, and the line has a 1,114-foot long, 3,600 passenger ship named Ultra Voyager scheduled for launch some time in 2006. 

As this business grows more competitive, large and successful cruise lines increasingly will follow one of these models. Some will cater to relatively unsophisticated first-time passengers. Others will aim for discriminating cruise enthusiasts who can pay to be pampered. Smaller players will specialize in niche markets such as coastal cruises or expedition, nature, or adventure excursions.  Mid-sized, mid-range operators will slowly disappear. That is just the way things are in the global economy.
Competitive Advantage
At both ends of the spectrum, the battle for market share will grow ever more challenging. That too is in the nature of worldwide competition. There are several tools and offerings that cruise lines will use to make it in this difficult environment.

One is specialized attractions for niche markets. Theme cruises already are popular. There have been highly successful trips specializing in adventure themes, astronomy, bridge, chess, computer science, education, film festivals, gays and lesbians, murder mysteries, and nudism. We will see many more such enticements in the future. In fact, the future itself could be a marketable theme, with lectures covering technology, medicine, economics, social issues, and other important, fast-changing fields.

Well-known celebrities, entertainers, and guest lecturers fall into this same category. Whenever someone writes a best-selling book, acts on a hit television show, or sings a pop song, they create a niche market for cruise lines. We would not be surprised to learn that the winners from American Idol already are booked on Carnival or one of its mass-market competitors.
Yield Management

A key marketing technique just being adopted by the cruise industry is yield management. The basic idea is simple. Companies keep careful track of how their products are selling. If time is growing short and something needs to be moved out the door, it is discounted and advertised heavily until it sells.
This is basic marketing, computerized, turbocharged, and driven up-to-the-minute sales and inventory statistics. It can work remarkably well. In one typical case, after the SARS epidemic broke out in Asia, Crystal Harmony was abruptly repositioned to Los Angeles. Bookings were heavily discounted and sold out in just five days.

Yield marketing cries out for the Internet, where prices can be changed around the world at the touch of a few keys. Predictably, some of its most effective practitioners in the travel industry are online discounters such as Expedia, Travelocity, and Orbitz. However, profit-minded cruise lines will want to bring this in-house, to route cash flow to their own balance sheets. This means that a dramatic expansion of Web sites and the adoption of Internet-oriented sales techniques are all but inevitable. In five to seven years, cruise operators will be every bit as dependent on Internet sales as the airline industry.
Ten Trends
In his feature, Budget Travel, Arthur Frommer recently surveyed developments in the cruise industry. He found ten trends, many of which paralleled Forecasting International’s observations. Here is his list:

· Continued discounting of ticket prices, often unannounced.

· A growing variety of ships, from multi-thousand-passenger megaships to 100-passenger vessels capable of visiting the smallest ports.

· More cruises from ports such as New York and San Francisco, which are within convenient driving distance for many passengers.

· A renaissance in freighter cruising, which ten years ago had almost vanished; today more than 40 freighters carry patient vacationers to a wide variety of ports not served by traditional cruise lines.

· New itineraries, particularly in formerly neglected areas such as Asia and Africa.

· More theme cruises for fans of music, history, murder mysteries, haute cuisine, and other specialized interests. This July, Norwegian Dawn will even carry what is being billed as “the first gay cruise with family values,” led by former talk-show hostess Rosie O’Donnell.

· Many more cruises by luxurious sailing ship, a relaxed and relatively inexpensive alternative to traditional motor vessels.

· A wider variety of cruise lengths, with voyages stretching from three to seven nights up to 14 or 15, appealing to older travelers with plentiful free time.

· If cruising is hot, the Antarctic may be the hottest destination of all. Demand is so strong that vessels carrying up to 800 passengers are now plying this trade.

· Batteries, and a lot of other things, not included. Amenities from meals to miniature golf are being paid for separately, a trend that is sure to continue.
Through 2010
It should be a good time for efficient, market-savvy cruise lines. Carnival CEO Bob Dickson reports that early in 2004 he had already seen a significant uptick in bookings from the lows of the recent recession. “Obscenely low pricing will not last,” he predicts. “As demand rebuilds, pricing will go up.” Forecasting International agrees.

Some of our other forecasts here may be more controversial. Yet if some of FI’s views about the future of cruise lines appear to be radically different from current industry practices, most are simple extensions of current trends. They all grow directly from the market forces we see operating today.

