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PROCEEDI NGS

MS. DeSANTI: Good norning. Could you
pl ease take your seats and we will start once
again. Thank you all for comng. |[|'m Susan
DeSanti, Director of Policy Planning. | have sone
housekeeping matters to go through first and then
we wll get into what |ooks |ike a very interesting
day.

First, for all of you, ground rules, make
sure you have your badge. You will need it to go
and return fromthe cafeteria. There are nore
badges out there if you didn't get one when you
first cane in.

Number two, please take your persona
bel ongi ngs with you when you | eave for |unch and
when you | eave for the day. Don't |eave any
val uabl es here during the breaks or lunch, there
are -- there's no guarding that's being done. And
even nore inportant, and this is a special note for
you all since all of your noderators and
guestioners were here late | ast night picking up
all of your cups and everything that you left in
the auditorium please don't do that again today.
Pl ease take your cups and your newspapers and al
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of that stuff with you

Finally, please keep the doors closed, the
air conditioning goes out when the doors are open.
| f the doors are closed, then we'll all be much
nmore confortable than we were yesterday.

And now a note for the panelists and
noderators. There were people who it was very
difficult to hear yesterday. You really have to
get next to the m ke and speak up so that everyone
who's here can hear what you have to say. So,
that's a very inportant point for all of the
panelists and noderators to keep in mnd. And once
again, the ground rule fromyesterday, we're asking
for short answers, to the point, fromeveryone. W
have a | ot of people with very valuable things to
say, and a lot of ground to cover.

Finally, on the nore substantive |evel,
menti oned yesterday that we were going to keep the
record open in this proceeding. W will keep it
open until Friday, July 21. W want to encourage
written subm ssions that people feel would
suppl ement the record that's being created here.

W encour age you, please, send us your cards and

letters. W' re very open to having as conplete a

record on these various issues that we've raised
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here as possi ble, and once again, the procedures
for howto do that are in the press rel ease that
you can find on our website at ww. ftc. gov.

Now, to start out the day, we have
Comm ssi oner Mozell e Thonpson. | nentioned
yesterday that each of the comm ssioners had agreed
to come and share sone thoughts about their -- this
area. W are very pleased to have with us this
nmorning to get us off on the right foot for this
day Comm ssi oner Mbzell e Thonpson.

(Appl ause.)

COWM SSI ONER THOWPSON: Thank you, Susan.
Good norning. W also forgot to tell you that be
careful taking your bags out of the overhead
conpartments because they may have shifted during
flight.

Well, good norning. It's good to see you
all here. And welconme. | want to thank you al
for being here, but also special thanks to Susan
and her staff for putting together what | think is
a very inportant and actual |y ground- breaking
wor kshop on B2B mar ket pl aces.

Now, at the outset, | also have to give the
little caveat that | speak for nyself, not for the
Conmi ssion or the other conmm ssioners. And
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sonetinmes I'mnot sure | speak for nyself either
but 1'm going to nmake a few observati ons.

It comes as no secret that this is a tine
of great change in our econony. The inpact of
technol ogy, not only within its own sector, but
al so in other sectors, brings great hope and
prom se for gromh and efficiency. |In fact,
there's always this discussion and debate about
what we're seeing is whether it's an evolution or a
transformation.

But no matter how we characterize it, we
see opportunities for positive benefits for
busi ness and consuners alike. But we also see sone
opportunities for behavior that can be
characterized as | ess than desirable.

Now, it's no secret that we at the FTC are
often referred to lately as the federal
governnent's I nternet agency, because of the
substantial tinme and energy we have invested on how
the Internet affects conpetition and consuner
protection. Based on that experience, we have
| earned that in new markets, |ike those based in
technol ogy, that the fundanental principles of
antitrust and consuner protection still apply.

In short, it's not really the wild west out
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there. But we have also | earned that when markets
are fast-noving, a certain degree of circunmspection
is appropriate. W' ve |learned that these markets
raise interesting and conplex policy issues |like
data privacy, security, and cross-border
jurisdiction.

Mor eover, we have found that no one set of
st akehol ders, not industry, not governnent, and not
consuners, will be able to address these issues
al one. Instead, oftentines the best policy
resolutions will involve an interactive approach
involving all of these groups.

Now, | think this workshop is a vivid
exanpl e of the Comm ssion enploying these tools. |
think it's also inportant that we all recognize
that the opportunity that we have here is to
present our best thinking and to trade ideas about
B2B mar ket pl aces, how they work, and the benefits
they hold for businesses and consuners.

But we should al so recogni ze that these
opportunities can and should continue as part of an
organi c process, one that will allow us all to work
toward what is best for Arerica. At the sane tine,
we should be able to take a critical |ook at the
gquestions that may prevent us from reaching that
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goal . Like anticonpetitive behavior. And we
shoul d coll ectively think about ways we can address
t hese concerns.

So, it's in that spirit that I welcone you
all here today. This norning, we will hear owners
and operators perspectives, future devel opnents and
public policy inplications. And this afternoon, we
will ook nore specifically at conpetition issues.

So, that puts a ot on our plate, but |
think that we're all up toit. | look forward to
continuing wwth you in this interactive dial ogue.
Thank you.

(Appl ause.)

M5. LEVINE: Well, we do have a | ot on our
plate this norning. Thank you for comng. This
panel is going to address the issues of, and the
perspectives of, owners and operators of B2B
mar ket pl aces. We heard a |l ot of interesting
guestions about how owners and operators handl e
their B2B exchanges yesterday, and | thought we

woul d take sonme tine this norning to address those

I Ssues.

We've got a lot of material to cover, so |
think we'll try and stick to the sane ground rules
we used yesterday. If you have -- if you want to
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respond to a question, please just turn your table
-- your nane tent up like this and I'Il call on
you. Wen you first speak, | hope you'll take a
moment just to introduce yourself. Not just your
name, but your conpany as well. Can you tell us a
little bit about your B2B, who your buyers and
sellers are, and what exactly is bought and sold on
your exchange. Try and pl ease be concise with your
comments, and at an hour, at the hour mark, |I'm
going to have to take a one-m nute vi deot ape break.
So, we'll have a one-m nute break and then resune.

We have with us this norning sonme very
i npressive panelists: the owners and operators of
a nunber of B2Bs, and al so three experts on B2Bs.
We have N ck Heymann from Prudential, Mrgan
Harting from KPM5G and Tim Clark from Jupiter
Communi cations, so they can all give us their
views. | guess with that let's just junp right in.

Let nme ask about the various nethods or
nodel s for ownership of B2Bs. W' re |ucky enough
on this panel to have a variety of nodels
represented. Rod, | wonder if we could start with
you. Petrocosm s chosen a -- just to give alittle
background, fromwhat | understand, and you can
correct ne if I"'mwong on this, but Petrocosm has
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chosen a consortium nodel for its exchange. |It's
co-owned, at least in part, by Chevron and Texaco,
and they're considering inviting in three other big
buyers as well to have equity stakes in the
exchange.

Rod, why has Petrocosm chosen this
consortium nodel of its B2B exchange?

MR GRAY: |I'm as Gil said, Rod Gray with
Petrocosm and we are a supply chai n managenent
procurenent B2B service that, | think the best way
to look at it is, these conpanies have gotten
together to be the incubator for the creation of
this service with the intent for it to be a
neutral, independent site.

But because supply chain managenent is a
significantly inportant area for them a great area
for efficiency inprovenent, to nmake it happen, they
started the supply chain nmanagenent facility or
har dwar e/ sof t ware necessary to nmake that happen,
started over a year ago, created it and got it
going on a small scale, felt that the rea
efficiency is getting it on a nuch |larger scale,
and getting nore volune through the system To
acconplish getting nore volune through the system
you have to have nore participants, and in the end
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gane, it is designed to be a neutral site with
active participation by both buyers and suppliers,
but in the start-up phase, the buyer side is the
i ncubat or group that got it going.

So, that's why it started fromthat phase,
but that's not the end gane that they had in m nd.

M5. LEVINE: W also have on our panel a
very different ownership nodel. Robert Verloop's
BuyProduce has chosen not to -- is entirely
i ndependently owned, which is to say no
partici pants have an ownership or equity stake in
t hat exchange. 1In fact, if |I renmenber correctly,
you' ve actually turned down participants who have
sought to becone equity holders in your exchange.
Can you tell us why you turned them down?

MR. VERLOOP: Exactly right, Gail.
BuyProduce. com was started about a year ago by two
entrepreneurs that |ooked at the produce industry
and noticed that there were a | ot of inefficiencies
in the way that produce gets to all of our plates.

And one of the things that's very apparent
in our industry is it's very fragnented. There are
over 6,000 growers of produce throughout the United
States. It's a $2 billion or $200 billion
industry. Very fragnented, as | said, not only in
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nunbers, but if you take a | ook at sone of the
sizes of the operations that exist in the industry.
We have small nom and pop farnmers that nay be
farmng 20 acres to |arge corporate organi zations.

And one of the things that has al ways been
a backbone of any agricultural enterprise is
relationships and trust. And we felt as we started
to devel op our solution, if you wll, that it was
very inportant that we maintain that trust factor
and not violate the relationships that have been
set up in the past.

So, we approached the nmarket froma neutral
standpoi nt so that inherent is that anyone that
cones to the system and our systemis w de open,
anybody can join the exchange, it had to be
neutral. And as such, when investors fromthe
industry itself expressed interest init, we did,
in fact, turn away noney.

That's not to say in the future that we
won't come up with sone type of a nodel, but
certainly here in the beginning, that is the
approach, and it's been the advice from you know,
sonme experts in the industry that we try to
mai ntai n domai n expertise, and it's also why we
stick strictly with the produce area. W think
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that this is an area that we can excel in. W have
the right relationships with the -- and trust from
our nmenbers and we want to keep it that way.

MS. LEVINE: Mbrgan?

MR. HARTING |'m Morgan Harting from KPM5
Consulting which is the | eading provider of
Internet integration services around the world, and
|'"'ma manager in the strategy group of our comrerce
practice. And | work with senior executives from
i ndependent exchanges as well as industry |eaders
seeking to form exchanges, sonmetinmes with their
conpetitors, sonetines not.

And | think it's interesting, if you
conpare the cases of Robert's industry with Rod's
i ndustry. Agriculture being the nost fragnmented
mar ketplace in the United States, with two mllion
establishnments, which is far and away the nost
fragnment ed narket.

G1, on the other hand, has far fewer
pl ayers. And so the ownership nodels you find in
different industries are to a certain extent a
function of the degree of fragnentation in those
i ndustries. And so -- because | think you have to
t hi nk about what val ue does the exchange bring? 1In
a very fragnmented marketpl ace, an i ndependent
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exchange can play an inportant role by aggregating
demand across many, nmany suppliers and many, many
buyers. And they can command on ownershi p stake
for the value they create in doing that.

On the other hand, in a nore concentrated
i ndustry, say oil, say the big three auto nmakers,
the value that an exchange adds by getting these
people in the roomis not as great, frankly. It's
just not that conplicated to get three conpanies in
the same room it's nuch nore conplicated to get
two mllion farnmers in the same room

And so, you have to | ook at what does each
partici pant -- what does each owner bring to the
table, and there are four fundanmental contributions
that owners can make in ny view One is liquidity.
This would be the big buyers or sellers that bring
liquidity to a marketplace. Two is functionality.
Say a big technol ogy conpany, |ike Ariba or
Commer ceOne, can provide the technol ogy to enabl e
this exchange, and they conmand an equity stake, in
many cases.

These are the two key drivers of an
exchange' s success, and, you know, conmensurate
with these contributions, those participants
receive equity. On the other hand, cash
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contributions are rewarded with equity, in nost
cases, as are managenent efforts.

So, you see four different types of owners.
Those that bring liquidity, the big buyers or
sellers, those that bring functionality, the
t echnol ogy conpani es, those that bring cash, the
VCs or angels, and managenent that work hard.

M5. LEVINE: Well, let's see if Mdirgan's
i deas bear out in practice, and | suspect they
will. Gna Haines, with FacilityPro has an
exchange that's sort of in between these two pol es.
You' ve got an exchange, if | understand it
correctly, that has buyers -- buyer participants on
your exchange have equity in the exchange, but
you' ve actually turned down sellers who want to
j oi n your exchange.

M5. HAINES: That's right, and good
nmorning. |'m Gna Haines, |I'mthe senior vice
president of FacilityPro.comas well as a
cof ounder. W are the business-to-business
mar ket pl ace serving commercial facilities
prof essionals and their suppliers nation-w de.

W' ve been operational since April of 1998.

We actually began |life as the division of a

| arger facility managenent corporation wth a very
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conpel i ng business need to serve a nation-w de
di stributed workforce and client base and to neet
t heir needs.

We chose the Internet as the optinal
delivery vehicle for the functionality and the
information that they required. W have partnered
with strategic client partners as well as with
equity partners, and while we are independently
professionally financially backed, we haven't nmade
equity investnent available to client partners, and
in fact it was toward the end of liquidity.

We have chosen to be basically in the
m ddl e, but we found it is difficult to create
[iquidity when you' re playing both sides of the --
speaking specifically to the -- you know, the
conpetitive field, you know, that creates the
mar ket pl ace between buyers and sellers, you
obvi ously need both to have a successful |iquid
mar ket pl ace, but we've chosen to fall on the side
of buyers. W do actually advocate for our buyers.

And | |ike Mrgan's point about the
fragmentation. | think that clearly plays a role
in the ownership and the way these market pl aces
cone together. |In our direct personal experience,
you know, commencing as a captive division, if you
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will, of a large owner, we had great success. W
found traction early, we gained liquidity, and by
virtue of the fact that we had the buy side, we
were able to attract the sellers. And | think that
actually is one of the characteristics of a
successful marketplace, is active participation by
both, but I do agree that it would be difficult to
have equity participation on both sides.

M5. LEVINE: And Mark, you've got -- well,
Vertical Net has a nunber of vertical exchanges
withinit, but one of them | think
pai nt &oati ngs.com and sonme of the new ones that
you' re thinking about bringing out in the future,
are going to have equity stakes held by sellers |
understand. Is that right?

MR. WALSH: Yes. M nane is Mark Wl sh,
am president and CEO of Vertical Net. Vertical Net,
a publicly traded conpany on the NASDAQ that runs
56 individual conmmunities of commerce, industrial
communities of comrerce. Each is a separate web
address and each ains at a specific comunity of
buyers and suppliers and their informational and
transacti onal needs, and our communities range from
the -- wth brand nanes |ike
Di gi t al Broadcasti ng. com and
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HoneHeal t hCar eProvi der.com and Sol i dWaste.com yes
an anusing a web address, but if you're in the
solid waste treatnment industry, there's information
and things to buy and sell and job |leads and a
career center and a chat and a forumfor solid
waste treating professionals. And the sane is true
for the other 55 vertical markets that we run

And what |'ve found interesting is that so
far virtually every comrent nmade this norning about
a nodel, one of our verticals mmcs. To your
point, Gail, one of our verticals,
Pai nt &Coati ngs. com we recently forned a joint
venture with one of the major participants in the
pai nt and coati ngs busi ness, Eastman Chem cal
Cor poration, they are our joint venture partner,
and they may well invite, | think they plan to
invite, other participants in the paint and
coatings industry to own that specific vertical

The ot her 55, we actually own oursel ves as
a neutral party, and we both nmake a market in
auctions and traditional sales, and to the point
there, the four elenents, we would like to think we
bring all four. W do bring liquidity, a |lot of
buyers attend our sites, we have great audi ences of
buyers and suppliers. W obviously bring noney and
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managenent, and we al so bring technol ogy.
But | would like to nake one point actually
in response to what |'ve heard so far this norning
which is one of the things that has been touched on

but | think can't be overstressed is the sense of

community. Community. | got into the interactive
services business in 1986. So, | have seen
this -- |I've seen this novie a lot, both in the

consuner side and now the busi ness-to-busi ness
si de.

The sense of community, which many of us
enj oy as consuner users of the interactive services
busi ness through AOL or other brands that we may
participate in, the sense of conmmunity, that
special interest we have as people and finding
ot her people with that sane special interest on the
net and talking with themis even nore distinct in
t he busi ness arena.

Now, many of us smle when we hear the URL
Sol i dWaste.com but if you're in the solid waste
i ndustry and you type in that URL on your browser
and you go there, it's a place that identifies with
what you care about every day as a busi ness person.

| recently gave a speech at the powder and
bul k solids conference in Rosenont, Illinois, a
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convention for people in powder and bul k solids
processing, and | have never seen a nore tightly
woven community of nmen and wonen who have deal t
wi th each other, sold to each other, with each
ot her, conpeted, and that sense of community that
the real world out there so enforces, and so
reinforces in business behavior, we see on the
Internet actually in a nost rewarding fashion being
echoed in how people find information, interact
wi th each other in chats and foruns and then find
buyers, or suppliers, to satisfy their specific
pur chasi ng needs.

So, ownership structure and liquidity and
vi brancy of a comunity is inportant froma
t echnol ogy and obviously a nonetary standpoi nt, but
that sense of "there-there,"” so to speak, we find
every day is as inportant as any other feature that
we're going to tal k about this norning.

M5. LEVINE: Interesting point. There's
one | ast ownership nodel that I would like to touch
on before we nove on, and that's the one that Roy
Roberts' exchange typifies. You' ve got -- maybe
you can respond to G na's point actually. You' ve
got both buyers and sellers that you' re planning on
inviting in to hold equity stakes.
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MR. ROBERTS: |'m Roy Roberts and |I'm
chai rman and chi ef executive officer of M Xchange,
and we | ove everybody. That's why we like for them
to participate.

We are an Internet-based solution provider
to global diversity, and we want to make sure that
we participate in leveling the playing field. Even
if you go back prior to B2B and when conpani es were
announci ng they were going to web-based
procurenent, it becane very clear to me that there
are 500 -- five mllion businesses in this country
that are mnority and wonen, $300 billion worth of
busi ness, and if you | ook at nost of the exchanges,
they had left those peopl e behind.

It's our intention to formthe M Xchange to
make sure that we connect mnority and woman
conpanies to majority corporations across all of
the vertical exchanges. W' ve gone out for our
first round of capital, PPO very successful, and
sone of the conpanies that we want to do business
wi th, some of the buyers, invested in our conpany,
and there are sone of the people who want to be on
the supply side who want to conme in on the next
round. We are not going to preclude any of that
from happening, we are going to welcone themto
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partici pate.

Clearly in our mnds the people who invest
in our conpany are people who will continue to
participate. W also found that we cannot be just
a pure B2B. Sonme of the wonen, sone of the
mnority conpani es need nore than just access, they
certainly need to know how to do better business
pl anning. They may need the ability to finance,
and we' ve got sone conpani es who want to cone
online with us to finance. W want to offer all of
t hat .

We've got to nmake sure that they're
web-enabl ed. Only about 16 percent of these
conpani es are web-enabled, and if we don't nake
this areality, then we are going to walk away from
a significant part of Anerica that | think is the
fabric of Anerica, so that's why we're
partici pating.

M5. LEVINE: Joel ?

MR SIMKINS: Geat. |'mJoel Sinkins,

vi ce president of EnergylLeader.com and | suppose |

shoul d start off by thanking Gail and Bill for

taking the tinme to understand what ny conpany does,

and now that you know, maybe you can tell ny

parents, because | have given up on explaining it
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to them but I'lIl warn you, you're going to have to
go sl ow when you get to words |like Internet and
conput er.

We represent a real hybrid nodel, and |I'm
going to tilt this thing up so | don't have to bend
over like that. Better. W represent a real
hybri d ownership nodel, and | think what we do ties
in very neatly to the last couple of points that
have been made. Qur conpany was founded earlier
this year to help energy utilities stake out a
pl ace for thenselves in the Internet econony,
sonet hing they haven't done a terribly good job of
so far.

In partnership with various utilities,
energylLeader.comis creating a series of
regi onal | y-focused, rather than industry-focused,
B2B mar ket pl aces. Qur marketpl aces are desi gned as
i ndependent | egal entities, mgjority owned by the
utility and mnority owned by energylLeader.com

So, we are a thoroughly independent party
owning a mnority interest. The utility, the
majority owner, we think in nost cases, wll be,
but does not necessarily have to be a | arge buyer
at the website, or at the nmarketpl ace.

O her buyers are likely to be -- other
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busi nesses, nonprofits or governnent entities in
t hat geographic region, including universities,
hospitals, financial institutions, et cetera. The
key here is our belief that the community of
interest that is the backbone of the marketpl ace,
as Mark was tal ki ng about, does not have to be an
industry, it can literally be a geographic area, an
actual geographic community.

And when you |l ook at utility conpanies,
uni versities, hospitals, sone financial
institutions, you're | ooking at organi zati ons that
have a real sense of geography. And a rea
interest in serving the econom es of their regions.
And conpani es that have a stake in the econom c
devel opnent and growth of their regions.

W' ve got a nunber of these hubs in the
works in netropolitan areas across the country, the
first one of which is going to go live in Decenber
here in the greater Washi ngton, DC/ Baltinore
metropolitan area in partnership with PEPCO vyour
bel oved el ectric conpany. And just to wap things
up, we expect the transactions initially to focus
on indirect goods and services, a lot of MROitens.
These are not marketplaces for the trading of
energy, it's a little bit confusing, we have the
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word energy in our nane, we're working with
utilities, but these are not marketpl aces where you
w Il buy your -- see electricity being bought or
sol d.

And just to tie into what Roy was sayi ng,
one of the things that drove us and one of the
things that sort of nakes the whol e regional
community of interest concept work is that we're
working with a lot of |arge buyers who have and
would like to find a better way of really
i npl enenting policies for buying frommnority and
protected class busi nesses, and one of the things
that we are doing is working with our technol ogy
partner on greatly beefing up the functionality of
the marketpl ace offer that you woul d ot herwi se get
out of the box to make it nmuch easier to identify
and qualify mnority and protected class business
owners. And it wll be really great for us if you
do a good job of getting nore of them web-enabl ed.
The nore buyers and sellers you can send our way,
the happier we will be.

MR. ROBERTS: They think they are an
endanger ed speci es.

MR SIMKINS: We like them they help to
differentiate us and |legitim ze our business nodel.
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So --

MS. LEVINE: Let's nove from ownership for
a second to control of B2Bs. And again, nmaybe Rod,
if you don't mnd we'll start wth you again.
Petrocosm has got a very interesting control or
shoul d say board structure. You' ve got | think at
the noment, Chevron and Texaco, your two
cof ounders, sit on the board with three others, and
| think in the near future, the plan is to have
Petrocosm [sic. should read: Chevron] and Texaco
joined by three other buyers, each sitting on the
board, and the five of themw || be joined by four
ot hers.

Does that -- first of all, have | got it
right, and second of all, does that -- we were
hearing criticisns yesterday that a structure |ike
that m ght possibly allow the participants who sit
on the board to control the B2B. |Is that what's
goi ng to happen?

MR. GRAY: Well, you're correct in that
this entity was started by Chevron. Chevron teaned
with Ariba and Cross Point, and so the founding
board nmenbers were two from Chevron, one from
Ariba, one from Cross Point and one from
managenent .
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Again, this was the incubator process to
get this entity up and running. As Gail said, we
are inviting in other founding partners as well
as bringing in alliance partners. All those people
wi |l have ownership positions if they're invited
to buy ownership positions, and the board seats
w Il evolve as those ownership positions are
obt ai ned.

But the key is those ownership positions
are there to see that the overall entity is
successful, it has the capital, it has the
procedures, policies and progress to be successful.
The day-to-day activities of the exchange and the
creation of the functionality is really del egated
to managenent. The managenent was pul | ed toget her
fromnostly conpani es who are not part of those
owner shi p conpani es.

There are two seni or managers that cane
from Chevron out of the basically 30 top people who
are making this happen, all the rest of them cane
from suppliers, other energy conpanies, from
financial institutions, technology institutions,
KPMG we have sone senior managers from KPMG but
what the goal was is to put together the managenent
teamthat's going to create the functionality, the
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service, and be in a position to be able to make it
successful as an independent conpany.

So, the way ours has operated, and | think
it's the way to do it, is the board is there to see
that it's successful, and it has the resources,

i ncl udi ng managenent and capital, to be successful,
but they don't get into the day-to-day choices of
functionality choices of custoners, choices of
contractual structures, those types of things are
t he work of managenent.

MS. LEVINE: N ck, do you agree? Oh,
excuse me, |'ve got nmy -- ny apologies, Tim |I'm
very sorry.

MR, CLARK: My name is Timdark, and I'm
an anal yst with Jupiter Conmmunications. M conpany
-- our conpany was acquired by Jupiter, we were
originally called Net Market Makers and we had
speci alized specifically in followng this
phenonmenon, industry-specific marketplaces that's
come up. And | really think that probably contro
is exactly the right -- is one of the right
di scussions to be having here.

What you'll see is you'll hear -- the
bi ggest phenonenon that's happened in the year 2000
is what we have called these coalition markets
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comng into the marketpl ace, people |like Rod's and
a nunber of the other ones we saw the ot her day.
And they are either -- for the nost part they start
out as either buy side or sell side, and what has
happened with the entry of these people, is that it
has essentially frozen the capital markets so that
start-ups, and particularly those that are sort of
the neutrals in particular industries, are having
much nore difficult time getting funded.

So, it's not clear that any of the big
coalition exchanges wll actually be able to
oper at e busi nesses because you do have in the
exchanges, conpani es that have been conpeting with
each other for decades and they now have to becone
each other's best friends.

But as Rod said, they're trying to mgrate
frombeing a buy side over into the neutral part.
Neutral is an interesting word, as you probably
heard a lot if you' ve been here yesterday and
today, |'ve never heard anyone say yet that they
want to be a biased exchange, an unfair exchange or
sonething. But there certainly is, you know, this
is about the power in a specific industry, and it's
hard to make a generalization about what happens if
a whol e bunch across different segnents, because it
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depends the kind of market that works in terns of
ownership, in ternms of control, even in terns of
whet her the market nodel as to whether it's an
auction or a catal og, depends on the way the power
was distributed wthin that industry.

MR. COHEN. Let ne just follow up on that.
Have any of you seen incidents or experienced,
di scussions of problens with owners or major
participants in the market designing the
mar ket pl ace in a way that the functionality favors
the insiders? Has that cone up as an issue,
differences in functionality?

MR. CLARK: Well, it's alittle hard to
tell, because nost of -- the ones where you woul d
expect that the nost would be the coalition
mar ket pl aces, and nost of them-- Rod's is very
much farther along than nost of the other ones. W
really don't know how t he other marketpl aces are
going to -- many of the other marketplaces wll
actual ly function.

MR, STQIKA: If | may, ny nane is Tim
Stojka, I"'mwith a conpany called Commerx. W are
probably one of the ol der exchanges, we've been
around since 1995, we got started in the plastics
industry with a systemcalled PlasticsNet.com
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Today we have three industries that we participate
in, plastics, netals and packagi ng.

W' ve gone from an ownership structure in
whi ch we were entrepreneural ly funded, funded by
myself and ny famly, we then brought in financial
investors and then strategic investors fromthe
i ndustry. Conpanies |ike Ashland Chem cal, Eastman
Chem cal, Huntsman, so on and so forth

And what our premse is today is that
ownership really doesn't matter, okay? It's not an
i ssue of who owns the system The real issue is
what is the functionality that that systemis
providing, what's the value creation that's taking
pl ace, and what are the efficiencies that are being
created for the participants of that system

Okay, cash flow and profitability. That's
what it conmes down to.

MR. WALSH. You know, many of us renenber
American Airlines owning the Saber systemthat
travel agents stared at specifically for years
on end, and Saber was often accused of doing,
| think, what this specific point is, whichis
not denying access to information, but affecting
the presentation of information that would all ow
the transactor, the travel agent, to get the
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j ob done.

And the joke, and it wasn't that funny I
guess, that Anmerican used to say, that it wasn't
their fault this their name started with A i.e.

t he al phabetical presentation of infornmation of the
travel agent to get the deal done, well, Anmerican
was first because it started with A

And | think in sonetinmes -- in sone cases,
we mght, | believe, in our conpany, we tend to
take a little bit of a lesson fromthat, which is
the denial of information to the buyer about
suppliers is a far nore serious stance to take than
the presentation of information, and the assunption
that the buyer will use it efficiently.

So, what | pay attention to, in both the
consortiunms that we are creating and selling
ownership to participants in the industry
t hensel ves, in independent marketplaces that we
run, and sonme of the consortiunms that are being
announced wi th ownership by participants that we
woul d act as the platformfor, is that it's an
efficient presentation of information. W believe
that if information is presented efficiently,
ubiquitously, and in a fashion that is available to
t he buyer, then the nmarketplace is as open and

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

367
unbi ased.

It's nobody's fault that good pricing can
be made avail abl e by one participant in a
mar ket pl ace, even if they are an equity owner, but
it is the fault of those owners if they bias the
presentation of pricing fromconpetitors who are
not owners in a way that the buyer is not
enpowered. And | believe one of the things the
I nternet does very, very well so far is enpower
buyers with lots of information. Sone say too
nmuch.

So, | think the issue may well be, to your
point the issue is does this affect what the buyer
can do and does if it affect the structure of the
market. | think the issue is not going to be one
of technology, it's not going to be one of
ownership, per se, it's going to be one of the
ubi quitiness, the availability, and the
presentation and the usability of information that
t he buyer gets when he or she decides to do a
transacti on on these.

And | think the Internet remains a very
information rich and intensive environnent and the
technol ogy and presentation will be the issue, the
buyer's savvi ness about using it.
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It's no mstake, and it's certainly no
point to forget, that earlier on we heard comments
about the |l ack of connectivity in many busi nesses
t hroughout the U S., the lack of cybercentralism
and that many of us have, certainly older folks,
my parents and even people in ny generation,
since |"mone of the few gray-haired folks in
the Internet these days and | think that sense
of cybercentralisminto sonmething that wll
work itself out, but the buyers nust al ways be
enpowered with information. That's the bias
t hat we care about.

MS. LEVINE: N ck?

MR. HEYMANN. My name is Nick Heymann, and
my perspective on followng this industry as an
anal yst, and head of our nulti-industry industrial
research efforts on the equity side at Prudenti al
Securities, and we've certainly seen the evolution
of many different structures, and within different
e- hubs and virtual markets, and | guess | would
certainly point to the fact that the nore
concentrated the industry, the nore gatekeeping
efforts seens to evolve wwth regards to very strong
di fferences anongst mmj or participants. And one
woul d be the airline or aerospace industry where
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we' ve seen nunerous attenpts to try to unify and
set up a common ground, and we've seen that that's
not been very successful so far, and nmany parties
now have just apparently broken off.

And | think that what will ultimtely drive
this is the ability to have the nost intellectua
content to enhance the productivity of the certain
market. And that ultimately will bear out -- sone
fol ks have thought this was |ike the gold rush, you
know, the first grub stake down would ultimately
buy you to put a noat up around the draw the
drawbri dge up and then take, you know, all kinds of
tolls to join, and I think that's fallen by the
waysi de.

A lot of fol ks thought ownership neant |
coul d nonetize this virtual market, which in ny
mnd is kind of like selling rights to the park out
in front of your house or apartnent in the city.
It's really a commbn space. And to serve the
certain market nost efficiently, it's probably not
sonmet hing to noneti ze.

So, | think fromthat when, from our
perspective, we see an evol ution where the
custonmers will ultimately drive who is nost
influential in the market space by how much nore
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efficiently and how nmuch greater productivity the
suppliers can drive to the market.

M5. LEVINE: Robert?

MR. VERLOOP: You nmake a very good point
about information, and our firmhas actually
struggled a little bit, wth the question is are we
a software conpany, are we a technol ogy conpany,
and | think nore and nore we're coning to the
realization that, in fact, we are an information
managenent conpany. So, Mark, your point is well
t aken.

It is a question of sharing information
with both trading partners. However, | don't think
that any of you are not famliar with the fact that
in the retail industry, throughout the United
States, and actually globally, there's been
tremendous consolidation. And with that
consolidation, there is a certain anmount of
enpower ment that occurs with the buyers.

What we have found on the supplier side is
a need to be better marketers. And we were -- Roy
and | were tal king about this earlier, that really
t he technol ogy has enabl ed us to becone better
busi ness people, and we have to be very, very
careful with how we transmt information. And
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again, that's why | go back to the fact that we
think we are an information conduit where we help
suppliers and buyers better understand the dynam cs
of the consuner narketpl ace.

And ultimately, you know, we hear terns
such as buyer-centric or seller-centric. W
actually think that we're consunmer-centric. W
want to help both of our buyers and sellers better
under stand the consuner behavior so that marketing
is not a question of pushing our product through
the marketpl ace, but allow ng the consuners to help
us pull that product through the marketpl ace.

As we get -- as we are in a perishable
i ndustry, that's extrenely inportant, because once
our product |eaves the field, the clock is ticking.
And if we don't match up very carefully to the
consuner needs, then we run ourselves into trouble.

Part of information managenent is al so
col | aborati ve planning, forecasting, and being able
to apply an automation to things that in the past
have been gut checks. It's 4th of July, | guess |
better have waternelon in ny store. Well, just how
many wat ernmel ons do you think you need this year?

| f you take a | ook at collaborative
information transfer, then you really start
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becom ng -- you start to enpower the Internet and
the partners to be able to get the product at the
right place at the right tine, and as sone people
have said, even before that the consumer knows that
they need it.

Again, | think, just summarizing, that it
is informati on managenent, and it is sonething that
is crucial, and it's a question of the controls
that are placed on that information as to who has
access to it and who gets to distribute it.

MR. HARTING | think concerns that owners
of exchanges w Il mani pul ate the presentation of
data or prices are overblown. These are ruthlessly
conpetitive markets. This is not a consuner
mar ket pl ace where peopl e care about branding or
where | ocation matters. Everybody is in the sane
| ocati on.

MS. LEVINE: You're talking about the
ruthl ess conpetition is in the market for
mar ket pl aces, right, not the market for
waternmel ons. |Is that correct?

MR. HARTING Well, for both, in the sense
that -- if one marketplace were to price
inefficiently because owners were mani pul ati ng
those -- either the presentation of the data or
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t hose prices by excluding other participants, they
woul d be puni shed very, very quickly, because
buyers can search, alnost for free, for other
venues where they can purchase those products.

So, the barriers to entry for either
conpetitor exchanges are so | ow, and the searching
costs for buyers in looking to price their
wat er mel ons on anot her exchange, are so | ow,
especially once we see shopping bots noved to the
B2B space, then | think, you know, these concerns
t hat suppliers could mani pul ate the exchanges are
probably exaggerated, if there are any.

M5. LEVINE: Al right, I'"'mglad you turned
up your tent, because | was about to ask a question
that goes to your area. | was wondering if the
exchanges are true -- you know, if you can nobve
freely as a buyer or seller fromexchange to
exchange, given that you might want to stay in the
exchange where nost of the volune is for the
network effects of it, or you mght want to stay on
t he exchange where your community is.

MR VWALSH. Me?

MS. LEVI NE: Yes.

MR. WALSH. CGeography matters in sone
mar ket s, but geography or the |l ack of geography can
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be used to threaten vendors by buyers outside of
their markets. It's very inportant to renenber
that as consuners when we go in a bookstore today,
we know we could often get it for |less, quote
unquote, on Amazon or Barnes & Noble. An
omi sci ent buyer or enpowered buyer, know ng t hat
they could through two clicks of a nouse, find
anot her vendor at a |lower price, allows all buyers
to effectively, forgive the word, threaten any
gi ven vendor with that enpowernent.

Omi sci ent buyers or enpowered buyers are
accel erated by Internet access. The Internet is
proving in the business-to-business sector every
day that Darwin was right. [t accelerates the
di scovery of who's bad at their business, i.e.
their pricing is bad, their product sucks, they are
just not available at the tine the custoner needed
it and it accelerates the rewardi ng of guys that
are good, nen and wonen that are good at their
busi ness. Their product is well priced, it's
available, it's correctly inventoried and
processed, on your food exanpl e.

And | think it's inportant to remenber that
in the real world, out of those doors, a buyer is
j ust geographically or physically bound by the
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catal og on his desk or her desk, the distributor he
or she deals wth, the physical availability of
where his or her truck can go to get the product
t hey need.

On the Internet, the enpowernent of a
couple of clicks of a nouse, really, | think
al nost broadens the shoul ders of buyers and all ows
themto feel, and sonetines act, nmuch nore able to
negoti ate aggressively, even in small-size orders
with vendors that used to feel that they controlled
t hat buyer.

| think information is power, information
is enlightening, and an enpowered and enli ghtened
buyer al nost nmandates that markets remain
relatively much nore robust and efficient than they
coul d have been in the past in the real world
pre-Internet.

MR. COHEN. You know, there is a theory
that information froma conpetitive sense can
sonetinmes be a two-edged sword. Let's | ook at the
ot her edge of that sword for a few mnutes. W
heard yesterday, | was involved with the panel
dealing with buyers' perspectives, and the
panelists there were in general quite clear that
they felt that there wasn't a nechani smfor one
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buyer engaging in the electronic marketplace to
| earn conpetitively sensitive information about
ot her buyers, it was set up in such a way that that
i nformati on was protect ed.

But | would like to take it a step further
now that we're on the owners' panel and ask what
happens if major conpeting buyers are al so owners
of the marketplace? Does that give them access,
for exanple, to information? For exanple, if --
woul d they see what their conpetitor, who is now a
custoner, a participant in the nmarketplace, what
they buy and at what price their deal is being
arranged? Should we begin with TinP

MR. CLARK: Wy don't you start with
sonebody else, | had a different coment.

MR. COHEN: You're up first.

MR. HEYMANN:. There's one site that cane to
my m nd when you were tal king about that question,
and it was sonething called Brand-Wse.comand it
was set up to basically allow custoners an
opportunity to conpare nunerous different, 8,000
different appliances, and try to conpare supposedly
based on independent reviews. It was set up and
establi shed by Whirlpool, and if you subscribed as
a supplier of appliances to this site, if your
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product was the final one selected by the consuner,
you woul d be given access to the data of the
process the consunmer went through to ultimately end
up with the final product.

Wi rl pool as the originator of the site,
happened to get all the data. So, what was really
sought here was the information of |ooking over the
consuner's shoulder. Ironically, at the end, the
custonmer was asked to give their zip code, and they
were given nunerous different sites over which they
coul d have a choice to buy the product that they
were selecting, and it turned out that
mysteriously, this site ran out of funds after
bei ng backed by, you know, several |arge
corporations |like Sears and Whirl pool, and | think
what happened was that the retailer shut the site
down. And they said, |ook, we don't want anybody
com ng and eval uati ng our product versus everybody
el se's and ultimately noving sonepl ace el se, we'll
have them do that on Sears' site and then they'l]|
all buy at Sears Brand Central.

And so, certainly the information gl eaned
fromthe process is as valuable as ultimtely maybe
in sone cases the actual sale of the product.

MR. COHEN: Let's cone over to this end.
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G na?

M5. LEVINE: Can | ask you a particul ar
question, Gna? Do you mnd? You're running a
catalog site, right?

MS. HAI NES: Yes.

M5. LEVINE: And | understand that on
catal og sites, buyers can throw away those | arge
stacks of paper catalogs they used to have that
canme fromdifferent vendors and they no | onger have
to | ook through each one of those catalogs to find
the conparative prices for the products they want
to buy. They can now | ook at one site in five
m nutes and see all the vendors and all their
prices.

Sellers can do that, too, | assune. Does
that have any effect on the price a seller charges?

M5. HAINES: Well, actually, again, in the
FacilityPro market pl ace, specifically, buyers -- it
is a true business-to-busi ness narketplace as
opposed to a mrror exchange. W are not sinply
facilitating a transaction between a buyer and a
seller, we're actually taking control of the
end-to-end process, so it's a truly integrated
end-to-end process. Because it is buyer-specific,
our technol ogy, and we're not a technol ogy conpany,
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but technology is a wonderful enabler for our
business, it allows us to configure the views that
are appropriate only to that buyer.

We do actually have an aggregati on node
where we take title to the product that's being
sold. So, again, we centralize the conplexity. W
manage all of the manufacturer and the distribution
and the third party logistics providers, all the
integration with those systens, and so we do
tightly control access to information.

For that reason, to the extent the client
has chosen a fairly broad view or the universa
view of the catal og, yes, the buyer would
experience conceptual ly conpeting products and
conpeting prices and be enabl ed to nmake appropriate
deci sions for their business.

To the extent they said we are
brand-specific, for whatever reason, we would
filter their view and they would only see what's
appropriate to them

M5. LEVINE: Wat about the sellers? Does
the seller get the sane view?

M5. HAINES: No, the sellers do not, in
fact. Again, renmenber that we are buyer centric,
we do advocate for our buyers. Now clearly to
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develop a liquid marketplace, there have to be
benefits to the suppliers, but we are highly
protective of our buyers' information, and we have
been approached on nultiple occasions for that
information. W do provide industry pertinent
information in aggregate, never in specificity,
except back directly to our buyer.

MS. LEVINE: Robert, you run a catal og
that's not buyer-centric. Do your sellers see the
conparison -- the conparative prices of all the
other sellers in your catalog, too? O not?

MR. VERLOOP: No, we're -- we are a version
of a catalog system it's actually called an active
pricing nodel, and what happens is, is that the
pricing is -- the seller can actually dictate who
sees their prices, and it's specifically only
buyers that can see the pricing. So, there's no
conpetitive opportunity to see what prices your
conpetitors may be quoting. Likew se, you al so
cannot see if you're a buyer what other buyers are
bei ng quot ed.

M5. LEVINE: Let me ask about auctions,
moving fromcatalog to the auction nodel. Tim |
apol ogi ze, | hadn't called on you earlier, but |I'm
call on you now if you don't m nd.
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MR. STQIKA: |I'mstill here.

MS. LEVINE: Can sellers on your auctions
see what other sellers are bidding and can they see
the other seller's identity?

MR. STQIKA: Well, what we found in our
mar ket pl ace is that the private catal ogs and
private auctions are really what buyers and sellers
want. | think to Mark's point earlier, | think
it's all about information. And information
transparency is really an issue for our suppliers.
Providing information to the market in regards to
t he product, pricing, technical data, so on and so
forth, is new, and it's a big junp for them

So, what we've done is provided buyers and
suppliers with private catal ogs so that only that
buyer can see the specific pricing that he is
receiving fromhis suppliers, and the sane thing
takes place in our auctions. Qur auctions are
primarily private auctions. So, now the buyer can
go on and see the supplier's prices that he has
chosen, okay, that are specifically giving pricing
to him And vice versa in a reverse auction

M5. LEVINE: So do the seller -- do the
sellers see each other?

MR. STQJKA: The sellers see each other's
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prices, yes.

M5. LEVINE: Do they see each other's
names?

MR, STQJKA: No, just prices, so they can
see the bid go up and down.

MR. COHEN: But the marketplace itself, the
owners and operators in the marketpl ace woul d have
access to those nanes?

MR, STQIJKA:  Yes.

MR. COHEN. Who stands behi nd the anonynous
names?

MR. STQIKA: Yes, we are the owners, so we
have all that information and woul d be responsible
for it.

MR. COHEN: And what woul d happen if the
owners happened to be conpeting suppliers?

MR. STQIKA: Well, the owners, | nean the
i nvestors, in our conpany, we have no nore than one
percent ownership by any strategic investor, so
that relatively small ownership stakes, and we are
not bound by contract or any by-laws to provide
themwi th all of that proprietary information. So,
that information may be provided to managenent and
the board, but it doesn't necessarily go out to the
i nvestors.
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M5. LEVINE: Do you have a rule that says
-- | guess you're saying you don't have a -- there
is no rule that says you nust give the information
to your participant owners?

MR STQIKA: Right.

M5. LEVINE: Do you have a rule that says
the opposite, that says you can't give the
information to the participant owners?

MR. STQJKA: W don't have a witten rule
or a witten policy, but I think that's sonething
t hat goes unsai d.

MS. LEVINE: Rod?

MR, GRAY: Well, | think you need to go
down a | ayer and see what the contractual
arrangenments are with the participants on the
market. We have a contractual arrangenent to keep
their information private to them and it can only
be di scl osed to whonever they want it disclosed to.
So, | nmean, that's the contractual relationship
bet ween the market pl ace and the participants.

M5. LEVINE: They can only disclose the
information to those they want --

MR. GRAY: The person that -- the
i ndi vi dual participant, rather it's on the buy side
or the supply side, they own their own particul ar
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informati on on the marketplace, and that's a
contractual obligation between the marketplace and
those participants. So, we would be violating that
contractual relationship if we were to disclose it
to other participants, whether they' re an owner or
not .

MS. LEVINE: What if they ask you to
rel ease that information to others on the exchange?

MR. GRAY: It's their information, we can
release it to whonever they ask us to release it
to.

MR, ROBERTS:. Don't you have to segnent
i nvestors versus board of directors? A board of
directors if it's a publicly traded conpany has a
fiduciary responsibility. |If they've invested,
they certainly want to see the enterprise grow, and
by giving themthat information you would
conprom se that corporation and threaten it. So, |
think we ought to -- I'mgoing to wite it in, that
we wll not give that to the board of directors.
That they're precluded from having that
information. [It's not in their best interest or
the best interest of the enterprise.

MS. LEVINE: Mark?