Tomorrow’s cruise lines will be even more flexible, even more in tune with the needs of their changing, and growing, markets. As a result, we believe they will be some of the most dynamic and profitable companies in the world.
Key Trends for the Cruise Lines
2. Population of the developed world is living longer.
Each generation lives longer and remains healthier than the last. Since the beginning of the twentieth century, every generation in the United States has lived three years longer than the previous one. An 80-year-old in 1950 could expect 6.5 more years of life; today’s 80-year-olds are likely to survive 8.5 more years. Life expectancy in Australia, Japan, and Switzerland is now over 75 years for males and over 80 for females. A major reason for this improvement is the development of new pharmaceuticals and medical technologies that are making it possible to prevent or cure diseases that would have been fatal to earlier generations. Medical advances that slow the fundamental process of aging now seem to be within reach. (This is a controversial issue within the medical community, but the evidence appears quite strong.) Such treatments could well help today’s younger generations live routinely beyond the century mark.
Assessment: Demographic trends such as this are among the easiest to recognize and most difficult to derail. Barring a global plague or nuclear war—wildcard possibilities that cannot be predicted with any validity—there is little chance that the population forecast for 2050 will err on the low side.
Implications for Cruise Lines: Older people make up a growing segment of the cruise market.

Because they form the wealthiest segment of industrialized societies, retirement-age consumers also are the most likely to take cruise vacations, particularly for the longest and most luxurious cruises.

Younger travelers form a profitable market for family-oriented cruises. However, one of the biggest advantage of catering to them is the opportunity to build brand loyalty for their later lives, when they will be the most profitable cruisers.

Retired people are free to take trips when they wish, rather than when it suits an employer. They are beginning to even out the traditional seasonality of travel. 

Older passengers need amenities suited to their physical limitations. Examples include signs with larger type, lever door handles rather than knobs, safety grips in bathrooms and showers, and extra help with their luggage.

9. Time is becoming the world’s most precious commodity. 
In the United States, workers spend about 10 percent more time on the job than they did a decade ago. European executives and non-unionized workers face the same trend. In Britain, an Ipsos MORI study found that 32 percent of people who had not visited a museum in the previous year reported having too little time to do so; in 1999, only 6 percent had cited that reason. China’s rapid economic development means its workers also are experiencing faster-paced and time-pressured lives. In a recent survey by the Chinese news portal Sina.com, 56 percent of respondents said they felt short of time. Technical workers and executives in India are beginning to report the same job-related stresses, particularly when they work on U.S. and European schedules. 
Assessment: This trend is likely to grow as changing technologies add the need for lifelong study to the many commitments that compete for the average worker’s time. As it matures in the United States, it is likely to survive in other parts of the world. It will not disappear until China and India reach modern post-industrial status, around 2050.
Implications for Cruise Lines: Harried two-earner households are eager for any luxury they can find—and many of them can afford to pay for it. Many see a cruise vacation as the ultimate luxury.

What many of them cannot afford is time. Growing numbers will take brief “cruises to nowhere,” long-weekend coastal cruises, and short segments of longer cruises, preferably leaving from regional ports near their homes.

12. Tourism, vacationing, and travel (especially international) continue to grow with each passing year. 
International tourism grew by more than 6 percent in the first half of 2007, thanks in part to global prosperity. By 2020, international tourist arrivals have been expected to reach 1.6 billion annually, up from 842 million in 2006. At that time, according to the World Trade Organization, 100 million Chinese will fan out across the globe, replacing Americans, Japanese, and Germans as the world’s most numerous travelers. Some 50 million Indian tourists will join them. But put the target dates off to 2023, thanks to the recession of ‘08/’08.
Assessment: Travel seems to be in the DNA of the middle and upper economic classes. This trend will continue so long as national economies continue to generate new prosperity for the formerly poor. 
Implications for Cruise Lines: The market for cruises will grow at least as fast as the travel market in general. If the American economy again begins to expand rapidly, rather than at the measured pace seen in early 2004, cruising should grow even more rapidly. Many consumers view cruising as one of the most desirable forms of vacation, even if they have never taken a cruise themselves. In affluent times, they will be even more inclined to indulge their wish for luxury by signing up for a voyage.

Within ten years, the number of Chinese and Indian cruisers will justify providing amenities, and even designing cruises, specifically for their tastes. By 2020, we expect to see several new cruise lines based in China and India and catering to the needs of local vacationers.

The growth of tourism will inspire the development of many new destinations, giving cruise ships new ports of call to interest their passengers. Some of those destinations will be developed with the growing Asian tourist markets in mind.

14. Consumerism is still growing.
Consumer advocacy agencies and organizations are proliferating, promoting improved content labels, warning notices, nutrition data, and the like on packaging, TV, the Internet, and even restaurant menus. On the Internet, shoppers themselves have access to a growing universe of information about pricing, services, delivery time, and customer satisfaction. Japan, China, and other markets are beginning the same revolution that has replaced America’s neighborhood stores with cost-cutting warehouse operations, discounters such as Wal-Mart, and “category killers” like Staples and Home Depot. As a result, consumer movements are springing up in countries where they have never existed. Consumer laws and regulations will follow.
Assessment: This trend seems likely to remain healthy for the at least the next 15 years.
Implications for Cruise Lines: This is one more force behind the disintermediation of travel. The cruise industry cannot resist this process permanently.