MR. WALSH: Not to make light, | think this
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is one of the -- absolute one of the cruxes of
what's happening on the net today. My brother is a
doctor, and when asked about hel net |aws for
not orcyclists, he once said it is a self-correcting
problem And the reason | bring that up is |
t hi nk, who was tal ki ng about the Sears Brand
Central issue, about vendors, we're already seeing
on sone of our verticals, ny nicknanme for it is
revenge-of -t he-vendors. com and what | nean by that
is that if there is undue or inappropriate
protection or release of information by the seller
or buyer, and in our verticals, the seller can
choose to release his or her information in a
private way to a specific buyer, in an open way to
invited nmultiple buyers in a private chat or forum
or arena, that sellers can reveal -- |I'msorry,
that sellers can reveal prices, rather, and buyers
can reveal who they bought from and how t hey ended
up buying to each other and it is up to those
i ndependent parties.

But what we suggest and what we're seeing,
wi th pai ntandcoatings and sone of the other
consortiums that we're being involved with, is that
if the consortium shares too nuch information
unduly harnms the buyer, or if the seller shares too
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much information -- the buyers share too nuch
i nformati on and unduly hamrer down the prices of
the seller, that the Internet's speed, the
Internet's speed, the velocity of information in
response is so high on the Internet versus the real
worl d, that these problens do self correct at a
much nore rapid pace, is our experience, than the
types of problens that you see erupt in the rea
worl d that takes years and sonetines decades to
correct.

So, the velocity of the Internet is
sonething | think you can't forget when you hear
about di seconomes or inequalities of information
sharing, either through ownership or to directors
or release of information, the ultimte val ue here
is consuners. Wether they are buyers or
suppliers, the Internet is very efficient at
rewar di ng those who are good and penali zi ng those
who are bad. | think we see that a lot in our
mar ket pl aces.

MS. LEVINE: Tinf

MR. CLARK: | think nost of the
mar ket pl aces, particularly the coalitions, have
tried to set up legal structures simlar to Rod's
so you have a different corporation in there as an

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

387
internmediary. There still remains a suspicion if
it's a buyer-controlled marketplace that sellers
are going to get a fair shake in that.

| would Iike to go back to a coupl e of
things that Mark has said here about the free flow
of information and price conpetition. Because the
whol e notion of these online marketplaces is that
you -- is the operators of those narketplaces wll
tell you they want to tie in buyers, they want to
make sure that the buyers stay in that |ocation.
The way that they do that is by hooking their net
mar ket pl ace into the back-end systens of buyers and
sellers, into their supply chain and ERP systens.
And once that is done, it's very hard for a buyer
to nove to a different |ocation w thout redoing
that whole thing all over again.

So, yeah, there is sonme -- and the other
piece of this is that nost businesses are not
buyi ng excl usively on price conpetition. Wat
these market -- we heard this yesterday, what these
mar ket pl aces have done is squeezed out sone of the
processi ng costs, sonme of the paperwork that goes
around -- that goes around a purchase.

So, | -- you are probably not going to see
bi g conpani es junping from one marketpl ace to
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anot her, because they have to invest hundreds of
t housands of dollars to do the integration.

MS. LEVINE: Nick?

MR. HEYMANN. | would just add, you know, |
think the focus on price is really the first stage
of how we will conpete on what we're providing to
the custoner, you know, on an automated basis. |
think that the evolution will be to nove price
to be a secondary consideration, and if you
properly bundl e seam essly, okay, different
ways to add products, software, accessories,
enhancenents that are related to the core product,
that the customer is looking for, that in turn
t hat enhanced functionality by itself will becone
the nore inportant criteria by which the custoner
will ultimately end up nmaking their purchase
deci si on.

And so price that we're all worried about
and who sees what and how can it be set, again, you
go back to the intellectual content. Wo can cone
up with the best way to sinplify and enhance the
productivity of that custonmer, that's the basis for
which ultimately, you know, the decisions for
purchase wi || probably be nade.

Today, price, | still see, as sonething

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

389
that, in an archaic system we use as nanufacturers
or suppliers of a service to nove or cramdown to
the custoner and then ask themto conprom se what
their desires are so that we can get our goal set
to ship so nmany cases of soda or whatever it m ght
be, even if it doesn't matter if it matches the
custoner's needs, and that's going to change around
alot.

M5. LEVINE: Roy, can | call on you, but
al so ask you a particular question. You were
t al ki ng about how your policy would be that you're
not going to let participant owers see information
that is owned by the exchange. W heard yesterday
sone questions about whether firewalls of the type
that you may have in mnd really work when
partici pants have equity stakes in the exchange.
What do you think about that?

MR. ROBERTS: | think it can work, and |
think they will work. | think sonme of the comments
you have heard from sone of the other participants
are very clear about the integrity of a system
and how fast that information can flow. And you
can -- | think you can kill an organi zation before
they could ever get the nessage, if you' re not
careful. | don't think many of us want to see that
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happen.

|'ve heard a nunber of people talk today
about -- alittle bit about supply chain
managenent. |If you ask a basic question, if you --

if ny wfe and | were sitting in our living room
and want to order a new couch, why do we have to
wait six nonths to get that couch? O if | want to
order a new car, why do | have to work three nonths
or wait three nonths to get that car?

The technology is here that woul d suggest
you don't have to wait that long. |[|'ve spent 40
years in what you mght call old econony conpani es.
|'ve seen nost of the problens, created sone of the
probl ens, but the real opportunity, the technol ogy
we're tal king about, will really go to nmake them
much nore efficient at what they do. The rea
story there, if you want to see where the rea
gains are going to be nade, it will not be in
price, as you said, | amtotally where you are, it
will be in strategic procurenment, it wll be
getting to order to delivery, and that's where you
are going to take costs out of the system and nake
t he conpani es much nore conpetitive. And that's
where they're going.

That's why we're concerned at M Xchange
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that we nust get mnorities and wonen invol ved
right now so they understand this piece so they can
di g much deeper as we go to the supply chain
managenent, which is critical

MS. LEVINE: Robert, one of your exchanges'
selling points, | gather, is that you're telling --
you can tell buyers and sellers who cone to your
exchange whet her these problens exist or not, they
certainly don't happen on BuyProduce, because |
don't have any participant owners on ny exchange.
Are you finding that the buyers and sellers who
cone to BuyProduce say well, that's a nice selling
point, but the truth is we're perfectly confortable
wor ki ng on an exchange that has participant equity
because we trust those firewalls?

MR. VERLOOP: | haven't heard that. You've
got to remenber that our industry is not
necessarily the nost technol ogy-advanced, you know,
when you tal k about firewalls, they're not quite
sure what that neans. |It's |like another buzz words
that's out there, it's transactional efficient,
when | first cane on, | thought that was a tractor
part.

VWhat we're finding as our exchange
continues to grow, we started | ast Cctober, just as
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a reference point, we have over a thousand buyers
and sellers on our system and they run the ganut
from people that are transacting on a daily basis
to people that have cone onto the system tried it
once, said okay, |'ve got it figured out, now when
the buyers cone in and they mandate that | use an
exchange, I'"'mready to go with you

So, there's a variance of acceptability, if
you will, to the -- or acceptance of the
technol ogy. The -- we have not found it to be a
conpetitive advantage one way or the other when we
go in and do conpetitive analysis with, you know,
potential clients and so on. It's an issue that
really just goes back to nore of a trust that I
al luded to earlier, building on those

rel ati onshi ps.

| wanted to --
MS. LEVINE: Before -- | have to do
sonething terribly unfair, | have to cut you off.

We need to take a one-mnute video break and we'll
be back.
(Brief pause in the proceedings.)
M5. LEVINE: Let's get started again.
Robert, do you want to finish your thought? o
ahead.
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MR. VERLOOP: Yeah. The point that | was
making -- this is |ike talking over |lunch al nost --

M5. LEVINE: That's all right.

MR. COHEN:. Keep goi ng.

MR. VERLOOP: The point that | think is
really inportant is that of the pricing issue, you
know, we negotiate today daily on pricing, and Mark
made the point earlier that really what the
Internet has done is nake it faster. And if you're
out there doing unfair pricing practices, that
transparency exists today. And so it is the speed
with which we can identify and correct and really
call on the table.

And ultimately in our system wth dealing
wth retailers, they're pretty quick to let you
know i f sonebody is out of line. So, |I think the
Internet is just an enabler to get things done
qui cker, and it nmakes for a self-correcting
mar ket pl ace overni ght rather than having to wait a
coupl e of nonths.

The other thing that | wanted to point out
i's, you know, we get caught up so nuch on the
buyi ng and selling functions, and it's been all uded
to earlier. | want to give you an exanple, though
and | made the joke about transacti onal
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efficiencies. The ultimate gain that | think al
of the exchanges will benefit to the buyers and
sellers is that in how can we nmake the transactions
paperl ess, and then how do -- what does that nean
to the bottomline?

And I'll give you an exanple. 1In the
retail industry, | had a major retailer, sonebody
t hat everybody woul d know here as far as their
brand, say to ne that 40 percent of all of their
purchase orders have errors in them That neans
that 40 percent of their accounting staff, their
receiving staff, and their produce staff, is spent
on doi ng nonval ue-added activities. The ability of
the Internet, the ability of e-commerce, is to take
a very large percent of that and just make it
di sappear.

That nmeans that we can use our productive
efforts to build our marketplaces, and really
concentrate on what | said earlier, and that is
start | ooking at the consuner, the ultimte
consuner of our products, and nmake sure that we're
doing justice for them Rather than trying to
build up prices to cover our inefficiencies within
the marketing system what we're now starting to
concentrate on is how do we narket.
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Now, in retail, there's a process called
cat egory managenent whi ch anal yzes a category of
product trying to figure out how to best utilize
the consuners. The retailers -- or neet the
consuner's needs.

The retailers many years ago perfected this
on the detergent side. W call it the consuner
product good side. Produce was very slow to adapt
to this, but nowthat we're starting to see that
changi ng very quickly, and as a result, the
consuner or the buyers are no |onger buyers and the
sellers are no longer sellers. W're all becom ng
mar ket ers.

And rat her than worrying about pricing and
trying to correct our errors, we're focusing on the
end product, which is a robust marketplace, rich
with informati on so that we can both see suppliers,
growers -- I'msorry, suppliers, buyers, and the
consuner, receive what they consider a high
perception of value. And it really cones back to
val ue, not pricing.

M5. LEVINE: G na?

M5. HAINES: Yeah, | want to cone back to
both of those comments. Pricing is in nmy mnd one
link in the entire value chain. 1t's the nost
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tangible, it's the nost neasurable netric, and it's
kind of really all nost people in any given
i ndustry have to kind latch onto as enpirical data.

And so one of the real chall enges we've
had, realize, you know, we're serving conmmerci al
facilities. There are about 61 billion square feet
of commercial facilities in the United States.

They cost on average six to seven bucks a year to
mai ntain, repair and operate. Not to build;
construction is whole other ball gane.

So, that's about a $425 billion market.
It's highly fragnented, it's highly | ocalized,
per haps regionalized, even across properties with
common ownership. |In many equations, facilities,
and the mai ntenance of them is a cost center as
opposed to a profit center. And so technol ogy has
really not reached down into, you know, these
real nms.

Even the | arger players who m ght have
ERP- 11 ke systens, for finance and accounting and
HR, these cost centers aren't going to qualify for
that | evel of investnent in technol ogy, and so our
B2B mar ket pl ace has extended enterprise-like
functionality down into these cost centers. And
t he process inprovenent potential is enornous.
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| read Morgan Stanley's report, sorry,
guys, April 2000, their B2B report, and, you know,
there's gobs of data out there to this extent, that
basi cally a paper-based process is about $175
initiative. You know, by automating that,
elimnating the errors, integrating with systens,
you can bring it down according to Morgan Stanl ey
to $10 to $20.

So, speaking specifically to back
efficiencies, in our market as well we have | abor
efficiencies. W did a study for one of our
clients that has a 1,000 person nation-w de
di stributed work force, and you've got | abor
ef ficiencies and you' ve got nmi ntenance and repair
professionals in the field prepared to do their
j ob, they need supplies. Every mnute we drive out
of their process is a $300,000 a year val ue
proposi tion.

So, it's really incunbent upon us to take
technology, to apply it to process and al so work
change managenent, and that's really the overal
val ue equation, as well as so it's front-end
integration into our client's processes, it's
getting the right product at the right price, okay,
right at the heart of that, and it's back-end
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integration into their information systens, because
i nformati on does becone know edge, does provide
ourselves and our clients actionable data to then
go and, you know, continue to inprove processes.
And you guys are all collectively right, the nmarket
will vote and it is voting daily, it is kind of
self-correcting.

MR. COHEN: Well, let's see, with all the
information that you're receiving, and in many
different forns, are any of you with your
mar ket pl aces considering going into sort of a
consul ting arrangenent as to your industries, the
i ndustries covered? Yes?

MS. HAINES: W do.

MR. ROBERTS: W think that we nust, and
when we tal k about interfacing with mnority
conpani es and certainly wonmen-owned busi nesses,
quite often they're the |l east financed or they're
under financed. It's a market that's been
underserved or unserved. There are only about 16
percent, by any estimate that we can find or any
research, that are web-enabl ed today, so we think
we've got to help themw th the planning process,
buil ding their business to be nore efficient.

So, we nust becone the consultants online
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to these conpani es' back end to majority
corporations. So, we are go to becone consultants.

M5. LEVINE: Rod, what about Petrocosm are
you goi ng to have that kind of role?

MR, GRAY: Well, | think that you can
i magi ne and see that there's all kinds of
consulting that rolls out of this, and it's from
t he begi nning stages, there's a key consulting role
that KPMG is very active in and the other firns
like that, and that is the plugging into the | egacy
systens and after you' ve done that once, there's a
consulting role. There's a consulting role in the
change managenent. | nean, this is all about
changi ng their procedures and we now have the tool,
but you still have to change the way you do things.
There's a consulting role there.

| think that it's clear to everyone who's
involved in this industry that the anount of
information that is pulled together, that you | ook
at that in the aggregate, there's all kinds of
consulting roles or information nmanagenent rol es
that you can play with the cul m nation of thousands
and thousands of transactions that represent
mllions and mllions of dollars, |ooking at that
information in the aggregate, that know edge gives
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you the ability to nmake sone very inportant
concl usions, and that can be put into a consulting
role as well.

M5. LEVINE: WIIl you allow -- in part of
this consulting capacity, will you be letting a
buyer, owner or not, just any old buyer who wants
your consulting service, a buyer to | earn what
ot her buyers are purchasing, either in -- with any
degree of specificity?

MR GRAY: | think it has to be in the
aggregate. Again, going back to our contractual
relationship with our individual participants, we
cannot all ow anyone to see anyone el se's individual
data without their permssion. | think that there
is value in the aggregate information that's com ng
of f of that body of data.

MR. STRQJKA: We al so do consulting in our
busi ness. \Wen we | ook at our business, we | ook at
what we do as really process re-engineering. And |
think Roy tal ked about it earlier. 1t's not just
mat chi ng buyer and seller, there is value in doing
that, but in many of these industries, the brands
are very powerful, have a |lot of value, and the
custoners that we talk to, you know, they say | ook,
|"ve got five key suppliers that | buy this product
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from | like them | respect them | trust them |
need a better and faster way to conduct ny
transactions with them

So, we really feel it's been process
engi neering, it's about creating closer connections
bet ween conpani es, not disinternediation, it's not
just price transparency, you know, allow ng
custoners to, you know, match and find a new
supplier

MS. LEVINE: Tinf

MR. CLARK: | wanted to go back to what Rod
was j ust sayi ng about the aggregation of
information. |It's clear that as an operator of a
mar ket pl ace, you have enornous anmount of -- once
you get to the state of being liquid, of having a
| ot of volume, you have enornous information about
what's going on in your marketpl ace.

| want to give you two exanpl es of people
who we know are doing this, and then sonehow
selling or marketplaces that are doing this. The
first was | nmet last week with this fell ow who has
software that is used by flower markets in Europe.
They have about 150 different flower markets, and
t hey have recently done a deal wth Reuters to give
them you know, the price of each different kind of
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flower on a daily basis so Reuters can put that
stuff out on its wres.

The other exanple to talk about is a
conpany called Instill, which is a Silicon Valley
conpany, and it's an internediary for the industry
of chain restaurants and food services, and they
sit between those restaurants and they take the
orders and then they shoot themout to the right
distributors. W estimate that sonething |like half
of their revenue is eventually going to conme from
the sales of that information as opposed to any
kind of transactional fees that they collect. What
they do with that information is two different
things. The first thing is they figure out what
these different buyers are buying, they package
that information and they sell it back to the food
manuf act ur ers.

This is what's going on in the front |ines
of purchasing right now. And here's how you m ght
change your products.

M5. LEVINE: That's in the aggregate or --

MR. CLARK: In the aggregate, it's all in
the aggregate. And by the way, to yesterday's
di scussion, they don't think that they own the
data. They think that the buyers own the data and
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the sellers own part of the data as well. And they
do not collect the informati on except with the
perm ssion of the buyers. They pretty nmuch have
witten deals to do that.

On the buyer's side, the other things that
happens with this information is that if you're
runni ng Appleby's is a chain restaurant that's just
one of their custonmers. They have sonething |ike
400 conpany-owned stores, and using the -- Instill
system headquarters can know exactly who i s buying
what .

| f you order Heinz catsup, an exanpl e that
they use, fromten different distributors, you have
ten different part nunbers. So, headquarters never
knows exactly how nmuch Heinz you're really buying,
and you can't aggregate that buying power. So,
they take that information and they're able to
aggregate it and the headquarters can then cut
better deals by going to Heinz and saying here's
how much we're buying, we want a vol une di scount.

The other thing they do with it is, in
essence, spy upon their local franchise -- their
| ocal stores, because if they're not buying Heinz
but they're buying a different brand of catsup
because they happen to play golf with the guy, that
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is known back to headquarters very sinply, and they
can cone back through and tell their | ocal
managers, you're really supposed to be buying Heinz
her e.

MS. LEVINE: Let nme ask you a question or
two about the conpetition between exchanges. W' ve
tal ked about it a little bit. Let's see if we can
di ve deeper into it.

Let me ask you, G na, who are your
conpetitors today, and if you can predict for us,
who -- what nunber -- what are the -- how many B2B
conpetitors will you have in your product market
five years fromnow? WII there be one B2B that
serves the entire product market, or will there be
nore than that?

M5. HAINES. It's a great question, and
actual ly, anybody who reads the popul ar press or
any trade publications is well aware of the
proliferation. There are just nunmbers of .com and
e-commer ce conpanies entering in the B2B space, in
our segnent as well as other industries.

In our direct experience over the |ast
several years, other B2B exchanges really aren't
our conpetition. | nean it's not that we're so
much greater or better than anybody else, it's
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really the cultural inertia and the status quo,
that's our biggest conpetition, quite frankly.

And so | think we actually see an
opportunity, it's in a roundabout sort of way kind
of validating to see industry consortia form ng and
to see other players enter the B2B space, both the
technol ogy players as well as commerce pl ayers,
such as ourselves, because it indicates that there
is an awareness and the conpani es realize that they
need to be doi ng sonething, that they have a
fiduciary responsibility to their sharehol ders and
they want to drive value, you know, froma
procurenent perspective and wow, this is a cost
center, but, you know, it's a value driver as well.

So, we do see a lot of entrants, new
entrants, and we do have, you know, active
conpetitors and peopl e marketing agai nst us, so
forth and so on, but | amhard pressed to nane one
that would really actively be a conpetitor for the
full range of services that FacilityPro provides.

MS. LEVINE: Mark?

MR. WALSH. | actually think, we have about
200 sal espeople at ny conpany that call on tens of
t housands of corporations, and in sone ways |
wel come nore conpetition in each of these
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environnents, it does, to her point, validate to
the m dsize conpany out there who remains bluntly
t he nost scared participant -- the nost scared
peopl e on the planet are the business nen and wonen
at m d-size conpanies who feel the Internet either
stands for the end of their business, or will alter
t heir busi ness forever.

| think it's inportant to renenber that
i ndustries consolidate but there nust be an
industry first. In 1911 there were 50 car
conpani es, there used to be 300 phone conpanies in
Anmerica and then the industry consol i dat ed.

| think hopefully the Internet actually
will do the reverse effect. | think it will spawn
nmore and nore and nore exchanges, auction sites,
mar ket makers |like us, so that the -- frankly the
inertia led nenbers of traditional industries out
inthe real world who are sitting at their desks
not prepared for change will see that this is not
going to go away.

W're alittle sick at Vertical Net of
prosel ytizing which is what we've been doing for
the last five years since we were founded. And |
think it's inportant for the nmen and wonen out
there who run conpanies to see the conpetition in
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t hese specific exchanges owned by participants or
not, shows themthat this is not going to go away.

It's easy to change | egacy systens, it's
very hard to change | egacy behavior. And |egacy
behavior is what Anmerican and gl obal industries are
all about. Forty percent of our traffic, by the
way, is non-U.S., so we see a lot of global traffic
in our verts, and | think that |egacy behavi or can
only be changed by showng lots of vitality, lots
of conpetition and lots of force for change.

MS. LEVINE: Tim l|let ne ask you, are you
expecting to see in five years fromnow in each of
t he product markets that your three verticals are
in, are you expecting to see one B2B serve that
product market or many?

MR, STQIKA: No, we expect to see nmany. W
see -- we continue to see a proliferation of
mar ket pl aces that have varyi ng busi ness nodel s and
in our industry in plastics is an exanple. There's
a consortia that's been announced, and we think
it's very positive. |It's positive for the
industry, it's positive for adoption, it's creating
nore awareness and | think we wll see nore and
nore, as Mark said, exchanges being created that
have vari ous busi ness nodel s.
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The key, however, is going to be standards
of conmuni cati on between these vari ous exchanges.
Because in order to really serve the custoner, the
custoner needs to be able to gain access to
mul ti pl e exchanges and nmul ti pl e market pl aces t hat
are offering different types of value and different
portions of information. And today, it's very
nascent. There isn't a |l ot of interexchange
conmuni cati on

So, | think that's really the area that we
need to focus as an industry.

M5. LEVINE: Go ahead.

MR SIMKINS: Timpretty nmuch took the
words out of ny nouth. W as a creator of regional
and horizontal exchanges face conpetition froma
mul titude of verticals, alnost anybody who woul d
participate in our hub could also, in theory, be a
menber of a vertical, and we have every intention
of keeping our users, buyers and sellers alike on
the hub with the carrot rather than the stick

W want it to be a place where they want to
do business, because it really nmakes sense not | ust
in ternms of driving costs down out of their supply
chain, but it really fits their strategy, and it
pl ays an inportant role in the effectuation of
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their corporate strategy, but there's a real
problemif there are entities that would like to do
busi ness on our exchange because they |ike the way
we do things, but they feel that their hands are
tied by sone ot her exchange.