Net-savvy consumers will expect to find much more information online about ship facilities, prices, options, and port attractions, so they can compare possible cruising choices when planning a vacation.

Disappointed cruisers will voice their complaints online, where a single negative report can influence the choices of future consumers for years.
19. The economy of the developed world is growing steadily, with only brief interruptions. 
When the United States catches a cold, the rest of the world gets pneumonia, or so economists used to say. Late in 2008, the United States has pneumonia. Home prices remain in free-fall, and the credit market has collapsed. Jobs are disappearing at a rate of more than 1 million every two weeks. Consumer confidence is plummeting. Most of the world is in recession. It turns out that 2008 and some of 2009 are one of the interruptions contemplated in the trend.

Looking abroad, we can see effects of America’s problems. The entire European Union is in recession. China, Australia, India, Japan, and Russia are in or near recession. In all, the economies of the world seem a lot less healthy than they did a few months ago.

Throughout the world, governments are scrambling to shore up lending institutions, stem the tide of foreclosures, restore the flow of credit, and provide jobs for the newly unemployed. These efforts will continue through 2009.

At that point, global economic growth will resume its accustomed rate, a bit more than 5 percent per year as of 2007.
Assessment: These trends have been revised many times since they were first codified in the late 1980s. Some trends have fallen out of the list as they matured or as circumstances came along to change them. Others have been added as they were recognized. This trend has remained a constant, and with each revision its effective period has been extended. To invalidate this trend would take a catastrophe on the order of the permanent loss of Middle Eastern oil from the Western economies. Not even the recession of 2008 and ‘09 rises to that level of destruction.
Implications for Cruise Lines: People take cruises when they feel economically secure and take less expensive vacations when they do not. In the next few years, many more people will feel they can afford to take a cruise.

This is relieving the price pressure on cruise lines, so that fewer tickets will be discounted. This should improve profitability for the next several years.

32. When not perturbed by greater-than-normal political or economic instability, oil prices average around $65 per barrel. 
New energy demand from the fast-growing economies of China and India has raised the floor that until 2004 supported oil in the $25 per barrel range. Nonetheless, the spike in prices to nearly $150 per barrel in mid-2008 was an aberration. At least four factors contributed to the bubble in energy prices: Perhaps 30 percent of the increase in oil prices to their June 2008 high stemmed from the long-term decline in the value of the U.S. dollar on foreign exchange markets. Another $10 to $15 per barrel represented a “risk premium” due to fears of instability triggered by the Iraq war and Washington’s threats to attack Iran. Without those two factors, $145 oil would have been $100 oil. A worldwide shortage of refinery capacity helped to drive up the cost of gasoline, fuel oil, and other energy products. It appears that rampant futures speculation in the energy markets also helped to spur oil prices. None of these factors was permanent.
Assessment: The long-term trend toward stable energy prices can only grow stronger as the West reigns in consumption and alternative energy technologies become practical.
Implications for Cruise Lines: The single greatest “disposable” expense of running a cruise ship should remain under control. This will help to keep tickets affordable and profits acceptable.

36. Transportation technology and practice are improving rapidly.
The newest generation of aircraft, such as the Boeing 787 and future Airbus A350 XWB, are using lightweight materials and more efficient engines to cut fuel costs, stretch ranges, and increase cargo capacity. In the United States, two companies have even announced plans to build supersonic business jets and have them in the air by 2013 or so. One has already taken deposits for several dozen aircraft. At the same time, rail travel is getting faster. The new TGV Est line, which runs 300 km (180 miles) from Paris to Frankfurt, operates at 320 kph (198.8 mph) inside France, compared with 300 kph on other parts of the TGV system. China has begun to install a network of highspeed trains to compensate for its shortage of regional air transportation.
Assessment: These advances will continue at least through mid-century.
Implications for Cruise Lines: Outboard power pods, better stabilizers, improved satellite navigation and weather, and other technologies are making cruise ships faster, more comfortable, and more efficient.

Design innovations made possible by technology are creating new experiences for cruisers. These include extensible marinas and swimming areas and retractable glass roofs, as on the Queen Mary 2.

In the future, much more ambitious innovations will be seen; artificial island ports and cruise ships the size of modest cities can be expected within 20 years. 

38. The Internet continues to grow, but at a slower pace. 
In mid-2007, Internet users numbered about 1.173 billion, up just less than one-fourth in three years. Most growth of the Internet population is now taking place outside the United States, which is home to only 19 percent of Internet users. In mid-2007, the most recent available data showed 162 million Internet users in China (12.3 percent of the population), 42 million in India (3.7 percent), and 86.3 million in Japan (67.1 percent.) 