And while | would love to believe that over
time the marketplace will indeed be fairly ruthless
and it wll punish exchanges that use the stick or
the handcuffs to keep their participants engaged,
you know, in the short-term which is, you know, we
were just born in January of this year, so the
short termis very inportant to us, we've got a |ot
to acconplish over the next year or so, and we are
nervous about the prospect that sone | ess
enl i ght ened mar ket pl aces may, in fact, be using --
maybe contractual provisions, call it coercion, but
they may be using nethods to keep their
participants involved that don't give themthe
flexibility to go where their best economc
judgnent dictates that they should go to conplete
t hat transacti on.

That's what nmakes us nervous. So, as |long
as thereis -- we like the fact that there are al
of these other marketplaces out there. Qur nodel
is different enough fromthe others that you're
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seeing here today that we do benefit fromthe
val idation effect. And when you're working with
utilities who are the classic exanple of conpanies
with cultural inertia, it really does help that
they see that their colleagues are, in fact,
participating in these marketplaces and noving to
el ectronic procurenent. That does help us, but if
they feel that their hands are tied by virtue of
having signed on to participate in another
exchange, that makes us unhappy.

M5. LEVINE: Let's get the bird s eye view
Tim how many exchanges do you think we're going to
see in a given product market in five years from
now?

MR, CLARK: It's going to be way nore than
one, which is the prevailing mythol ogy is that
there will be one dom nant, but there's not going
to be 100 like there is in the construction
vertical right now And the dynam c that we have
going on is at the sane tinme we have consolidation
anongst exi st marketpl aces, we're creating other
ones, and they're just springing up all over the
pl ace.

So, you know, the overall nunber may be
sort of close. And you can see in other industries

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

411
that, you know, you may have a single really strong
pl ayer with 60 percent of the marketplace and then
you have sone | esser players that have specialties
wi thin that particular niche.

And one reason that that happens is because
i ndustries are so conplicated. |If you |l ook at the
construction industry, which | nentioned a m nute
ago, they're a $600 billion industry in the United
States, incredibly fragnented, no general
contractor has as much as five percent of the
mar ket .

It's also true that regionally, all the
different -- that nost of the materials in
construction projects are purchased within a couple
of hundred mles fromwhere the project is, because
you have to ship these dang things in. So, like
what Joel does at energylLeader, there's a strong
regi onal piece of that.

On the other hand, | net at the airport on
the way out here to conme to Washi ngton, the |eader
of one of these construction marketpl aces and we
were just chit-chatting, and he says you see that
down there, ny briefcase, | have ten prospectuses
fromny conpetitors who want to be selling out to
me right now. Money has gotten so tight since
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these coalitions cane in, that they can't get
funding to keep thensel ves alive.

So, this is a well-funded pl ayer who has
the ability to do that, and he was flying off to
talk to two of his conpetitors.

MS. LEVINE: Rod?

MR GRAY: Well, I'ma firmbeliever in
that there will be a consolidation there, and we're
in the phase where there's a proliferation, but
then we will nove into the consolidation phase, and
you | ook in our vertical, there may be ten, 15, ten
to 20 initiatives. No, | don't think there wll be
one initiative left in the end and | think, yes,
that there will be newinitiatives always conm ng up
dealing with niche areas within our vertical, but I
definitely believe there will be a consolidation.

And | -- the underpinning to that is in our
vertical, any one conpany in our vertical, either
on the buy side or supply side, could do this. But
it's the economes of scale and bringing it into a
central community, if you want to say, that really
provides the information as well as the capital to
do the R&D to continue the evolution of the
functionality for that vertical. And so by those
dynam cs, | do believe there will be a
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consol i dati on.

M5. LEVINE: And that sort of ties into
sonmet hi ng you were saying yesterday. If |I've got
it right, I renmenber that you said that it takes
about $10 billion of spend to put one of these B2Bs
together, and | think there's $250 billion of spend
in your industry. Does that nean that we're going
to see 25 or so B2Bs five years from now?

MR. GRAY: No, | don't think so. And I
think that -- and again, that nunber is a -- the
key variable you have to |look at in that nunber is
the functionality that you're trying to build to
deliver. To just deliver auction or baseline
catal og purchasing, it doesn't take that nuch
spend. But if you |look at the overal
functionality that you want to deliver, and | think
that will be demanded by our vertical, that's when
you start getting into those nunbers.

But, once you cross that hurdle, it creates
nore capital that can be plowed back in to create
newer and better and upgrade to functionality. So,
therefore, | don't think there wll be 25, | think
there will be much |l ess than that.

MS. LEVINE: Five? Mire, or ten? Can you
gi ve us a ball park?
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MR. CRAY: Yes, she wants a nunber. |
would say it's going to be in the five. But that
doesn't count many niche players that will be
com ng up and goi ng away every day as we go forward
intime in the vertical

MS. LEVINE: Mbrgan?

MR, HARTING | think there are going to be
t wo.

M5. LEVINE: That's what | |ike, a nice,
firmanswer.

MR. HARTING And |'ve done various
scientific research to support this, which you can
find on the FTC s website, ny paper
Busi ness-t o- Busi ness E- Mar ket pl aces, A Priner.

Two, but it depends how you define the
market. So, in -- there may be hundreds in the oi
i ndustry broadly defined, or 100, but in specific

types of products that are used as supplies for

drilling, there m ght be one.

Just as -- or specific types of, you know,
pi eces of punps at the retail level. You could
have -- they're very different marketpl aces, even

t hough they're broadly defined under one industry
of rubric.
But | think wthin specific product
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categories, and al so specific geographies, as Tim
has pointed out, in an industry |like construction
where transportation costs are significant for
things like cement -- in other words, cenent is
produced very regionally -- that's where it's going
to matter. But | think when you get down to the
rel evant geographi ¢ market pl ace, and the rel evant
product market, there can't be nore than two.

Because the econony of the -- the econon es
of scale are very significant here. It costs a |ot
of noney, as you guys all know, to get these things
going. And to keep them going. And the econom es
of networks are very strong here, too. That is,
the nore buyers and sellers you |unp together, the
more efficient that marketplace is. So, if you
| ook to the -- | nmean, to think about the future of
where these market pl aces are going for goods and
services, |ook at the nmarketplaces for securities,
and for currencies.

| nmean, they are consolidating |ike nad,
whet her they're buying each [other], or whether
they're |linking up through, you know, in a virtual
sense, so you can trade. | nean, |ook at ADRs,
Aneri can Depository Receipts, they're shares in
conpani es outside of the U S. that are traded in
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the United States.

So, you have this interoperability node
that you can find in other marketplaces and | think
we're noving in that direction. On the other hand,
whil e you have econom es of scale that are very
strong and econom es of networks that are very
strong, you also have a very efficient and
puni shing reality of the fact that prices are
transparent on the Internet, and if one -- if you
observe sonething |ike a natural nonopoly, because
of these econom es of networks evolving, if that
mar ket pl ace starts abusing its power, it wll be
puni shed very qui ckly because these prices are so
transparent, and individual suppliers can start
listing prices for their goods independently, and
suddenly that marketplace will lose all of its
val ue.

MS. LEVINE: Mark?

MR WALSH. It's fascinating to respond to
your question. W bought a conpany call ed NECX
They are a bricks and nortar real conmpany with a
war ehouse, forklifts and all that and they are an
open or spot nmarket maker in el ectronic conponents
based i n Peabody, Massachusetts.

The spot market for electronic conponents

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

417
is about $7 billion donmestically each year. NECX
probably does about eight to nine percent of that
t hensel ves, about $500 million in transactions, but
will they physically handle the 16 Pente RAMs, et
cetera, and the flash nmenories, EPROVs, all that.

They are, as they call thenselves, the
tall est mdget at the party, i.e., it's a very
vul cani zed and fragnmented market pl ace, they happen
to be the largest concentration. W purchased
them i.e., a real conpany, to webify a portion of
their transactions.

The reason | go through this diatribe is to
suggest that if you ask how many of these will be
around in five years, one of the things that I
think you' Il see, not that we're necessarily al ways
right, one of the things | think you'll see is web
conpani es either owning, acquiring, obviously
they' re partnering now, but actually buying bricks
and nortar operations and webifying a portion of
t heir physical transaction operations, warehouses,
et cetera, to extract costs out of a true bricks
and nortar real conpany as opposed to web conpanies
| aunchi ng, growi ng, getting funded and creating new
mar ket pl aces.

So, | think one of the things that we
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haven't necessarily considered today, but is going
on, is this idea of a hybrid nodel. It is ny
contention that in five years there will be no such
thing as a pure Internet conpany. No such thing as
a pure Internet conpany. Because in the consuner
mar ket, the Internet changed everything. 1In the
busi ness market, the market changes the Internet.

And | think the Internet will adopt and
wap itself around traditional business practices
and enhance them and there won't be any roomfor a
pure Internet conpany. It must be integrated with
and genetically and DNA-1evel part of how
tradi tional businesses are operating, which is why
we bought NECX. It's the nost educati onal
acquisition of the 17 we've done since we went
public, we see every day how real forklifts operate
and real warehouses and ship real DRAM ships from
buyer to supplier in a spot narket.

MS. LEVINE: Gna, can | ask you to give a
30-second response, because | want to save our | ast
five mnutes for questions about revenue.

M5. HAINES: Sure, | absolutely agree with
Mark. | think the maxi mum val ue creation potenti al
isinthe integration of |egacy systens, |egacy
processes, existing distribution partners, whether
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they be existing or third party |ogistics, whether
they -- the actual ownership becones a vertica
integration nodel or not, clearly the | evel of
integration is what's going to drive it in the B2B
space.

MS. LEVINE: Let nme ask you our |ast round
of questions about how B2Bs nake revenue. 1Is it
transaction fees, is it fees for services offered
by third parties on your exchange, is it
subscription fees, is it advertising, or is it the
kind of consulting services we've already talked
about? TinP

MR. CLARK: Yeah, it needs to be all of the
above. This is how fast things change in this
i ndustry. In February we were advi sing peopl e that
transaction fees was the way to go, because as your
vol unme goes up, you get nore and nore transaction,
you get bigger fees all the tine.

Wel |, what turned out since then is the
fact -- the transaction fees are actually shrinking
as a percentage as you get nore conpetition in this
mar ket pl ace. |If the first player is getting four
percent, the second nover in that marketplace wll
conme in at three and pretty soon you have them
trickling not to zero, but towards zero.
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So, it's really inportant for the
mar ket pl aces to have subscription revenue, to do
these data sales that | was tal king about. There's
a whol e bunch of other things, because -- and the
transaction fees nay be small, but it is absolutely
necessary for the marketplaces to own the
transacti on because everything plays off that. |If
you don't -- if no one is transacting in your
mar ket pl ace, even for free, then you don't get --
you don't have a narket.

M5. LEVINE: Robert, do you -- you don't
charge subscription fees. Is that right?

MR. VERLOOP: No subscription fees, but we
do a transaction fee to the supplier

M5. LEVINE: And is that the sole source of
revenue for your B2B?

MR. VERLOOP: Currently that's the major
one, and Tim nmakes a very good point. It is all of
t he above, and each one of themw !l shift alittle
over time as the marketpl aces mature.

We see consi derabl e pushback right now from
the industry, because the suppliers see it as an
added val ue, because the entire |loop of integration
has not been conpl eted because it is still in the
very early stages. W think that wll change very
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qui ckly in the next six nonths to a year, we're
going to see, you know, trenendous pick-up on the
t echnol ogy.

Transaction fees will becone, | think, one
of the big consulting conpanies, |I'mnot sure which
one, because | don't want to get hit, but one of
them said that transaction fees wll becone |ike
email, it will be free eventually. So, then, it
really is part of the question of how many
mar ket pl aces will there be, it's going to conme down
to the marketplace or the overall I|arger
mar ket pl ace will deci de where the val ue proposition
iS.

| f you can bring val ue-added services such
as integration, such as collaborative planning in,
then transaction fees are not going to be the
drivers, you're going to have the val ue-addeds,
whi ch attracts very high margin potential s.

MR, WALSH. We still nake noney, a portion
of our revenue pie is advertising. You know, we
tend to forget sonetines that one of the great
medi a businesses of all tinme is trade publishing
and trade shows and trade conferences. |It's got
t he hi ghest CPM cost per thousand, of virtually
any nedi a business. And as proven in the consuner

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

422
I nt ernet access space by Steve Case, get the
audi ence first and everything el se takes care of
itself.

And what we've seen in markets that we run
as we attract the audi ence of buyers and suppliers,
there are really only about 100, 000 buyers and
specifiers in the pollution control business
donestically, for instance, and we get about 30 to
60 percent of themin a given nonth to cone
multiple times to our site to get information, we
sell access to those eyeballs, so if you sell the
eyebal | s of buyers to suppliers and vice versa,
there are very robust revenue streans in
advertising and pronotion, along with the revenue
we make on transactions, both exchange auction and
regul ar sales, software sales, consulting and ot her
types of fees.

So, | conpletely concur wwth Timthat the
answer to what revenue streamw |l wn is all of
t he above, because w thout bal anced revenue
streans, | think you're betting too nuch on one
specific portion of the roulette wheel com ng hone.

M5. LEVINE: Tim I'mgoing to |let you have
the | ast word.

MR. STQIJKA: Thirty seconds, okay. Well
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| "' m not soundi ng redundant, but we've been around
since 1995, and havi ng been around, we've tried a
nunber of different things, and what we've found is
t hat yes, depending, as Timsaid, on the val ue
proposition of the value you're providing, you'l
have varying revenue streans.

So, today we have advertising, as Mark
does. W have consulting fees, we have
subscription fees and we have transaction fees.
think it's inportant to have all of the above, and
again, it depends on how your custoners want to get
paid, and that depends on the value you're
providing to them

MS. LEVINE: Well, thank very nuch and
thanks to all our panelists. |It's been a very
i nformative session.

(Appl ause.)

M5. LEVINE: We are going to break unti
11: 00 and then we'll be back here for a panel on
future devel opments and public policy inplications.
Thank you.

(Recess in the proceedings.)

MS. VALENTINE: Are we ready to sit down
and get going again? ay, thank you for taking
your seats, we're going to get right under way,
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since as you all know the discussions have been
heavy and form dable on fascinating, and we w ||
need very, very brief with our introductions.

| m Debra Val entine, |I'mthe general
counsel at the FTC, and with ne is M chael
W obl ewski, who is in the policy planning office
and has worked ceaselessly in preparing for this
wor kshop.

Starting way over on ny right is Jere
d over, who is the chief counsel for advocacy at
the Smal|l Business Adm nistration, and it is really
smal | busi nesses official advocate in Washi ngton,
but has many private experiences in Internet areas.

Next we've got, let's see, it's not Sham
Sunder next -- oh, it's Andy Wi nston, okay, who is
t he head of everything down in Texas, | think, a
director of the Center for Research in Electronic
Commerce and a Professor of Information Systens,
econom cs and conputer science in Austin.

Then we' ve got Professor Shyam Sunder, the
Jerone Frank professor of accounting, econom cs and
finance at Yale University.

| medi ately next to nme is Mg
GQuerin-Calvert, famliar to many of you in
Washi ngton and a principal at Econom sts, Inc.
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Moving to the left now, we've got Catherine
Mann, who is a senior fellow at the Institute of
| nt ernati onal Econom cs.

Next down the line is David Lucking-Reil ey,
an assi stant professor of econom cs at Vanderbilt
Uni versity.

And finally, Robert Parker, who is the VP
for B2ZE commerce strategi es at AVR Research

W' ve got a wide range of experience here,
| was going to tell you how everybody had at sone
point gone to Yale or MT or sonething, but it's
just not -- look at your book, they're all very
good and very snart.

We're also going to slightly restructure
the series of questions that we have facing our
panel today and try to break it down into two
general areas, focusing initially on conpetition
bet ween and anong networks and how this will be
evolving in the future, and as a subset of that,
what we can | earn from ot her networks that have
been in operation in the past and then nove to the
future devel opments area, our mgjor question, which
is nunber 7, but then subsune under that sone of
the issues of standard setting, innovation, whether
and how uber e-nmarketplaces will be devel oping, and
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what this nmeans also globally for people and firns
participating fromoutside the United States.

One last thing for all panelists, while we
may point to sonmeone to lead off the discussion on
any particular matter, when you want to talk, you
are to turn your nane tag up like a flag, just |ike
we do in international organizations, and we w ||
call on you

Ready to shoot. Okay? So, why don't we
start with what has been given to us as question 4,
but is looking at |ikely scenarios for how B2B
el ectroni c marketplaces wll be conpeting with each
other. Does this depend on the industry invol ved?
Are there situations in which network efficiencies
dictate that a single B2E marketplace wll be
dom nating a particular industry. And | guess
Prof essor Sunder, would you mnd starting off on
this and then we'll |et sone others, maybe M.

Par ker and others chine in.

The one other thing is, if -- well, no, |

guess since we don't have exactly seven questions

now, | was going to say before we woul d have

literally 10.7 mnutes per question, | think this
way we'll let it flow and see how t he dial ogue
devel ops.
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MR. SUNDER: Thank you. |In nost cases,
Federal Trade Comm ssion considers a state of
conpetition in the market for a given good or
service. In this workshop, we are concerned with a
state of conpetition in the market for markets.

A primary tension in this market is between
t he advant ages and di sadvant ages of nonopoly and
conpetition in the market for markets. |If a given
comodity can be traded only in one market, as was
pointed out in an earlier panel, also, all buy
orders have opportunity to neet all the sel
orders, assuring the buyers that they will find the
best seller and assuring the sellers that they wll
find the best buyer.

Thus, if there is no conpetition in the
mar ket for markets, all traders will have the
advant age of getting the best possible price. And
gi ven the high volunme of such a market, the price
is likely to be the nost informative price, and
therefore economcally the nost efficient price.

The advantage -- this advantage of a
monopoly in the market for markets has its own
cost. The absence -- in absence of conpetition for
the order flow in such markets -- cannot expect it
to be managed efficiently. Because there's little
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pressure on those who manage such markets --
monopoly markets to innovate, mnimze cost or cut
fat.

So, the transactions costs they inpose on
the traders in such markets will tend to be high,
and they may well rise with tinme, rather than fal
over tinme with technology. So, a primary policy
i ssue for Federal Trade Conmm ssion may be to nmake
j udgnent s about what nay be the right bal ance
bet ween these two forces of nonopoly and
conpetition in the market for markets and how to
stri ke that bal ance.

And an inportant issue in keeping a
conpetitive market in this markets is to exam ne
the rules of the electronic exchanges for attenpts
tolimt the ability of participants to nove their
busi ness across markets. Again, which was pointed
out this morning. | would think that FTC and the
Department of Justice may well -- will be well
suited to play that function in this particular
mar ket .

MR, VWROBLEWBKI: Does it depend on the
i ndustry characteristics in terns of -- maybe --
network effects, or is it to depend on whether the
particul ar industry deals with commodity or
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services -- in terns of striking that bal ance
bet ween one exchange. | think we heard earlier
this norning, | think it was Mdrgan Harting said,
that in every industry there's going to be two
exchanges. And | would just like to hear the
reaction of the panelists, you know, what
di stingui shes -- what are the distinguishing
characteristics of draw ng that bal ance? M.
Wi nst on?

MR, WHI NSTON: Let ne give sone exanpl es
fromthe financial markets arena. As we all know,
NASDAQ and the New York Stock Exchange are really
mar kets -- a market of markets, that is, there are
t housands of securities that are traded over the
counter.

So, NASDAQ is really conposed of |ots of
mar kets, each market trading an asset, in this case
a financial asset. Now, what you have in the
financial markets is the begi nnings of conpetition,
that is NASDAQ faces conpetition from other
new y-created el ectronic exchanges, and in fact,
B2B in the financial markets area, or B2C,
depending on who is the participant, to have
| sl and, Archipel ago, and others that are draw ng
away volunme from NASDAQ plus you have a conpany
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such as Posit, which is a parasitic operation.
That is, what Posit does is says we'll take the bid
as spread on the NASDAQ and we'll give you the
m dpoint. So, we'll use the price formation on
ot her exchanges to give you a | ess expensive
transacti ons cost.

So, it's parasitic in the sense, as Shyam
i ndi cated, as nore and nore vol unme goes to Posit,
the price formati on process at NASDAQ is | ess
reliable, and therefore Posit is |ess effective.

So, the reaction of these exchanges in
dealing with conpetition is to push for changes in
t he copyright law. So, exchanges now want a
copyright that is controlled as an asset, the
prices are deforned. So, if people at Posit want
to use those prices, they would have to pay a fee
to NASDAQ and then in NASDAQ s viewtry to
rebal ance that rel ationship.

So, for markets, it's inportant to have
liquidity, either in network externalities, neaning
the nore in the market, the better the market wll
function and the nore people want to join that
mar ket, but on the other hand, it leads to a
nmonopoly situation and | eads to | ess innovation.

The New York Stock Exchange being a prine
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exanpl e of an organi zation which has failed to
innovate in ternms of still having a trading floor.

So, this is newarea in nmy viewin
econom cs, that is econom c theory presupposes a
beneficial operation of a market that is the
Vol rasi an market as operated on behal f of buyers
and sellers, and nobody nmakes any noney off of it,
just the buyers and sellers benefit.

So, it's an issue that doesn't arise in
econom cs, but arises in the real world, nost
recently in financial markets, and certainly wll
carry over to these coomodity markets that have
been recently created.

MR. WROBLEWSKI :  Thank you. Bob?

MR. PARKER  Thank you. AM Research
tracks approximately 700 funded i ndependent
exchanges, both horizontal and vertical, as well as
a nunber of consortia and private exchanges. And
feel that they're conpeting today on the basis of
gaining participants, gaining liquidity.

Once they have that volunme through the
exchanges, they'll begin to conpete on the basis of
addi tional supply chain services, which I think
separates thema bit fromclassic financial
mar kets, because there's a lot nore -- there's a
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| ot nore value that can be added on top of that.

We see the ultimate future for these sets
of exchanges growing to probably close to 2,000
exchanges, but consolidating to two or three in
each large unbrella market. So, your classic
four-digit SIC code-type narket.

Of of that, there will be created an
eco-systemthat will provide a | ot of opportunity
for smaller niche exchanges to plug into those
| ar ge exchanges. For exanple, there's an exchange
cal | ed Shi pchemthat specializes not just in
| ogi stics, but the challenges of shipping chem cals
all over the world and all of the regul atory
requirenents.

So, while they will be a key part of many
chem cal exchanges, they will create their
exchanges off the eco-systens created by the | arger
ones.

MR. WROBLEWSKI :  Thank you. Meg?

M5. GUERI N-CALVERT: | would like to build
on the answers and answer your question as well
about industry specific. | think if we take a step
back, listening to these answers and those this
morning, the likely future as to whether or not in
any given industry context there will be multiple
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B2B networks really cones down to what we've heard,
which is the ability and the incentive of
participants in a B2B to participate in nore than
one B2B.

And | think the other feature is very much
the type of B2B that's involved. Wether it is, as
we' ve heard, the creation of a marketplace or an
auction environnment, whether it's for financial
services or for commodities, whether it is a nore
vertical arrangenent between manufacturers or
purchasers of inputs in their downstream suppliers,
or whether or not it's an entity that's really in
the business of trying to create a whol e new
product that really only exists on the Internet in
terms of facilitating distribution.

And | think in terns of |ooking at the
i ssue as to under what circunstances do
partici pants have the ability, as well as the
incentive, to participate in nore than one B2B
exchange, we really need to | ook at the underlying
econom cs of the operations which wll give sone
insights as to whether or not the restraints that
an exchange may i npose are reasonabl e ones or raise
conpetitive concerns.

And it strikes ne that sonme of the areas
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where we'll see nultiple exchanges is where you
continue to see proprietary networks where an
i ndi vi dual manufacturer or purchaser continues to
want to have its own vertical relationship with a
host of suppliers as conpared to circunstances as
have been tal ked about where you have a tendency to
have a joint venture or connection anong the
purchasers for arrangenents.

In terns of practical ability to swtch
again, if there are nore regional characteristics.
We heard this norning about the construction
i ndustry where there's going to be the incentives
of certain |local suppliers to be on just a given
| ocal network. But again, as in the ATMindustry
context, there may be sone banks that choose to be
injust, as in this area, in nost, but those who
are on the geographic fringes of this area, want to
and actually belong to nultiple ATM networks, hence
facilitating the ability to swtch vol unes back and
forth on those exchanges.

But | think the nost inportant factor as to
whet her or not we'll see few, is if there are
significant network externalities. And the two
nost inportant ones, | think, are on the demand
side, where there are substantial gains to having
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t he maxi mum nunber of participants pooling their
information and their interactions on a given B2B,
or where in order to create a sufficiently liquid
mar ket pl ace, you need to have one.

But even in those contexts, | think if we
| ook out there we can see circunstances where
nonet hel ess there have been conpeting exchanges,
whi ch may have non-overl appi ng nenbershi p, but may
conpete aggressively for the business to be |isted,
for exanple, on the New York Stock Exchange as
opposed to |isted on NASDAQ

So, | think that also would pronote nore
exchanges.

MS. VALENTINE: Over with David
Lucki ng- Rei | ey.

MR. LUCKI NG REI LEY: Thank you. |'ve been
studyi ng online auctions for a long tine by nost
peopl e's standards, since about 1994, and |'ve been
very interested in market -- different types of
mar ket nmechani sns used.

And | think when you | ook at this question
of how many markets are there going to be conpeting
wi th each other, one thing that we don't know yet
i s what kinds of market mechani snms are they going
to use, and | think that that is going to be an
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i nportant determ nant of industry structure.

So, to give you an idea what | nean. |
think inplicitly a lot of people have in mnd that
there are going to be sonme kind of double auction
going on with bids and asks and the market is going
to clear. But it's not obvious that that is going
to be the dom nant nechanismin all markets.

And if you |l ook at what's actually
happeni ng in B2B mar ket pl aces right now, you'll see
a lot of folks that are doing other kind -- making
ot her kinds of nechanisns. There are what |'m
going to call brokers in a broad sense, although it
may not be what you traditionally think of as a
broker. By a broker, | mean sonebody who doesn't
get involved in the price formati on process, but
manages to put a buyer and a seller together. And
there are a couple of different ways that brokers
are doi ng things online.

So, if you take a |l ook at Vertical Net's
di fferent marketplaces from Sol i dWaste.comto
Bakery Online, you'll see that nost of what they
are doing, although they have a little bit of
auction functionality, nost of what they are doing
is areferral service that you can get access to
i nformati on about a bunch of different suppliers.
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And that is a market. And that is one kind of
mar ket .

Anot her thing that we see are aggregations
of catalogs. Again with fixed prices. And we al so
see things that are kind of like classified
advertising, or specific itens that need to be
sold, and it's kind of a spot market, but there's
no nmechani smfor noving the price around and havi ng
bi ds and asks, it's just a posted price, it's a
take it or leave it offer.

So, in addition to brokers, we al so have
deal ers who take title to the goods and are selling
them so they've purchased them froma bunch of
different areas and are reselling them There have
been plenty of dealers over tinme, and it may be
that that nodel just noves online.

We al so have auctions and reverse auctions.
And in the auction and reverse auction case, soO
let's ook at -- let's |ook at how you m ght expect
i ndustry structure to go here.

Meg was just tal king about network effects.
And it seenms |ike network effects are larger in a
doubl e auction environnent, because what does this
mean? Well, buyers are interested in being where
all the sellers are, and sellers are interested in
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bei ng where all the buyers are. And this causes
everybody to sort of want to aggregate towards one
place. But if you just have a one-sided auction,
there's |l ess of that going on, because you only
have it going in one direction.

And wth deal ers and brokers, there's al so
| ess of that incentive. So, that's the one point
that | want to make, is that it's conpletely
uncl ear what kind of market mechanisns are going to
end up bei ng dom nant.

And one big difficulty in bringing
busi ness-t o- busi ness marketpl aces to an auction --
a doubl e auction exchange kind of format is the
difficulty of specifying the product. On financial
mar ket pl aces, it's very clear what a share of
mar ked stock is, it's not always so clear what is
being traded. 1Is it grade 2 pol yethylene to be
delivered on Novenber 1st, or is it grade 3
pol yet hyl ene to be delivered on Novenber 15th. And
when you have a proliferation of different types of
products going on, it's not obvious that you're
going to be able to have central clearing with bids
and asks and everybody knows exactly what the
product is. There may be nuch nore conplicated
t hi ngs goi ng on.
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And al t hough conputer scientists are
wor ki ng hard at this problem we still don't have
great mechanisns for dealing with nulti-attribute
aucti ons.

So, the nessage that | want to | eave is
that the market institutions matter and we don't
know yet, there are a | ot of conpeting ideas of
what kind of market institutions are going to
happen.

| also want to interject a small
advertisement, which is that nmy co-author, Dan
Spul ber and | have recently witten a paper on
busi ness-to-busi ness el ectronic commerce, to be
publ i shed in the Journal of Econom c Perspectives
next year, and we're very interested in getting
coments from anybody who wants to take a | ook at
it.

So, | think there's a -- this is one of the
points that we nmake in the paper, there are a | ot
of other points and we're really interested in
getting feedback on it, so if you visit ny website
at Vanderbilt, you're welcone to downl oad the paper
and |'m happy to take email comments.

M5. VALENTINE: Let us know, too. Wy
don't we nove to Catherine.
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M5. MANN. [I'mgoing to take a slightly
different tact with my comments that are based on
nmy experience with doing a lot of work in countries
outside the United States, working with
particul arly devel oping countries as they search
for a way to participate nore actively in sone of
t hese markets.

And to build on, however, the points that
Davi d just made, many of these countries and the
firms in these countries don't participate in any
auctions now. They are attacked -- if they
participate in a supply chain of a nmultinationa
firm it is on a unitary relationship basis,
possi bly through EDI

And therefore to the extent that they have
the ability to nove into any type of auction
format, any type of exchange format, it is clearly
superior for those firns and for the welfare of the
peopl e in those countries.

One of the difficulties, however, in
pursuing that strategy, for sonme of the firns in
t hese countries, is that the basic institutional
framewor k of, you know, telecomunications,
financial markets and distribution and delivery,
are not up to par.
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So, one of the issues that is relevant in
the gl obal context is that there may be exchanges
-- there may be sort of two |evels of exchanges.

One | evel of exchange for participants who
are really at the frontier in terns of their
technol ogi cal capability, both in terns of pure
technol ogy, but also in ternms of being able to
understand what to do if you ever got on a website
and wanted to exchanges sonething. And then also
internms of their ability to have the technol ogy as
a foundati on.

So, that's the first issue, whether or not
there are two potential |evels of exchanges, and
the responsibility, of course, to bring devel oping
countries up to par is different, and it's not the
responsibility of basically anybody at this table,
| don't think, other than perhaps the private
sector entities whose interest it is to engage
their own government officials to work nore
actively to devel op the technol ogi cal foundati on.

But the second point that built into what
David said is that, you know, what is the product?
In nmost of if we think about electronic comerce,
there isn't a product anynore, it is a bundle. It
is a bundle of what it was that we m ght have

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

442
bought before singly, whether it was a good or a
service, plus the location, plus the tinme of day.

And so the notion that a -- an exchange, a
si ngl e exchange, could enbrace all dinensions of
goods, service, location and tinme, is certainly way
off into the future. And is not sonething that is
on the horizon now.

There are differences in tinme zones,
regi onal exchanges, devel oped not only because of
geogr aphi c, but al so because of | anguage, and
because of time. And so that the issue is the
extent to which the regional exchanges or the
| ocati onal exchanges or the | anguage exchanges are
made i nteroperable so that the benefits of
information, of price revelation, in one exchange
has -- is transferred, or is conmunicated, or is
networked with the other exchanges that exi st
within a market, which is either |ess devel oped, or
a different | anguage, or a different tinme zone.

And | think that's really the question that
we need to consider when thinking about the, you
know, the beneficial or the issue aspects of
I i nki ng up exchanges.

M5. VALENTINE: Interesting. Wy don't we
circle back to Professor Sunder and then we'll nove
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to you, Jere, and pick up on the small business
aspect.

MR, SUNDER It seens to nme that the key to
addressing, M chael, your question about the nunber
and the structure of the market for markets is the
definability of the coomodity that is to be traded
in a marketplace. The markets are likely to evolve
on the basis of what is a standardi zabl e commodity,
or to what extent the commodity that we wish to
trade can be standardi zed sufficiently to becone
t radabl e.

The reason financial markets are our
favorite exanpl es why they devel oped first is
because securities are perfectly standardi zed. One
share of General Mdtors is |ike another share of
Ceneral Mdtors, and sane thing is true of bonds --
not true of commodity futures.

Pork bellies, crude oil, you may define
crude contract for Texas crude, sweet crude,
what ever, you know, or re-contract maybe a
standardi zed in terns of a standard commodity with
detail ed provisions for variations fromthat
standardi zed |l ead into various variations.

Now, that is not true -- when we nove into
a variety of commodities and services that are
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traded in industry, in various industries, even
within an industry, sonme things are highly
definabl e, standardi zable and tradable. Qhers, as
Davi d poi nted out, take many, or very |arge nunber
of attributes to define what exactly you're
tradi ng.

And as the nunber of attributes goes up,
the tradability of that commobdity goes down. So,
it my well be that these exchanges, B2B exchanges,
may devel op not along the lines of industry, but
al ong what is standardi zable. And so the markets
may split along those |ines.

| suspect, as was agai n poi nted out
earlier, we may well end up with perhaps two or
three markets for each kind of commodity, not mnuch
nore |likely that we'll have 20 markets and
equilibriumafter everything is shaken out.

Take for exanple the pharmaceuti cal
i ndustry, in the drugs market, how many drugs do
you have which actually conpete with each other
You know, there nmay be | arge nunber of
pharmaceuti cal manufacturers, but their drug for
di abetes doesn't really conpete with a drug for
heart di sease.

You know, for a given ailnent, there may be
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only a couple of drugs that are effectively in the
mar ket pl ace, | suspect the sane thing is going to
happen in the B2B nmar ket pl aces, too.

M5. VALENTINE: Jere, why don't you --

MR. GLOVER  Sure. | think there's a
couple of things that -- basic prem ses that go
into this. One is technology will determ ne how
the markets function in the future.

We often forget when we're spending so nuch
time thinking about the Internet, it practically
for comrercial purposes didn't exist a decade ago.
The changes that have occurred are only the
begi nning, so we'll see changes that make things
happen that we don't even envision at all today.

Havi ng said that, |'ve been involved in
devel oping two different Internet marketpl aces, one
is the Angel Capital Electronic Network called
Acenet, which is for Angel Investing, the other is
ProNet, which is a procurenent network, originally
envi sioned for small businesses to work with the
government. The interesting thing is the private
sector has taken that now and run with it nore so
t han we thought that the governnment has.

It's 200,000 small businesses, al
regi stered, and what we're finding is that
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mar ket pl ace, by providing basic information, is
even working internationally, and we're finding
conpani es begin to use that.

We have to recognize that there's sone
basi ¢ fundanental shifts, and when you're talking
about commodities, and you're tal king about the
manuf acturing sector, there's been a trenendous
shift away fromthat to service, which is where the
basi c growt h has been, and now we're seeing even
shift from manufacturing and service to the new
i nformati on age.

So, we're going to have a different demand
system The services and products that we're going
to be providing are different fromthe traditional
ones. And a |lot of discussion so far has been
about the traditional marketplaces for existing
products and we're going to have newer
technol ogi es, new i deas, new services that we're
not even thinking about.

VWhat's exciting is the ability of the
mar kets to grow and evol ve as the technol ogy drives
the marketplace. So, | think we will see a |ot of
t hi ngs we haven't envisioned happening very quickly
and the technology will drive where we go.

MS. VALENTI NE:  Meg?
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M5. GUERI N- CALVERT: | just wanted to add
that | think given this exchange, one of the things
that is nore likely a developnent is we'll see the
devel opnent of different kinds of B2Bs in different
ki nds of industries, precisely for the reasons that
we've just heard, that in those areas where it's
very difficult to standardi ze, the goal may
actually be to be inproving on the use of paper,
phone, fax, and other means of communication to
elicit information as to who is available to
provi de suppli es.

So, in David's nodel, nore of a demand to
have a very efficient broker systemto pool
together fromacross the world avail abl e supply,
whether it's in a nore limted function of sinply
identifying who is available to bid on a particular
contract, even on a long-termbasis, versus as
wel |, perhaps, or instead of the ability to
participate in a spot auction at a given point in
tine.

So, in industries where the needs are
greatest to have an efficient distribution and
pur chasi ng system we nmay see B2Bs devel op very
extensively, even if they are not the creation of
what David had referred to as a doubl e auction

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

448
approach such as m ght be nore prevalent in
financial markets where it is possible to grapple
wi th the standardi zation issue.

M5. VALENTINE: This is going to get
unfair. | think we're going to take Professor
Wi nston and then nove maybe to nore future-I| ooking
devel opments and try to address sone of our
standardi zati on i ssues. Unless you guys have such
critical things to add to the current discussion.

O herwise I'mafraid the audience is going to m ss
our wi sdom on anot her whol e set of issues. Andy?

MR. WHI NSTON: Let nme nake sone comments in
general on the B2B area. 1In the |ast few days,
peopl e have -- fromthe various conpani es,

di scussed B2B, and while there's a lot of talk
about markets and auctions, the real val ue-added
that these B2B conpanies focus on is automating the
buyer/sell er relationships.

So, what they've done is gone to the next
generation of EDI, which is based on XM., and done
all sorts of -- potentially all sorts of
i nprovenents in the buyer/seller relationships,

i ncl udi ng supporting auctions. And as David

poi nted out, in sone cases, they introduce a market

and the termis often -- | wouldn't say m sused,
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but used in their way, which would be a -- an
indication that there's sonebody interested in
buyi ng sonme things and here's an indication of the
prices that they're willing to pay or sellers
trying to sell a loconotive and here's what they're
willing to sell.

So, it's a way of bringing information into
a mar ket pl ace, but there's no suggestion that there
is price discovery. So, it could be in the future
t hat what we have are B2B conpanies that do this
automation, and then we have peopl e, conpanies that
create markets of which these B2B pl aces support
t he connection to, such as an E-trade, which Iinks
consuners to the marketplace, the Schwab and so
forth.

And then the question is what are these
mar ket pl aces going to | ook |ike, and as people
poi nted out, we don't have standardized
commodities, but when we | ook at commodity trading,
which is active type trading in the U S. with pork
bellies, oil, both spot and future, we have what
are called benchmark commodities, neaning that we
take a certain commopdity, we define it, we trade
that in the marketplace, but that then provides a
basis for related commodities, that is comopdities
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that are simlar but not the sanme to have inferred
a val ue.

So, the marketplace then becones very
l[iquid on certain commodities, other cormodities
then are traded on the basis of that benchmark
commodity, and that's very common in the bond
mar ket, in petroleum we have the Texas crude
price, but even though I'ma Texas nationalist, we
don't -- we're not the only state in the world that
produces crude, but it becomes a benchmark in terns
of Texas and its | ocation.

So, we may be able at sone point in the
future to separate B2B, which is hoped-for
automation, with a market function which may vary
froma sinple listing, like a real estate |listing,
all the way to a nore active marketpl ace.

M5. VALENTINE: COkay. The next set of
gquestions are going to all focus on future
devel opnents, although it's sonetines hard to talk
about a future where there's barely been a past and
little track record to extrapolate from Vhat we
woul d i ke to discuss here are the extent to which
B2Bs will, in fact, be replacing traditional
mar ket pl aces, will they be conpl enenting existing
practices. Are we going to be seeing purchases
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much nore on a spot or short-term basis, rather
than long-termcontracts. There's been a little
bit of touching on that. And will we possibly get
t he devel opnment of sone sort of uber electronic
mar ket pl ace, allowi ng all the marketplaces to
communi cate with each ot her

Finally, what does all this nmean in terns
of inplication for market structure and market
concentration. W' ve heard sonetines that these
aren't affecting market structure at all, they're
just making everything nore transparent. Sonetines
we hear that they are entirely changi ng market
structures, and changing traditional serial
vertical markets into nuch nore concentric
hori zontal networked ones.

Let's see, who wants to -- anyone want to
start? W'Ill give hima chance and then you can
chinme in since you just ended. Robert?

MR. PARKER It's probably dangerous ground
for me to tal k about econom cs given our
di stingui shed panel, but ny sinple understandi ng of
m croeconom cs IS conpani es cone together because
the cost of performng transactions internally are
| ess than they cost to do themexternally. And
what the B2B el ectronic markets facilitate is a
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| owering of that cost.

So, we talked a ot over the last two days
about lowering transaction costs, and transaction
costs are finding sonebody to do business wth,
negotiating the terns of an agreenent, and then
nmonitoring for conpliance with that agreenent.

What we have found in the past is when
transaction costs get lower, it doesn't necessarily
| evel the playing field for a |ot of participants.
What happens is, the existing relationships becone
nor e conpl ex.

So, advanced val ue chain concepts |ike
vendor managed i nventory, continuous planning and
repl eni shnment, now are enabl ed because of the
nmovenent of information. So, | think it's very
i nportant that relationships cone to the
mar ket pl ace and what you'll see is off of the
efficiencies, you'll see nmuch nore conpl ex
rel ati onshi ps and opportunities for trades between
| arge conpanies to get nore solidified, and perhaps
| ock out some of the smaller players.

Particularly if today their only advantage
i's geography or their only advantage is information
arbitrage, in that they have a piece of information
that's not available to the rest of the market.
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M5. VALENTINE: Actually, why don't we nove
qui ckly down this side and then we'll pick up with
you and cone back. David?

MR. LUCKI NG REILEY: | want to nake two
points. First, you asked about short-term versus
| ong-termcontracts, and again, | think that's
likely to be, you know, spot markets versus
long-termcontracts. | think that's likely again
to vary by market.

Short-termcontracts may be easier for the
commodities that are easily standardized, |ike
electricity and oil, and be harder for
R&D-i ntensi ve industries such as when Ceneral
Motors is trying to devel op a new car and needs
vendors to work with themto devel op the systens
that will goinit. Those are going to have to be
much nore long-termcontracts and are going to be
hard to have spot markets for brand new itens.

The second point that | want to nake is
that one future effect that we may see, if, in
fact, electronic commerce is successful at reducing
transaction costs the way everyone thinks it's
going to, we nay see a | ot nore outsourcing by
firms, and a lot |ess vertical integration.

A favorite story that ny co-author likes to
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tell is that Ford' s slogan back at the begi nning of
the 20th century was frommne to finished car, one
organi zation. They were vertically integrated from
the iron mnes all the way through.

W see a lot less of that today. In fact,
Ford is tal king about spinning off its Vistion
subsidiary that assenbles systens, and that is one
-- that is one possibly huge effect of |owered
transacti on costs.

The final point that | want to nmake is
about the uber markets, and | -- the one point that
| want to nake here is --

MS. VALENTINE: | think what you cal
met amar ket pl ace.

MR. LUCKI NG REI LEY: Met amar ket, okay, very
good.

M5. VALENTI NE: Uber sounds too Deutsche.

MR. LUCKI NG REI LEY: Thi s norning, Mrgan
Harting from KPMG t al ked about how shop bots may
make it easy for nmultiple nmarketplaces to co-exist,
and so there wouldn't be a need for there to be
consol i dati on.

It's not -- there's one concern that | have
that mtigates against that, whichis a -- |'ve
been follow ng e-Bay and sim | ar consuner auctions
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for a long time, and one thing that's going on
right nowis a lawsuit by e-Bay agai nst
Bi dders- Edge which is an attenpt to be sort of a
met amar ket pl ace, that is they take auction sites
W th consumer auction listings and have a
met asearch so that if you' re interested in buying
an Elvis plate, you can type in what you're | ooking
for and it will search the listings not just at
e-Bay, but also at Amazon Auctions and Yahoo
Auctions and Box-a-lot and City Auction, and show
you all of the |istings.

Well, if this can happen, now you' ve taken
away a |lot of the network effects, the sort of
econom es of scale that e-Bay enjoys. Because it's
no | onger necessary for everybody to go to -- al
the sellers to go to e-Bay to find where all the
buyers are. If all the buyers are using a
nmet asearch engi ne, now they could find you even if
you were on Yahoo Auctions and maybe you woul d Ii ke
to do that because they have | ower fees there.

So, e-Bay has sued that they own the
intellectual property of their auction listings,
and even though they're freely avail able on the
web, they can't be redirected. So, this is a
potential point of concern, that this matter of

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

456
intellectual property needs to be sorted out before
we know the answer to the question of how well shop
bots are going to help | evel marketpl aces.

MS. VALENTINE: Well, and it may be |ike
Andy's earlier point that in ternms of increased use
of patents to protect these very investnents.

Cat heri ne?

M5. MANN. | just want to, again, conme back
to sort of in nmy view, what we've been tal king
about here and what are critical issues for the
future of B2B exchanges is can we standardi ze the
comodity. | say no. GCenerally speaking, across
all these markets, nost of themw || not be
st andardi zed commodi ti es, because they will be a
bundl e of whatever it was, the tool and dye thing,
and the delivery, which still matters, unless it's
software, and maybe even then the delivery matters,
because it wll matter over what broadband network
or copper line network it's going to be delivered,
so the fault rate. So, we don't have standardi zed
comodities, so it wll be difficult to conme up
w t h exchanges.

Secondly, we don't have standardi zed
t echnol ogi es, nor standards -- standardi zed
standards. Maybe in the United States we have
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that, but certainly around the world, we do not.
And the difficulty of comng up with interoperable
standards across different governnental
jurisdictions is a very nmajor issue in terns of
t hi nki ng about the network externalities that we're
going to enjoy as the final consuners of these
things, and then finally sonmething that | think we
haven't really addressed here is standardized
buyers.