The growth of e-commerce also is slowing, with 2007 sales coming in at $116 billion Sales growth, as much as 25 percent per year in 2004, is expected to slow to 9 percent annually by 2010. The current recession may trim up to 2 percent off that pre-2009 forecast, but growth will continue at its expected pace thereafter.
Assessment: Internet growth will continue until essentially no one in the world lacks easy access to e-mail and the Web, about 30 years by our best estimate.
Implications for Cruise Lines: Vacationers accustomed to instant Net access will be increasingly unwilling to leave their e-mail at home. High-speed, 24/7 net access in all staterooms will be standard, as it is now for business-class and luxury hotels.

This is a major force behind the growth of consumerism among potential cruise passengers.

The Internet will be an increasingly important tool for the millions of potential cruisers in the Indian and Chinese travel markets.
39. Technology is creating a knowledge-dependent global society.
More and more businesses, and entire industries, are based on the production and exchange of information and ideas rather than exclusively on manufactured goods or other tangible products. At the same time, manufacturers and sellers of physical products are able to capture and analyze much more information about buyers’ needs and preferences, making the selling process more efficient and effective. The number of Internet users in the United States more than doubled between 2000 and 2007, to nearly 231 million, or 69 percent of the population. Yet the percent of the population online has remained almost unchanged since 2004. And while the percentage of Internet users in China is smaller than in the U.S., the number of users there passed the U.S. early in 2008.
Assessment: This trend will not reach even its half-way mark until the rural populations of China and India gain modern educations and easy access to the Web.
Implications for Cruise Lines: Internet cruise booking will become much more important to the industry, eventually displacing travel agents in all but the luxury market.

Cruise ships increasingly will require Internet connections in every room for 24/7 access to the guest’s e-mail, either free or at a very modest price.

Data mining can provide cruise lines with an opportunity for extremely personalized marketing, much as it already does for cutting-edge hotels and resorts.
40. People around the world are becoming increasingly sensitive to environmental issues as the consequences of neglect, indifference, and ignorance become ever more apparent. 
The World Health Organization (WHO) estimates that 3 million people die each year from the effects of air pollution, about 5 percent of the total deaths. In the United States, an estimated 64,000 people a year die of cardiopulmonary disease caused by breathing particulates. In sub-Saharan Africa, the toll is between 300,000 and 500,000 deaths per year. Pollution-related respiratory diseases kill about 1.4 million people yearly in China and Southeast Asia. And contaminated water is implicated in 80 percent of the world’s health problems, according to WHO. An estimated 40,000 people around the world die each day of diseases directly caused by contaminated water, more than 14 million per year. 

Though some debate remains about the cause, the fact of global warming has become undeniable. At Palmer Station on Anvers Island, Antarctica, the average annual temperature has risen by 3 to 4 degrees since the 1940s, and by an amazing 7 to 9 degrees in June—early winter in that hemisphere. Anticipating a three-foot rise in sea levels, the Netherlands is spending $1 billion to build new dikes.
Assessment: A solid majority of voters throughout the developed world, and even some in the developing lands, now recognize the need to clean up the environment, and especially to control greenhouse warming. They will keep this trend intact for at least the next 30 years.
Implications for Cruise Lines: Restrictions on dumping of refuse and waste will become much tighter in the years ahead, and will be much more strictly enforced.

Ships will be forced to use more, and more capable, antipollution technologies. These will be a significant new expense for cruise lines.

55. International exposure includes a growing risk of terrorist attack.
Terrorism has continued to grow around the world as the Iraq war proceeds, even as the rate of violence in Iraq itself has, at least temporarily, declined. State-sponsored terrorism has nearly vanished, as tougher sanctions have made it more trouble than it was worth. However, nothing will prevent small, local political organizations and special-interest groups from using terror to promote their causes. These organizations have found inspiration in the successes of Al Qaeda, and many have found common cause. The most dangerous terrorist groups are no longer motivated primarily by specific political goals, but by generalized, virulent hatred based on religion and culture.

On balance, the amount of terrorist activity in the world will continue to rise, not decline, in the next 10 years. This was seen in corrections to the State Department’s April 2004 report on terrorism, which originally seemed to show a sharp drop in terrorist incidents. In fact, terrorist attacks had risen sharply since the invasion of Iraq, both in number and in severity. 
Assessment: This trend is unlikely to change in the next decade and relatively unlikely to change in the next 20 years. A permanent end to the international terrorist threat would require a broad philosophical and cultural change in Islam that makes terrorists pariahs in their own communities. No such change is on the horizon.
Implications for Cruise Lines: Cruise ships are an ideal target for terrorists willing to sacrifice themselves so long as they can take large numbers of people with them. This represents a significant risk to the industry, particularly as government facilities and land-locked attractions become harder to attack.

Government mandates are likely to require even tighter security precautions on cruise ships.

A successful attack on a cruise ship could stifle the industry’s growth for several years.