Buyers are very different in terns of what
they want. And you have to have a standardi zed
buyer for an exchange -- for a single exchange to
devel op.

So, | think that the nodel rather than --
and even in the nmetamarket, because uber nakes it
sound like a pyramd, which | think is definitely
not the nodel that you want to be thinking about
here. There's no pyramd, but there's a set of
revol ving markets that are linked in with each
ot her .

They are striated by the degree to which
you can standardi ze the commodity, the tinme frane,
the location. They are striated over the degree to
whi ch the technology is or is not standardized
across the marketplaces and the users of the
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mar ket pl aces. And they are not -- they are
striated across the differences in the
characteristics of the buyers.

The countries that | have been working in,
and it includes Europe and Japan, I'll do ny little
mar keting thing here, too. | have just sent it off
to the printer today, the global electronic
comerce, a policy prinmmer that will be avail able
on July 13th fromthe IIE website, which goes
t hrough a nunber of other issues beyond this
intellectual property, beyond these issues of
standards to address taxes and so forth.

But the point is, is that there are many
different characteristics of buyers, sellers and
technol ogies in the gl obal marketplace. And the
notion that there's one exchange that can
incorporate all those -- all that dinensionality is
sonmething I don't think will ever exist.

So, as an econom st, if we're thinking
about what market structure we think about as being
driving this market, it's not auctions, it's not
the wild ball raging auctioneer, it's very nuch a
nmonopol i stic conpetition type environnment because
of these very many different characteristics,
effectively each demand curve is unique. And each
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supply curve is unique.

It doesn't nean buyers and sellers get to
meet each other and find a price, but it nmeans that
there's a lot nore variation in the way the
mar ket pl ace 1 s devel oping than | think has been
suggested so far here today.

MS. VALENTI NE: That nay be healthy, we
won't all be little robots. Professor \Winston?

MR, WHI NSTON: Ckay, |et nme make sone
coments. | agree that in nost commodities are not
st andardi zed, but there is a push, because of the
interest in customzing to the end consuner by
conpanies in the autonobile industry, in the
conputer industry, to develop standards so that
they can operate within these marketpl aces to deal
with just in tinme and material and all these other
buzz words that has managed their supply chain nore
effectively so they can offer to the consunmer nore
custom zing of the product.

Dell was -- is reknowned for pushing this.
GM and the other autonobile conpanies want to offer
to the consuner nore custom zed cars. So, there is
a push in this direction, how far it wll go, you
know, | don't know, but clearly, you need a conmon
comodity, a standard commodity, to define a
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market. Otherwi se you're dealing in terns of
devel oping the rel ationship, a negotiated
environment. O course these B2Bs are in effect
nore focused in ny view in supporting negotiation.

Now, on the issue of bundling, which is
sort of the idea of futures markets, | was talking
with a natural gas B2B conpany in Houston, and what
they do is they allow the creation of a market in
the sense of this referral, people can |ist natural
gas avail able, and other people will just sit and
buy natural gas.

And | nentioned the issue of
transportation, why don't you integrate into the
mar ket pl ace the transportation. Because right now,
they get a prelimnary deal, and then people scurry
around to see if they can find pipeline capacity or
ot her capacity to deliver at a reasonable price.
And if they can't, they nove out of the deal.

So, it's a very cunbersone operation
because the market as its viewed is a market that
the econom sts have witten up in the textbooks,
and this is where the B2B people go to, to find
sone ideas, but it's really a much nore conplicated
market. It resenbles a market that was used by the
FCC in auctioning a spectral frequency, that is we
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have conpl enentarity.

And if you think of supply chain in
general, if you' re an autonobile manufacturer, you
want to go into -- you want to go in and buy a
coll ection of products, of inputs, you want to buy
tires, chassis, door, things like that, in sonme
conbi nation that let's you keep your factory
oper ati ng.

So, if you go into one market and you're
successful in buying lots of tires, but you can't
get brakes in the other market at a price that you
were hoping to, or there just isn't the available
supply, then you're kind of stuck. You have what
peopl e call an exposure risk, you have an
unbal anced i nventory.

So, inny view, in terns of the future,
we're going to have to | ook nore at nore
conplicated -- to the extent we're going to use
mar kets, in whatever form-- nore conplicated
mar ket structure that supports bundling, that is
peopl e are trading not a commodity, but
conbi nati ons of commodities.

And the other thing is, in terns of futures
mar ket s, peopl e have nentioned we may introduce
futures markets, and they may be useful in certain
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circunstances. It should be pointed out that
futures markets are, again, indications. That is,
in futures for wheat, for exanple, nobody ever
takes delivery, or maybe once in ten years where
sonebody nmakes a m stake and they suddenly end up
with a lot of wheat, but it's really a narket to
indicate to people what are the events in terns of
t he consensus of nmarket participants that would
lead to, let's say, a significantly different price
in wheat 90 days from now.

So, it tells people sonething about the
consensus view of the world. [It's an informational
obj ect that presunmably nmakes the econony operate
nore efficiently. And these markets are traded,
but never any delivery takes place. And we may see
that in B2B, and, for exanple, in -- it's possible
in various kinds of nmenory conponents, it may be
useful for conpanies to see sone future price
i ndi cation which would inpact their pricing of end
products to the consunmer, or would affect the
producer's interest in rescheduling their
production line, to the extent that they can, to
produce nore of a product that has a higher future
price.

So, the whole area of supply chain,

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

463
decentralizing supply chain, markets, prices, seens
to me a very much futuristic area, and | think the
B2Bs, the conpanies that try to survive in an
uncertain stock market environnent, | think that
they focus, probably rightly, on automation and
make probably relatively scant investnents in
mar kets, although it probably has a certain sizzle
in the market -- in the financial nmarketplace to
tal k about markets, but | think it's nore talk than
reality.

MR, VWROBLEWSBKI : Thank you. Professor
Sunder, before we turn to you, | hope you can
address one question that we' ve been tal ki ng about,
or that was actually raised in the previous panel
on owners. \at we've been tal ki ng about here is
future devel opments wthin the industry, and |
would like to, if you could, focus your coments on
a possible future devel opnent within the operations
of a B2B.

One of the concerns that we had, or one of
the concerns that was raised in the previous panel,
was ensuring -- it was privacy -- the notion was
privacy, and are the players, are the suppliers and
are the buyers playing by the rules. You know, we
were tal king about privacy and rel easi ng of
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information, and | think the discussion centered on
the notion of, well, it all depends on what's in
the contracts -- well, if you're trying to --
contracts between the suppliers and the buyers, and
then the B2B itsel f, and that the owners and
operators really don't -- that really doesn't
matter.

If you're trying to increase or to attract
new buyers and suppliers, is there a type of
trust-buil ding nmechanismor auditability that can
take place that would be a selling point to these
exchanges so that there would be -- especially in
fragnment ed narkets, where you have a variety of
buyers and sellers that you want to join in -- so
you can have the liquidity to build that trust
anong unknown buyers and sell ers doi ng business on
an exchange.

MR. SUNDER:  Thank you, M ke. Wbnderful
t hi ng about technology is that over tine, it makes
itself invisible. If we take ourselves back 125
years, maybe, and think of an FTC workshop -- did
FTC exist at the tinme? Maybe not.

MS. VALENTI NE: 1914.

MR. SUNDER On B2B markets, tel ephone
mar kets, after introduction of tel ephone -- of

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

465
course today we don't think that markets need to be
organi zed by tel ephone technol ogy. Tel ephones
sinply got integrated into the way we do busi ness.

The sane thing is -- | think is likely to
happen with ot her new t echnol ogi es, including
Internet. But as you pointed out, the effect of
this technol ogy and the structure of how we do
busi ness may have to do with creating these -- use
this technology to create sites or nechani sns,
institutions, which will actually attract
participants by building -- earning their trust.

By -- I find too many sites, personally,
whi ch are too clever by half, which try to fool the
participants, or they're not transparent enough.
They don't make clear the rules of the gane. They
do not respect the participants enough to encourage
themto go back. | think that's a | osing strategy
for B2B exchanges. That's ny personal view.

Sooner or |ater, the exchanges which wll
survive in the shake-out will be ones which earn,
and deservedly so, the trust of the participants,
per haps through an audit nechani sm an operati onal
audi t mechani sm

Wth respect to audit we can talk about its
scope to make sure that participants know that the
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rules of the exchange are transparent -- they are,
in fact, being inplenented and being enforced --
that the privacy policies of these exchanges are
made explicit, not sinply saying on the front |ine
we have privacy policy and it has been audited,
once you go into the details, you find a privacy
policy basically says we can give the data to
anybody and we don't know their privacy policies.
You know, which is sort of no privacy policy.

And this is, of course, this kind of
operation audit wll have to be distinct from
financial audit that we are famliar with. Perhaps
the auditors will have to have access and control
over the software and operations of such exchanges.
W'l |l have to devel op sone kind of standards of
audit so the audit will be credible to the
partici pants.

| know the Institute of Internal Auditors
has various types of standards, perhaps sone of
t hose standards m ght are begi nning to devel op
audi ting standards to develop credibility for this
i ndustry.

Who should be the auditor's client? Who's
the master that the auditor is going to serve?

WIIl it be the owners? WII it be the
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participants? WII it be all of the above? And I
suspect that it will have to be all of the above.
Who will take account fromthe auditors what wl|
be the governing and reporting nechani smfor the
auditors so the audit report that these B2B
exchanges are actually functioning the way they are
supposed to, they are protecting their rights,
information, privacy, the rules of all the
participants in the appropriate way. That | think
is what is going to determne who is going to
survive in the shake-out and who will deservedly
earn the interest of the parties involved.

M5. VALENTINE: That's interesting in
light, actually, tying also to the ability of snal
busi nesses to participate and/ or international
people. Should I take you first? It's sort of
your turn if you want to go now. Do you want to go
now and then we'll quickly get you.

M5. GUERI N- CALVERT: Wiy don't we have
Cat herine go first.

M5. VALENTINE: Al right, go ahead,

Cat heri ne.

M5. MANN. It's like the two-handed, right
-- intervention or the privacy. Wll, obviously we
al ready have a situation where there is a
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di fference of views of government on the
appropriate handling of private information.

The EU and the U S. do not have the sane
strategy for handling private information. And |
think the question that drives -- you know, where
that comes from is just a very different attitude
on the part of the "buyers," meaning the
constituents who elect their governnents, very
different attitudes on what governnents ought to be
doi ng.

The Europeans think that the European
directive on privacy is the best approach to
abiding by their views on what is appropriate
privacy policy. The U S. is not there, sonme say
it's going to get there, but it's not there yet.
And actually, I'"'mnot sure that in the United
States, that if you did have a collective view of
the citizenry, or firnms, whichever one you want to
pi ck, on the appropriate course of privacy, that
t hey woul d choose a European approach. |'m not
sure they woul d.

But neverthel ess, we have -- we wll -- if
we have a gl obal B2B exchange, which of course we
al ready have that in, you know, functionally in
financial information, it is now being pulled apart
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by two alternative strategies for satisfying the
objectives of the citizenry for their private
i nformation.

WI1l that becone a trade barrier that then
has to be negotiated? WII there be private firns
who act effectively as insurance agents, which is
not the nodel that | think is being considered now
But yet there are firns that are standing up to the
plate who will serve as the "insurer" that U S
firms abi de by European privacy standards.

MR, VWROBLEWBKI: Let ne interject a

guestion, is it the same for business privacy in

terms of --

M5. MANN:  Yes.

MR. WROBLEWSKI: -- what we've been tal king
about has been consuner privacy. |Is it the sane
for -- | nmean, sales data, cost, price, all that

type of information, which is nore of concern in
t hese types of marketpl aces?

M5. MANN: Yes. It devolves to the sane
set of problens. The devol ution of how much
informati on can you reveal and what you can do with
it exists nost strikingly, as you say, on the
consuner |evel, but on the producer level as well.

M5. VALENTINE: | guess | would argue that
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we' ve resolved issues at |east tenporarily a bit
nore with respect to the safe harbor, but let's go
to Meg and I won't --

M5. GUERI N-CALVERT: | was just going to
say, there are a nunber of questions that are on
the table, and one of the things that strikes ne
about M chael's second to the |last question with
respect to how are B2Bs going to be operating and
functioning is | think what we are going to see is
nore of an evolution in what the operating rul es of
vari ous B2B structures are. To really -- you know,
to the extent there is a perceived demand on the
part of the participants in a given network, to
have assurances about the quality of the particular
bi dders or suppliers, not only in terns of their
overall quality to even participate and to |ist
information, but to the extent it's a repeat market
environnent as to whether or not they have indeed
delivered on the commtnent that they nade, whether
it was within the marketplace or afterwards.

It would seemto ne that the operators of
the network, if they are the ultimte purchasers,
have the incentive to set up a set of participating
rul es, which are not all that different to what
list serves set up to ensure that the participants
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are actually behaving appropriately.

One of the things that we haven't tal ked
about is we've been assumng largely that all of
t hese networks are open to everybody who | ogs onto
the Internet. A nunber of themreally have to go
t hrough a couple of stages, and as a result, it's
easier for the entities to control quality, to
expel nmenbers who are not being appropriate, while
trying to bal ance off having the maxi num nunber of
potential suppliers avail able.

And also | think to put caveats as to
whether this is sinply facilitating search
all om ng a possible match, but not in any way
guaranteeing the quality of the outcone.

And | think that goes to David's point as
to what's the incentive and what's going to be
driving the connections anong networks? M sense
is that if we're |ooking at the supply channel
ones, which are inherently aimed at trying to
maxi m ze the ability to clear markets, to do spot
purchases, if possible, but not to nove all the way
to that, to find out about quality suppliers who
may be in other countries, there may well be an
incentive to link together U S. North American
networks with European, with Asian, to enhance for
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everybody the quality of supply, and that's, again,
controllable and in the incentive of the network.

The harder part is the issue that David
menti oned, which is nost of the exchanges which are
nore B to consunmer than B2B, but sonme are B2B as
well. Those are ones where the consuner or the
busi ness can log onto the Internet and do the
search thensel ves. They can | ook anong each of the
proprietary networks for the best price for a given
conputer. And can devel op software thensel ves at
home to search anong a whol e variety of networks
and conme up with the best possible price, then
click on the particular |ocation, nmake the
pur chase.

So, they have taken into account that there
are several marketplaces or entities that they
coul d have purchased from that demand for
conpani es to devel op that software for either
consuners or businesses is going to exist. And |
think the hardest thing is balancing off the
sustainability of the individual exchanges and what
they're doing in ternms of property rights with
facilitating the ability to search anong
mar ket pl aces. Because, for exanple, to the extent
there were two sustai nabl e mar ket pl aces for cenent,
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regi onal suppliers and sonebody -- that purchaser
is sitting on the border between the two, you would
really |like that person conveniently to be able to
search between the two readily.

So, it is just bal anci ng between whet her we
call it intellectual property issues, or other such
issues, is trying to allow the benefits of what the
I nternet can provide, and what software search
engi nes can provide to enhance for the purchaser
the ability to search anong market pl aces.

M5. VALENTINE: Jere d over?

MR GLOVER | think wanting to -- | want
to go back to a couple of questions that |I think we
need to really focus on froma conpetition and
t hereby smal |l business point of view because snal
busi ness and conpetition seemto always sort of go
t oget her.

Smal | business is amazingly adept at change
-- adjusting to change and maki ng what ever
mar ket pl ace and what ever circunstance work, but we
run into a real challenge as sone of the systens
are set up and sone of the markets are set up to
limt who's in those narketpl aces.

| think the traditional antitrust criteria
are going to need to be continue to be enforced. |
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t hi nk where you have a dom nant market, that is in
control, that we have a real problemthere. And |
t hink the technol ogy, just because it's on the
I nternet, doesn't mean sonmeone should be able to
exerci se nonopoly power to the excl usion of
conpetition.

And the real challenge for the Federa
Trade Conm ssion and the Departnent of Justice is
going to be as the market changes so fast, as
t echnol ogy i nnovation changes so fast, to keep up
wth it so that whenever anyone tries to solidify
their dom nant position, or their dom nant position
beconmes too powerful, that conpetition is brought
back into the market pl ace.

If we don't preserve conpetition, then the
mar ket cost, the transaction costs will go back up,
and innovation will stop dead, and in an area of
i nnovation and rapid technol ogy change, that's
here, that becomes even nore inportant.

M5. VALENTINE: A conpetition enforcer
can't disagree with that. Maybe final coments,
and then we'll et people escape for |unch.

Pr of essor Wi nston?

MR, WHI NSTON:  Just sone final comments on

the structure of B2B. Again, | see markets as
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havi ng these econom es or network externalities so
that it's inportant if we have nmultiple markets
that there be open access. Either through
i ndi vi dual s who participate in the market or
t hrough people who do arbitrage for a |iving.

At the sane tinme, the B2B people are mainly
focused in ternms of whatever revenues they
generate, in this automation, which in ny view
could be bringing a custoner to this central place,
be it a market, auction, sone kind of referral
service. Ofering themvarious services, again,
sort of thinking of the E-trade versus the Schwab
or others.

So, you get various services as you are a
custoner of a certain conpany that takes you to
that | ocation. And naybe takes you to multiple
| ocations. But the market produces information or
knowl edge which in a collective sense should be
made avail able, that is individual trades maybe are
private, although in financial markets, all the
trades are |isted, you have a conposite tape, and
it's inmportant that people see what's going on in
the market, although they don't see individual
nanmes of traders.

So, information and disclosure is very
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inportant, and we raise the issue of privacy, and
that, of course, is a balance. There are a |ot of
financial traders who would | ove to have privacy in
what they do, and sone of them have gone to jai
because they tried to achieve privacy in a world
where the Securities Exchange felt these things
shoul d be made public.

So, | see a future where the B2Bs will do
aut omati on, where other conpanies, even let's say a
NASDAQ may deci de to open up a place that does this
central organization of information so that buyers
and sellers have useful information and can carry
out efficient trades or efficient negotiations, and
then we'll have to deal with these privacy
di scl osure issues, which I think are very critica
and very strong argunents on both parts -- both
points of view -- but they need to be resol ved
because otherwi se the systemw || break down.

We can't have a U. S. B2B environnment or
Eur opean B2B, because that's not the idea of the
Internet. W're really tal king about getting rid
of national boundaries, certainly froman econom cs
poi nt of view.

So, if we start limting these things, |I'm
not even clear howto do it froma technol ogy point
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of view But if we start limting these
envi ronnents because of differences in regul ations,
we run into probably an unproductive use of this
| nt ernet technol ogy.

M5. VALENTINE: Ckay, and |I'm give one
m nute to each of your colleagues. Wy don't we
start with Robert Parker and then Shyam and t hen
Meg.

MR. PARKER  Very quickly, we see -- we're
projecting about $3 trillion worth of transactions
travel ing through exchanges or marketpl aces by
2004. Sone very transformative effects. The
hi gh-tech electronics industry | eads the adoption
rate in ternms of noving information, it's been a
| arge part of our economc growmh, soit's very
inmportant. And | think the conpanies involved have
all the right intents, however there is the
potential, obviously, of abuse fromthat.

So, | would suggest that we need sone good
practices, sone guidelines, that both industry --
that industry can agree on, and preferably from
industry directly. And just to close, one other
not e about market pl aces, 13 percent of our GDP gets
consuned in regulatory conpliance. So, perhaps the
gover nnment shoul d have a narketplace for regulatory
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processing to help the economc gromh as well.

(Appl ause.)

MR. GLOVER  You woul d be pleased to know
that nunber is down to seven percent now.

MR PARKER Ch, is it? Okay.

M5. VALENTI NE: Professor Sunder?

MR. SUNDER: | think that the romantic idea
abroad, especially on the Internet, that free
market is |ike an uncanped neadow, where you j ust
|l eave it alone, it will be just fine. It wll be
like a manicured lawmm. Well, a nmeadow is not |ike
a manicured lawn. A manicured | awn takes a | ot of
effort.

| f we ask ourselves what's your best
exanple of a free market, many people cone up with
the notion of the stock market. But you | ook at
the rule book. The technicals of the rule book and
the regul atory nechanismthat it takes to keep that
mar ket reasonably free. Same thing is going to --
is true, what is true of financial markets is also
true of other markets.

And | hope FTC would not shy away fromits
[imted, but appropriate role in creating Internet
markets as a manicured | awn and not |leave it as a
wild nmeadow. | don't think that will be a
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desirable state of affairs.

MR, WROBLEWSKI:  Woul d you settle for an
Engl i sh garden?

(Laughter.)

M5. GUERI N-CALVERT: | would like to just
speak as an economst. One of the things that has
been wonderful listening to these proceedi ngs, and
| would like to conplenent the FTC staff
especially M chael and Debra, for having a range
for what | think is ultimately the ultimte B2B,
which is having a |lot of enpirical evidence and
i nformati on about what is actually going on in the
B2B mar ket pl ace, what are the sets of operations
that are out there, what is the stage that we're
at, and what are the issues that are being raised.

So, | think it has facilitated an
extraordi nary di scussion, but provided what seens
to me to be a very sound basis on which to eval uate
t he ki nds of questions that have been posed.

MS. VALENTI NE: Thanks. Catherine, did you
want one |ast m nute?

M5. MANN: | just wanted to add, build on
t he meadow anal ogy. As sonebody who lives in the
woods, | think that the -- there is a very rea
possibility that the econom c benefits of
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cross-border trade in global exchanges will be
underm ned by different governnents approaching the
| awn mai nt enance problemin different ways.

| think it's already happened, | think it's
going to get worse, based on ny experience with
wor ki ng with other governnent officials, and what
we ought to be focusing on, | think, is not the
regul atory aspect, but how to make the different
approaches that governnents take for their own
obj ectives to work together -- be interoperable.

M5. VALENTINE: | think I'm not agai nst
interoperability of standards or governnment, so
that sounds fine. | thank you all very, very nuch.
VWhat | think I would propose is I'mnot -- | don't
feel quite so sure about all this information as
Meg is that we're getting. | mean, | think we've
heard we are novi ng towards standardi zation, things
w Il never be standardized, we're going to shove
all the small firnms out, this is the great
opportunity for small firnms, we're going to add
val ue to networks, we're going to bundle things.
don't have a clue, so | would Iike to create a
future markets in which we all bet on where we're
going and you give us that information. Thank you
all very much.
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(Appl ause.)
MR, WROBLEWBKI: W start back again at
1: 45 for the | ast panel of the workshop.
(Wher eupon, at 12:30 p.m, a lunch recess

was taken.)

For The Record, Inc.
Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

482
AFTERNOON SESSI ON
(1:45 p.m)

M5. DeSANTI: We'll start our final session
today. | know this is July 4th weekend. W' ve been
trying to run a tight ship and run on tinme. W'l
try to get you out of here on tine as well.

We're very fortunate to have introducing
our final session this afternoon our own
Comm ssi oner, Thomas B. Leary, soneone with whom |
worked a long tinme ago at the law firm of Hogan &
Hartson in D.C

Tom pl ease cone up and share your thoughts
W th us.

COW SSI ONER LEARY: Whoa. You know, when
| was asked to talk at one of these workshops,
normal ly these are small, intimte gatherings with
a table of about 15 people and about 20 peopl e,
yeah, right. Anyway, here is this |arge group, and
it'"s really inpressive. I|I'msorry | couldn't have
j oi ned you yesterday, but | understand it went
very, very well yesterday.

It's a great privilege for me to have the
opportunity to kick off the final policy oriented
panel, and the title of this panel is Conpetition
Policy Inmplications for Electronic Mrketpl aces.
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| amparticularly happy to be here because
nost of these panelists are people that |I've known
for years, in sone cases a great many years. And
sonme of them | haven't seen in along tinme, so it's
a matter of personal privilege as well.

|"mhere to listen and learn, just |ike al
of you. And | don't have any ideas that are set in
concrete, but | do have sone going in assunptions
that 1| would like to share with you, recogni zing
that they are tentative

| believe we are in an age of revol ution,
but I don't think that revolutions are unique in
this century. | think we've seen many revol utions
of sweeping kind in the last 100 years. | don't
know whet her any of you have been wat chi ng that
wonder ful television programcalled The Victorian
House, and it's a story. |It's a docunentary about
a group of people in London who are living in a
house that was built around 1900 as people lived in
t he year 1900.

And you sit there, and you watch it, and it
is as alien as life on another planet. It's only
100 years ago, and | think as | watch it, and it
seens incredibly alien to ne. But ny parents grew
up in that era, and ny childhood is a lot closer to
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the year 1900 than it is to the year 2000, which
can only mean that there were i mense, dramatic
changes that occurred in the beginning of the 19th
Century as well as the end of the 19th Century.

You think about it: a hundred years ago
was pre radio, pre television, pre electronic
appl i ances, pre road transportation. Al of those
t hi ngs had dranmatic inpacts on our |ives, and yet
the antitrust laws survived. It's always an
i nteresting coincidence, the year 1900 is roughly
hal fway between the passage of the Sherman Act and
t he passage of the FTC Act and the C ayton Act --
and those statutes have survived.

Over the years they have conme to be
interpreted in a nore nuanced and sophi sticated
way. But those changes in interpretation, those
nuances | suggest to you, have not been driven by
t echnol ogi cal change so nmuch as by increasing
econom ¢ sophi stication, increasing appreciation of
the way the systemreally works. And to ne, that
is one of the nost dramatic changes that we've
seen, particularly over the course of the |ast,
say, 30 years.

That takes a little while to filter from
the academ ¢ community into the world of the | aw

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

485
journals, and the world of policy nmakers, and the
wor| d of judges, and the world of counselors. It
requi res sone translation to nmake these rather
arcane mathematically difficult econom c concepts
accessible to the people that have to apply them
As an exanple of that lag time, if you wll, I'm
t hi nki ng about Bob Borks's treatise on antitrust
| aw published in 1978, probably the nost
i nfluential book on antitrust ever published.

The ideas in that book were not brand new.
The ideas in that book had been kicking around in
the academ ¢ community for 10, 15 years, but it
wasn't until that book had been published that
t hose i deas becane accessible to the world that we
deal with -- the world of |awers, policy makers,
j udges, counsel ors and so on.

And it seens to ne that one of the
chal l enges that | see, perhaps a principal

chal l enge fromny point of view fromwhere | sit,

is that the economcs, if you will, of the new
technology -- if it's out there, if it's being
witten about -- is not yet being witten about in

a way that is accessible to people who sit in
positions |ike m ne.
VWhat are we going to do? Wat do we do
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right now? | think the issues in the B2B area are
t he sane kinds of issues that we've dealt with in
joint venture analysis for as long as |'ve been
practicing law. Just a few exanples, and this is
not exhaustive, include the issue of market power,
the size of the venture, and what the scope of the
venture is.

| f you've got a venture that arguably has
sonme mar ket power, that arguably may be a venture
that is alnost the status of a, quote, essential
facility. You' ve got these issues of access and of
due process before you kick sonmeone out. You've
got issues of ancillary restraints. These are
i ssues we've dealt wth all the tine.

There are issues of signaling, perhaps,
when you' ve got particularly real tine transaction
information. And there may be sone private signals
that go along with that real tinme information
You' ve got the issues of so-called spillover
effects. W used to call them contam nation
effects when | first started practicing | aw

To the extent your B2B venture is not just
|1 ke a stock exchange but actually involves sone
j oi nt purchasing, you may have sone nobnopsony
issues. | don't think we know enough about
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nmonopsony issues, but | think it's sonething that
may be increasingly inportant going down the road.

And finally, you have issues of | east
restrictive alternative. And | say finally because
in a structured Rule of Reason analysis, typically
that kind of thing cones at the very end. But as a
counsel or, | always thought it was nost useful to
address an issue like that at the very beginning --
to try to ask people, "What is it that you really
want to acconplish and what is the | east
restrictive way that you can do it?" \Wy?

Because if you're really trying to do
sonet hing new, there are going to be wi nners, and
there are going to be losers. And when there are
| osers in any kind of a new venture -- whatever it
may be, high tech, |low tech, doesn't matter -- when
there are losers out there, there is a potenti al
for litigation. GCkay?

So B2B counseling may not be all that hard,
if it suits your client's purposes to wal k far away
fromthe cliff edge. 1It's only when you get cl oser
and closer, and I'mnot saying -- there may be
perfectly valid and good busi ness reasons for it --
but it's only if you feel the need to get closer to
the cliff edge that you may have to have sone of
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this nore nuanced stuff that we may not really
under st and.

Finally, | guess maybe because |I have |ived
through a ot of prom sed changes, dramatic changes
inlife that didn't materialize, |I'm agnostic on
how dramatic any particular prom sed change is
goi ng to be.

You know, when | was a teenager during
Wrld War 11, we were going to have -- at the end
of the war, we were going to have a helicopter in
every garage. Did you know that? There were
pictures, articles. | nmean, there was going to be
no such thing as traffic congestion anynore because
there was this three dinensional air space, and
everybody would get into their little personal
helicopters, and off they would go to Wall Street
or wherever they were going to be. Well, that's
one of those things that just never cane about.

| could cite many nore. | won't bore you
with them but an awful |ot of things that people
think are going to turn the world upside down, it
turns out that they're going to not turn the world
upsi de down. And there are an awful |ot of things
t hat have turned the world upside down. And
nonet hel ess, our antitrust |aws and basi c nodes of
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anal ysi s have survived.

So | sit here, as | said, not skeptical but
agnostic. | don't know whet her technol ogy, quote,
unquote, is going to correct any conpetitive
abnormalities in the B2B world in a nuch shorter
time frane than we're used to. | don't know |
don't know. Pointing in the other direction, |
don't know about the so-called network effects
phenonena that everybody tal ks about. | don't know
whet her there's anything really new there either.
| " m agnostic about that too.

| need to learn nore about it. M sense is
that the really difficult issues going down the
road may not be in the B2B area but rather in the
busi ness to consuner area, which raises nyriad
i ssues. Sone of themare at the very interesting
intersection of conpetition |aw and consuner
protection | aw.

But having said that, |I don't want
everybody now to get up and | eave and say, "Wll,
nothing inportant is going to happen.” | don't
mean to say that. Al I'"'msaying to you is that it
may turn out to be that the world that we live in,
and the conpetitive inplications of it, are nore
famliar than they are strange.
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That's all | have to say. Thanks.

(Appl ause.)

M5. DeSANTI: Thank you, Tom Now, | want
to introduce this final panel. This is the neta
mar ket pl ace that they were tal ki ng about in panel
5.

W' ve asked a | ot of people here because
there are a | ot of valuable perspectives, but it
means that we're going to have to not give
everybody as nuch tine as we would in fact like to
do.

W are at the point now where we've laid
sonme of the factual foundation for asking sone of
t hese conpetition policy questions, and joining nme
i n asking questions at this panel wll be Bil
Cohen, ny deputy director in Policy Planning, and
al so Molly Boast, who is a senior deputy director
in the Bureau of Conpetition at the Federal Trade
Comm ssi on.

| want to enphasize that we're going to be
t hrowi ng out questions that occur to us as possible
antitrust questions in this area, but once again,
we are very much in a | earning phase, and these
guestions are asked in that spirit.

To answer these questions, tell us what we
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shoul d be thinking about, we have a variety of
peopl e, antitrust |awers, econom sts, who
specialize in antitrust and other aspects of the
econony, a representative from Consunmers Uni on
Nat i onal Association of Manufacturers. W are
honored to have all of these people join us for
t hi s di scussi on.

Rat her than go through and introduce
everybody at the beginning, | would sinply ask that
when you speak, please note your nanme and your
organi zati on and how you are involved in these
i ssues as a counselor or as soneone who has nore of
a policy or academ c perspective about them

We believe that this group can help us in
fram ng possibly practical solutions to addressing
sone of the questions that may arise, and al so
especially fromthe academ c and policy
perspective, focusing us on what are the inportant
conpetition policy questions to keep in m nd.

We're going to run this discussion as we've
run the other ones, which is we'll throw out sone
guestions. |If you have sone things you want to
say, turn your tent up, and we wll try to
recogni ze as nmany people as possible given that we
have a certain set of issues that we want to work
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t hr ough.

Once again, | just want to rem nd panelists
to please speak into the mke. W'IlIl all be nuch
better off because then everybody can really hear
you.

Wth that, let ne introduce the first set
of questions that we're going to be addressing, and
| think what we wll start -- in terns of starting
t he discussion, we would like to just keep the
questions at the |evel of one individual B2B
mar ket pl ace.

There has been a | ot of discussion during
the course of the day and a half that precedes us,
conpetition anong marketpl aces and the B2B nar ket
for markets in sone sense. W're going to start
out with asking questions about how things may work
froma conpetition perspective within one B2B
mar ket pl ace, and after we've gone through sonme of
t hose questions, then we'll nove to the conpetition
bet ween and anong nar ket pl ace questi ons.

So in the context of conpetition wthin one
B2B marketpl ace, let's start out with the issue of
col l usi on, nore innocuously described as
i nformati on sharing, what nethods or particul ar
types of information m ght be shared in a B2B
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mar ket pl ace that m ght facilitate collusion, price
signaling, price coordination? Wat are the
situations that m ght raise conpetitive concern
and inportantly, how m ght those conpetitive
concerns be reduced? Are there nechanisns that
m ght be used to protect against that, and al so,
are any of those nechani sns inpractical or
undesi rabl e from a busi ness perspective?

| just want to put out on the table that
particularly fromthose of you who have been
counseling in this area, it would be very useful to
know what you found actually works from a busi ness
perspective, and what, although it m ght seem
desirable froman antitrust perspective, actually
turns out to be inpractical, unworkable froma
busi ness point of view

To tee up sonme of the questions in this
area, Jonathan Baker, | would like to ask you to
start. You were at the Departnent of Justice when
t hey worked on a case that involved price signaling
that m ght have rel evance in the B2B context, and
maybe you can help us frane sone of the issues for
di scussi on.

MR. BAKER: Thank you, Susan. To follow
instructions first, | ought to say that I'm Jon
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Baker, and I'"'mat the -- | teach antitrust at the
Washi ngton Col | ege of Law at Anerican University,
and I'mdelighted to be back again at the FTC or
guess this is the virtual FTC

And | suppose given your introduction,
ought to disclaimhaving anything to do with the
Departnent of -- mnmy views are not necessarily those
of the Departnment of Justice or the Federal Trade
Comm ssion or the American University or those of
m wfe.

Let nme say sonet hing about information
exchange which is the point of the question. B2B
exchanges seemto ne to be about information
exchange. That's the source of the transaction
cost savings that |I'msure you' ve heard about in
the last day and a half. You don't have to nmake
phone calls. It's all on the screen in front of
you, but of course information exchange can be the
source of conpetitive problens as well.

It could be a way of negotiating
agreenents, for exanple, anong sellers to raise
price. It could also be a way of facilitating
hi gher prices w thout negotiating agreenents,

W thout creating a Section 1 violation. For
exanpl e, information exchange m ght be a way of
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solving the problens that cartels face of reaching
a consensus on how to raise price and reduce out put
or detecting and puni shing devi ation.

One way to try and distinguish between the
good information exchanges and the bad is to | ook
where the information is going, and that was the
problemin the ATP case that Susan was referring
to. It was a case brought by the Justice
Department involving the major airlines that was
settled by consent about a decade ago.

The sellers there, the airlines, had a way
of sharing information that was |argely unavail abl e
to the buyers, the travel agents and the consum ng
-- and the traveling public, and according to
Justice, they used that information exchange to
negoti at e agreenents anong them agreenents on
price.

An exchange of information anong sellers
isn't necessarily all bad. It could be helpful to
speed an adjustnent to cost of demand shocks, but |
think the experience in the ATP |itigation suggests
that if it's mainly about information sharing anong
rivals or nore rapid informati on exchange anong
rivals than even between sellers and buyers, that
should be a red flag that ought to suggest taking a
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harder | ook at what's going on.

MS. DeSANTI: Roxann?

M5. HENRY: Roxann Henry with How ey,
Sinmon, Arnold & Wiite. It's a private lawfirm so
| fall into the counseling side, but actually the
guestion | wanted to raise was really nuch nore of
a broad policy question, and it strikes ne that
it's not clear that when we're tal king about
conpetition, that we actually do have a conplete
consensus of what we nean when we say conpetition
And | think your question put that very quickly to
t he poi nt when you tal ked about collusion, and then
you i medi ately sort of said a nicer way of talking
about it is coordinated effects.

But there really is a very fundanenta
di fference there between collusion and sinply
coordinated effects. One is taking everything that
you have in front of you, whatever information
there is, and making an economcally rational
deci sion based on the availability of information.
The other is | think pretty clearly
anti-conpetitive. [It's per se anti-conpetitive.
There's a full agreenent that it's
anti-conpetitive.

But when we're | ooking at coordi nated

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

497
effects, the fact of the matter is it's a very gray
itemof what is conpetition, and what is good
econom ¢ behavior that in fact is the essence of
conpetition. |If you go back even to the early 20s
case |l aw and you can see there's this fundanenta
issue, and it's one that has plagued antitrust for
a long time where you have one side saying, Wll,
the inevitable result of this transparency and this
information is sinply going to be that prices are
going to stabilize, and the other people saying,
Vll, that may be the inevitable effect, but is it
wr ong?

M5. BOAST: Does your analysis change if
you change the nodel of the B2B, if it's an
exchange as opposed to an auction kind of nodel.

M5. HENRY: | think you're really | ooking
nore at the transparency issue, how much
information is flowwng? Is it really facilitating,
and obviously in the case that Jonathan was tal ki ng
about, there was sone inference that it was not
sinply facilitating an agreenent, that it was part
of an agreenent on prices as opposed to sinply
facilitating econom c behavior that may lead to
nmore stabilized prices.

M5. DeSANTI: Tom Krattenmaker ?
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MR. KRATTENMAKER  Thanks, Susan. My
experience in this area have been with counseling
exchanges, counsel to four of them so | don't have
any particul ar academ c insight or credential to
offer on these, but | thought, if I mght go back
to Susan's questions, then | m ght say sonething
about what Roxann said, just two observations.

One is that on the question of information
exchange and the effects of it, it may depend on
what ki nd of an exchange you're tal king about and
what ki nd of goods you're talking. For a sinple
exanple, if you' re tal king about an exchange that's
owned by buyers and what they are doing is
pur chasi ng what the business people call indirect
goods, they're buying fluorescent |ight bul bs for
their retail stores, it's alittle hard to inagine
sone of the scenarios that Jon tal ked about turning
out to be the -- that is, that there's sone kind of
exerci se of nonopsony power because they observed
the price at which a few of them are buying
fl uorescent |ightbul bs.

So | think when we think about these issues
soneti mes you have to be careful what particul ar
ownership structure you have in mnd and what kind
of goods you have in m nd.
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| think nmaybe Jon's exanples may fit
better, and this is not to condemm them but just to
dress themup a little bit better. If it's a
sel l er owned exchange and if you're tal king about
goods that are being sold by the sellers or perhaps
if it's a buyers purchasing for resale.

The second thing that |'ve observed from
being involved with these firns is, if I mght play
of f what Conm ssioner Leary said, you can avoid a
ot of this by focusing on the less restrictive
alternative issue. |If you just ask them Wy do
you want to do this, it's often tinmes the case
they' Il say they don't need to exchange the
i nformation.

And | know one of the things that | had
| earned before that | noticed was stated by a
nunber of the suppliers at the panel yesterday is
that they don't care to give each other their
secrets with respect to procurenent.

So there is -- there's an incentive here
that I don't know that | was fully aware of until
actually started working on these not to disclose
i nformati on, because at least in certain segnents
of the Anerican econony, purchasers think that the
way they conpete is through better procurenent
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syst ens.

And then if | maght, | may have
m sunder st ood what Roxann was sayi ng, but | hope |
didn"t, | think that again you're quite right that
the idea that sonmething m ght be condemmed under
the antitrust |aw because it's a facilitating
practice that mght |ead to coordinated effects
doesn't have an awful | ot of case |aw out there to
support it, and | think that's -- that m ght be an
academ ¢ way of saying what you were sayi ng.

And | think it would be fair to say that
there may be an assunption in sone of the questions
we were given that the | aw does | ead that way, and
again if I -- 1 don't want to make Comm ssi oner
Leary the hero of this entire panel, but once again
| ess restrictive alternative will usually get you
there because if the FTC says, Wiy did you have to
do that, if you ask a client, Do you need to do
that for the legitimte purposes, it usually turns
out that they don't need to di scl ose any
information to each other that could be dangerous
froma conpetition standpoint even fromthe sort of
far-out, fancy theories about facilitating
coordi nated effects.

M5. DeSANTI: Yeah. | think that | would
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like to junp in here to just clarify the kinds of
i ssues that seemto be on the table with not that
many peopl e who have spoken so far. W have issues
about, Well, is there any agreenment? Usually
there's sone kind of agreenent absent a nonopoly
that will trigger antitrust questions, and is there
any role in this context outside that actual
context of Section 1 which requires certain
evi dence to show that there's actually an
agr eenent ?

And another issue is, Well, if there's an
agreenent, it's an agreenent to do what, share what
ki nds of information, for what purposes? And
finally the issue that the information sharing
itself may be quite legitimate, and there may be a
|l ess restrictive alternative that gets you where
you need to be.

Wth that, | would like to get sone nore
observations fromantitrust counselors, and then
we'll go to M. Jasinowski for a broader
perspective on this.

Eddi e, you've had your sign up for awhile.

MR. CORREIA: A couple of points. On an
actual price signaling case, and here | agree with
Tom there hasn't been many of those and they

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

502
haven't fared too well in the Courts, but in the
FTC s Ethyl case and in the Justice Departnent's
ATP case, both of them had the characteristic that
conpani es were putting a contingent price out to be
viewed by their rivals, and they had the
opportunity to pull those prices back if their
rivals didn't act in a certain way.

Now, that clearly led to strategic
behavi or. Wen you say that pattern, that's a red
flag for enforcers and sonething to be avoi ded.

When rivals are putting prices out for
basically instantaneous transactions, | think it
m ght be very hard to imagine a very effective way
to collude, so | don't think that's nearly as
suspicious a situation for the antitrust agencies.

In practice, | think exchanges are going to
be wanting to put their exchange together in a way
that doesn't even raise that concern, so that if
the primary value of the information flowis from
not anong buyers, but from buyers to sellers, a |ot
of exchanges wll say, W wll shield the
information flow to our rivals, and then the
antitrust agencies are going to be confronted with
the situation, Do you trust a firewall.

And we have a lot of -- that's really not
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unique to the Internet situation, and we have a | ot
of experience with firewalls, and they seemto work
pretty well. So | guess in this area that | would
suggest the agencies ought to be cautious about
assum ng col lusion is workable, nunber 1, and al so
ought to be -- ought to presune that a fire wall or
sonme equi val ent nmechanismis going to work to
prevent coll usion.

M5. DeSANTI: | would |like to add on to
this discussion a policy perspective. Jerry
Jasi nowski ?

MR. JASI NONSKI :  Thank you, Susan. | don't
know if it's a policy perspective since I'mnot the
antitrust expert nost of the people on this panel
are, and ny perspective cones as an owner Since we
oper ate exchanges at the National Association of
Manuf acturers, and our interest is in running it
and its econom c inpact on the econony.

The point | would make and what |' m | ooki ng
for is, Wiere are the areas where we're really
going to find problens? M point is that this is
not likely to be an area where we're going to find
probl ens, that the information area in fact
principally works in the opposite direction. The
information is shared in order to reduce
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transactions costs, inprove productivity.

And | think following up wth what was | ust
said, this is an area where | think it's very
difficult given the transparency to assune that
collusion is very workable, so overall the
information sharing is a very unlikely area for
antitrust violations, and one which in addition to
the other points | nmade basically goes back to Adam
Smth and the whole drive to increase conpetition
and all of this is going to be increasing
conpetition.

So I"'monly trying to put in proportion ny
view that |1'm skeptical that the information
sharing area is one where you're going to have big
exanpl es of antitrust behavior.

M5. DeSANTI: Okay. Mark Cooper from
Consuners Union? Wat is your perspective.

MR COOPER: Consuner Federation of

Aneri ca.

M5. DeSANTI: Consumer Federation, excuse
ne.

MR. COOPER |I'mneither a |lawer, neither
counsel nor a policy person. | like to call nyself
a conbatant, and as a consuner advocate, | actually

take a broad view and have a different set of
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skepticisms. |'mnore skeptical that they won't
col | ude.

And com ng today, | thought |I would bring a
hypot heti cal exanple, which is a case that m ght
sound fam liar and suggest how this information and
collusion is real easy, and it has to do with a
hypot hetical firmthat offers airline tickets at
name your own price.

And over the | ast year or so, it's turned
out that acting independently, airlines have a | ot
of difficulty resisting tendering to that entity
| ow val ue, high margin tickets. Now, how can a
ticket be | ow value and high margin? Well, it's
| ow val ue because it's unsold close to the tine
that the plane | eaves, and once it |eaves it has
zero value, and it's high margi n because the
incremental cost of filling that seat is zero so
any dollars you get for it are all profit.

So i ndependently they keep throw ng those
tickets in there. But what happens is that while
for each independent actor it's rational, as a
collectivity it has this nasty side effect,
twofold: One, WIIiam Shat ner has convi nced peopl e
they can nanme their own price, and so there's sone
price resistance on the demand side because these
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silly people think they can actually nanme a | ower
price than they see in the newspapers, and second
of all, it creates a great deal of uncertainty
about how many seats are being filled at what
prices.

They | ove to know how many seats are
filled, and this stuff keeps popping up at the | ast
moment in the chaotic cyberspace auction. Well,
collectively what is their response? They have to
try and cal mdown this unruly business, so what
they do is they say, Let's do our own site, and
once you control our own site, you have a variety
of potential effects.

First of all, you dimnish the supply to
Bill so he can't nmake as many pronm ses about nane
your own price, and of course, when you di m nish
hi s supply, you degrade his capacity to decrease
price. That's a concern.

That's not information so nmuch, but of
course when you own your own site, depending on how
you wite the rules, one, you can force seats
there. You don't get to participate unless you put
sone seats in. That would be an interesting rule.
Two, you can share the information so you better
know how many seats, and of course it's in a

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

507
di fferent place that you can control, and three, of
course, the big problemis that you formally or
informally have sone rul es about what you do with
seats you want to put on other sites.

So information at the core but control of
that flowis a serious concern, and it seens to ne
t hat whenever firns are confronted with the chaos
of the cyber auctions, they have a desire to calm
it down, to

make it nore ruly, and that can have cl assic
anti-conpetitive effects.

MS. DeSANTI: Well, you've added a nunber
of issues, including the issue of ownership and
control that we're going to get to in a few
m nut es.

Let me go back to the antitrust counsel ors.
Phil Proger, you' ve had your tent up for awhile.

MR. PROGER  Phil Proger, Jones Day,

Washi ngton. | was going to pass on this until
Eddi e's coment about the Ethyl case, and Steve
Salop and | were on opposite ends of that case, but
| think it illustrates a pretty fundanental point
which is the advance notification in that case was
a hotly debated factual issue because what the
parties clainmed is actually it was a practice that
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resulted in a great anmount of conpetition because
it was during those advance notifications in this
very oligopolistic industry, there were only three
maj or players and a fourth fringe player, that nost
of the conpetition took place as people negotiated
agai nst the |l arge powerful purchasers of petrol eum
conpani es in these deals.

So | think it gets back to where
Commi ssioner Leary started and where Roxann went,
and | think we have to be very careful here. One
is I"msort of skeptical that there is anything
hi ghly unusual about B2Bs, and by the way, there
are a lot of different B2Bs, so you're talking
about a lot of different things, but generally I
think I'm skeptical that | think they're inherently
problematic. | don't think they are.

As a matter of fact, |I think to sonme extent
that they reduce distribution costs and let smaller
pl ayers into the market very quickly. They may be
very, very pro conpetitive, but in the end we're
going to have to do traditional antitrust analysis,
and | think the joint venture analysis and the
Col | aboration Cuidelines are appropriate in this
f ramewor k.

And just to add to what Susan said, | think
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therefore you have to know what the agreenent is,
and you have to know what structure -- unless it's
per se. You shouldn't leave that out. Unless it's
per se, you're going to have to know the structure
of the market, and you're going to have to know who
the parties are and what was the purpose and
effect, and that is not unusual for antitrust
| awyers, antitrust econom sts and academ cs.

That's what we do every day, and frankly
that's what the business world does every day.

They may use different words. They may have
different intuition, but this has been our system
as long as any of us have been alive, and nost
peopl e have an intuitive nature about it.

So just to conclude, if you' ve got an
agreenent to publish your future pricing, all of us
recogni ze that that's going to raise an issue, and
it'"s going to raise an issue no matter what the
structure of the market is, but other agreenments on
what type of information you share and how you go
there are going to depend on what the B2B i s, what
the agreenment is, and what is the effect in the
mar ket pl ace, and we know how to do that | think

MS. DeSANTI: Okay. Let's take the people
who have their tents up now and concl ude on that
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i ssue, and once we're done with that round, then
we'll nove on to the next. Rick Rule?

MR. RULE: Thank you. I'mR ck Rule from
Covington & Burling. W counsel a nunber of B2Bs
and people who are in B2Bs. | also happen to be
one of the counsel who was on the other side of the
ATP Co. case, and | do think that is instructive
for people putting B2Bs together.

Let me jut nmake a couple of points, largely
echoi ng what Phil said and what Conm ssioner Leary
said. First, and | think it's always inportant for
us antitrust lawers to rem nd ourselves, we're
support. It's the business people who actually
cone up with the nodels.

In many cases at the formation stage, as
| ong as the business people who are putting the
exchange together are sort of told what they can do
and what they can't do, | think a |lot of things
sort thenselves out. | nean, there are sone people
out there who are touting exchanges as ways for
people in an industry to get together, to band
toget her and essentially to knock down the price of
inportant inputs in their business.

That's obviously going to be a probl em when
you start out wth that sort of objective, but |
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think if people focus on those pro conpetitive
obj ectives, in many ways a |l ot of the problens
resol ve thensel ves.

Second, | think what both Phil and Tom said
and others is absolutely right. | nmean, this is
not rocket science fromthe standpoint of
antitrust. \Wen you think about B2B exchanges, one
thing that at |east conmes to ny mind is the Chicago
Board of Trade, and of course the Chicago Board of
Trade case is the classic sort of initial
articulation of the Rule of Reason in antitrust
Section 1 cases.

And again, these are classic sort of Rule
of Reason analyses with a lot of the factors that
we've seen in other contexts. |It's just that it's
a new technol ogy being applied. You have to, to
sone extent, affect the analysis or have the
anal ysis reflect that technol ogy, but generally
it's the standard rules, and it's a Rule of Reason.

Finally, with respect to ATP Co. | think
that case is interesting. |In part ATPis really
nore |i ke a B2C than a B2B because there the
airlines were exchanging information or putting
information on fare changes to a central |ocation
so they could then be dissemnated to travel agents
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and to the public.

The problemthere was the governnent felt
that the rules by which that information got
submtted facilitated agreenents anong conpetitors,
anong the airlines, facilitated the ability to
si gnal di spl easure when sonebody was di scounti ng,
and al so the governnent challenged it as an express
agr eenent .

| think there were two elenents in that
case that the consent decree was focused on and
that really created the problemfor the airlines.
One, a lot of the information that was exchanged
that troubl ed the government had to do with future
prices, with what airlines were going to do with
fares in the future and indicating howlong it
woul d be before that future arrived.

And so the point that Eddi e nade about
current transactions prices, frankly there is stil
an ATP Co., and that's what it does. It indicates
what current existing fares are, what is avail able
out there in the market, and that helped a lot in
terms of getting the Departnment of Justice over the
hunp.

The other issue that was very troubling to
t he Departnent of Justice and was changed was t hat
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certain of the information and the standards for
sharing the information involved certain what |']I
call arbitrary fields, fields that didn't have or
information that didn't have nmuch neaning to the
custoner out there, that really wasn't information
demanded by the custoner, but that created an
opportunity according to the governnent for
conpani es to signal one another by using that
arbitrary information to say, Look, | know you're
di scounting over here, if you don't raise those
fares over in this city or this city pair, I'm
going to lower ny prices in a market that's very
i nportant to you.

And so it was that sort of otherw se
arbitrary information that the governnent coul d
only understand as being signals between
conpetitors that created a | ot of the problens.

Once you got that sort of what I'Il cal
arbitrary information out of the way, the
government has been happy with ATP Co., that those
consent decrees have been in existence for sone
period of tinme, and those precursors to B2B
exchanges have been operating pretty snoothly for
the | ast seven -- | guess five years now.

M5. DeSANTI: Let nme add one issue to the
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m X because we're trying to drill down a little bit
as the busi ness people have been telling us for the
| ast day and a half. If when you're responding,
you' re a counsel or and you've actually figured out
t hi ngs about how to set up firewalls that really
work, it would be helpful if we could know
sonet hi ng about what are those processes and what
are the practical solutions if you see any
pr obl ens.

Scott Perl man?

MR. PERLMAN:.  Well, a couple of things.
First, to touch on sonething that Ri ck nentioned, |
think it's inportant to recognize that the issue of
i nformati on exchange is really there right off the
bat | ong before the exchange is actually up and
running. It's an issue fromthe first day that the
parties are getting together and trying to figure
out what they want to do and therefore what
information, it's appropriate for themto exchange.

And therefore one of the first things that
we've tried to do in counseling parties to
exchanges is to help themdefine that, and as Rick
was saying, that really helps to clarify the scope
of what is and isn't appropriate to do.

I f you're tal king about generating
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efficiencies by increasing communi cation and
i nformati on exchanges up and down a particul ar
supply chain, that obviously inplicates one sort of
i nformati on exchange, and therefore parties then
are tal king about exchanging information, for
i nstance between suppliers or buyers, you know, you
recognize it doesn't seemto fit in with their
obj ecti ves.

| guess a second thing is there's been a
nunmber of discussions over the | ast couple of days
wWth respect to ownership, and | don't want to get
into the details about that now because we'll talk
about it later, but just in our experience, what
we've seen is, including with supply controll ed
exchanges, the parties are very aware of antitrust
i ssues. They're getting antitrust counsel in at
t he very begi nni ng.

When they bring in consultants, they're
having the | awers neet with the consultants very
early on to tal k about what should and shoul dn't be
exchanged. Many of these conpani es have had
vari ous encounters with the antitrust agencies over
the years so that they know that what they're doing
may very well end up being the subject of an
i nvesti gati on.
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And | think they're also very concerned
about projecting credibility in the marketpl ace
because if they don't have that, they're not going
to be able to attract the traffic that's going to
be necessary to generate efficiencies.

M5. DeSANTI: Joel M tnick

MR MTNICK: M nane is Joel Mtnick from
Brown & Wod in New York. M/ practice with respect
to B2Bs has been kind of specific because |'ve
represented a nunber of them They've tended to be
i n businesses with many buyers, about 10 to 15
sellers, 3 to 5 of which control a |large share of
the industry, and not surprising they' re the ones
that want to formthe B2B.

As Scott said, they tend to be fairly
sophi sticated and recogni ze on day one they need to
address antitrust B2B issues.

The ol dest one of these that |'ve been
dealing wth started in 1996, the counseling did,
and they've been up and running since '98, so a |ot
of different issues have cone up

Just sone illustrations, and |I think this
gets to sone of the points that have been raised
today. Wen you're dealing with very | arge
conpani es that are going into B2Bs, the people from

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

517
the | arge conpani es who get assigned to this new
co., this new B2B, tend frequently to be an
e-comer ce executive fromthe conpany, maybe even
the chief e-commerce officer. That person al so
tends generally to be very antitrust sophisticated.

VWhat they tend not to be sonetines is they
tend not to have grown up in the operations or nore
particularly the sales of the business that they're
in, that they're form ng the B2B about.

What that neans is that when you get down
into the nitty-gritty of designing the actual
wor ki ng of the B2B, and we've seen sone sites
flashing up on the wall in the |last couple days,
nmost particularly | guess yesterday, when you start
desi gning the pages where if it's an auction site,
as |'"'mused to, you have to figure out what the
rules are going to be for how the auction is going
to work, what pricing information is going to be
put up there, information about who the
participants are.

These are the things that the e-commerce
people tend not to be well equipped for, so they
tend to rely on, sonetinmes even from protoco
commttees of, sal espeople.

When you get a bunch of conpetitive,
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conpeting rather, salespeople in a roomto design a
system about which price is going to hinge, as you
m ght i magi ne, sal espeople say the darndest things,
so this is an area where the antitrust |awer needs
toreally drill down into the nitty-gritty of how
this is going to be put together.

And the e-commerce conpany, all the
different joint venture partners, really need to
make information available to the | awer so that
the | awyer understands the business well enough
that he's not mssing a |l ot of nuance at these
nmeetings with sal espeopl e.

But | can tell you that when you drill down
to that |evel of the sal espeople, collusion is
certainly possible, and collusion is certainly
likely. It does not reflect I think what the
policy is at the senior level of the joint venture
partners.

But if the conpany isn't attuned to this or
if the lawer isn't attuned to this, there really
is the opportunity for sone m schief.

Just a couple of other quick exanples.
We've talked a lot in the last two days about
i ndustries where there are B2Bs that are
buyer - owned B2Bs and B2Bs that are seller-owned
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B2Bs. There was sone references this norning,
Bill, I think you actually brought it up, about
what happens in industries that are perhaps
vertical, and that cones up a |ot.

In the B2Bs that |'ve been dealing wth,
they are seller owned, but each of the sellers have
sonebody in there who's a buyer as well because
they're vertically integrated, and the question
cones up, if you're in an electronic systemin rea
time bidding, sending information to a conpetitor
wearing their custonmer hat, but they're also a
seller on the system-- sorry, yeah, they're doing
it as their custonmer hat, but they're also a seller
on the system is there an opportunity for having
or at least theorizing that that information in
real time through sophisticated conputer systens
can get routed around in a way that can signa
prices, stabilize prices, get into a cartel?

Well, this gets into an area where because
the rules of the road | think are not well set,
conpanies, if they're getting sophisticated | think
antitrust counseling and they have a conservative
bent are | eaning over backwards to draft either
firewalls, or in situations where firewalls aren't
wor kabl e, and | can't go into specifics but ['ve
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had situations where we've concluded firewalls just
weren't workable, we've had to exclude fromthe
system our nenbers, the owners' nenbers fromtheir
capacity as being buyers on the system which works
in the anomal ous result that these owners are
di sadvant aged as buyers vis-a-vis other buyers who,
unfettered, can participate on the system

And | think that in certain of these
situations there really isn't an antitrust problem
but | can certainly cone up with an antitrust
scenario that |I know sonebody in the governnent
can come up with, so because of that, having been
t here --

M5. BOAST: Thank you for that credit.

MR. M TN CK: Because of that we have a
situation where people self-censor thenselves, and
the B2B may actually not be fully actualizing the
efficiencies that it otherw se coul d.

One last quick exanple that illustrates
this sanme point, in the ones that |I'mrepresenting,
price transparency by far is the driver here. |It's
what's drawn the custoner to the system [It's an
aucti on nodel .

The nanes of the bidders in real tine are
not shown so that you don't see exactly who the
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different sellers are. There are five sellers at
any one tine, and the buyer -- the buyer doesn't
actually get to know who those sellers are. It's a
bl i nd aucti on.

The custoners are the ones who actually
want to see the nanmes of the sellers on the system
and we, on the selling side, have been resisting
that for fear that listing all the sellers' nanes
in areal tinme auction could be viewed as a
si gnal i ng devi ce.

I nterestingly enough fromthe custoner's
perspective, they feel that when you have a few
sellers, the sellers would actually rather in the
anonynous system not necessarily bid the absol ute
| owest price on a specific bid, but rather they
woul d prefer to hold back figuring that they're
going to win on enough of the bids, and by hol di ng
back and if they believe in gane theory that the
other sellers may do |ikew se, then you may
actually have a slightly higher net price than if
you di scl ose the nanes, and the custoners coul d
beat up on the different sellers.

But again, because there's a theoretical
concern that this could be m sconstrued as a
signaling device, there is a self censorship, and
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at least fromthe custoner's perspective in two
di fferent exchanges that I'mfamliar with, that's
|l eaving a lot of efficiency on the table.
MS. DeSANTI: Thank you. W're going to
finish up with first Steve Sal op froman econom c
perspective, and Harry First, another antitrust

enforcer on the panel.

St eve?
MR, SALOP: Well, | wanted to take the
pl edge as well. | think B2B exchanges are

i nherently pro conpetitive. They're a great

i nnovation, but at the sanme tinme, that doesn't nean
that they can't be used in a way to exercise market
power .

And | think the proper roll of the
antitrust authority should be to try to separate
the sheep fromthe goats, try to help the B2B
structure thensel ves either through Joel's self
censorship or through signaling business in sone
other way that they should try to maintain the | ow
prices, the |low costs w thout exercising market
power .

| think they're particularly worrisonme when
the B2B is set up by a group of conpetitors, and
Adam Smth had sonething to say about that as well
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if you recall, that you have to be very carefu
when conpetitors get together

| want to make two points about that. One
is that it's quite clear that the rules can affect
t he degree of conpetition, and Mark Cooper gave one
exanple of that which actually is a long history in
econom cs, it goes back to, if you'll excuse the
expression, Mark, the Coase conjecture. Ronald
Coase had the Price.Comin mnd in one of his
sem nal papers, and it's true that if you restrict
the type of bids that sellers can nake, that you
can end up with higher prices.

In that respect, the results that you get
by restructuring the rules can be very counter-
intuitive, and | think that's going to nmake it a
chal | enge for people who are counseling B2Bs and
al so a challenge for the FTC in evaluating them

So, for exanple, again to go back to the
Et hyl case, in the Ethyl case there were, you'l
recall, nost favored nation provisions, buyer
protection provisions that were instituted by the
sellers, but econom c anal ysis showed that npst
favored nation provisions, rather than protecting
buyers, actually raised the price to buyers.

And that can be true with auction rules as
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well. There's a huge literature in auction theory
at this point, and that auction theory shows that
by changing the rules of the auction under certain
ci rcunst ances, you could end up with prices that
are either higher or |ower on average, and the B2Bs
could set thenselves up to try to exploit that.

The other point I want to nake is that,
anot her the counterintuitive result, once we expand
beyond i nformati on exchanges, spillovers, into what
Roxann cal | ed coordi nated effects anal ysis, you can
al so get very counterintuitive results.

In particular, higher input costs paid by
buyers can, under sone circunstances, facilitate
price increases that actually benefit the buyers,
and that point is in the FTC s joint venture
guidelines, and it's also in the econom cs
l[iterature

Basically the idea is that if by raising
your own input cost, you raise your costs by |ess
than you rai se your conpetitor's costs or if you
can at the sane tine that you raise your cost
create barriers to entry to other people com ng in,
then in fact the buyers can benefit from paying
nore rather than |ess.

Again, this is an old point, that with
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hi gher cost you soften conpetition, and it's been
alleged that this is why -- exactly what the
aut onobil e industry was doing in the 50s by paying
hi gh uni on wages that also raised barriers to
entry, what the railroads did and to sone extent
what the airlines did during the regul ated years.

So | think it's inportant in analyzing
t hese B2Bs that we go beyond spillover effects in
to an anal ysis of coordinated conpetitive effects
with respect to the rules governing price setting
in the venture.

M5. DeSANTI: Thank you. Harry, we would
like to hear fromyou, and then we wll take our
one mnute videotape break. Harry?

MR. FI RST: My nanme is Harry First. |I'm
head of the antitrust bureau in the New York State
Attorney Ceneral's office, and | was really
begi nning to enjoy the discussion, particularly as
Joel was explaining all the problens he's had in
counseling his clients, and it rem nded ne that as
we poke bel ow these sort of grand issues, which are
i nportant, of econom c theory, we encounter the
usual thing that antitrust encounters, which is
that these issues are very situation-specific.

And we will encounter here in a new
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technol ogi cal form opportunities to collude |ike
we' ve encountered before, and one of the probl ens
of an enforcenent official is to find out exactly
what all of you are in fact counseling your
clients, so | love to hear these things on these
panel s.

| think this is made even harder because --
and it goes back to how | think Susan originally
framed the question on collusion, Is it collusion
or is it information sharing, | think you said.

And as we all know, information has its anmbiguities
and can be proconpetitive or anticonpetitive
depending a lot on the situation in which it is
exchanged.

The Internet is an extrenely, and the web,
an extrenely efficient nmechani smfor exchange of
information. | think that's the point that's cone
out froma |lot of the speakers, and that's only
going to exacerbate the difficulties of identifying
when it's collusive and perhaps give new
opportunities as the airlines had, thanks to the
technol ogy of the conputer and databases, new
opportunities for exchanging information in an
anticonpetitive way.

Finally, the question of whether we have an
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agreenent. O course as we're | ooking at these
sites being put together initially, you do have the
joint action of the firnms putting it together, so
froma doctrinal point of view, |'mnot sure we're
going to have that much of a probl em necessarily.
We may have sort of a problemof inferring what
they're up to.

| think this goes to Toms remark. |f you
can do sonmething less restrictive, then you get a
better idea that they're not up to anticonpetitive
things but are up to sonething that may be
proconpetitive. But on the other hand if you find
conpetitors show up at Yankee Stadi um and happen to
sit next to each other, you mght not infer too
much, but when they build Yankee Stadi um and they
buil d the skybox and they only allow three of them
init, at that point as an enforcer you tend to
beconme a little nore concerned about what's going
on.

M5. DeSANTI: Thank you, Harry. Now we'l]l
take the one-m nute videotape while they change the
vi deotape. Then we'll start again.

(A brief recess was taken.)

MS. DeSANTI: Pl ease take your seats. For
t hose of you who are standing in the back, there
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are seats available towards the front if you want
to nove up

MR. COHEN: COkay. We're going to shift to
another topic and talk for just a few mnutes, talk
briefly about the issue of nonopsony. And just
about a nonth ago we had anot her public gathering
on an unrel ated i ssue where nonopsony cane up, and
the person sitting at the end of the table at the
far right here, Rick Warren-Boulton, offered a very
i nteresting observation. He cautioned us at that
-- in that forum-- to be very careful not to
confuse nonopsony w th buyi ng power.

And | think | would like to open the
di scussion with Rick. Could you el aborate on that
and how you see that applying in this context?

MR, WARREN- BOULTON: |'m Ri ck
Warren-Boulton. I'mwith MCRA which is an
econom cs consulting agency, and therefore ny role
here is as a sinple seeker of the truth.

| think that the concern with buyer
control |l ed B2B seens to be that in searching for
| ower prices, people aren't sonetines certain
whet her that's a good thing or a bad thing. To the
extent it's greater bargaining power, it's
essentially a good thing, but the concern here is
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t hat perhaps these | ower price reflect nonopsony
power and that's a bad thing, and so the question
i's, How do we distinguish between the two?

Bot h nonopsony and better bargaining, if
you like, or better procurenent result in | ower
average prices, but there the simlarity really
ends. To an econom st, of course, the big
difference is the way a nonopsoni st reduces the
prices he pays is by buying | ess because he drives
the prices down by restricting his purchases, and
you have the opposite effect if you have a better
procurenent or a better bargaining.

What you do is you buy nore because you get
a lower price, so that one of the first obvious
di fferences between nonopsony and better bargai ni ng
is with nonopsony output goes down, and prices to
consuners go up, and with better bargaining prices
go down, output goes up, and prices to consuners go
down.

There are several other effects though or
differences | think which really allow you to
di agnose, and maybe can then be used to deci de what
kind of rules you want. One of the nobst obvious is
if it's a nmonopsony, then the individual nenbers
have an incentive to cheat, to buy on the outside,
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to increase their purchases.

On the other hand, if what's really going
on here is a group that's getting together to
bargain for better prices, then they don't want to
cheat. The best place to be is as part of the
group, not on the outside of the group, so you have
a different incentive whether you want to be inside
of the group or outside of the group.

And as a result, if it is truly nonopsony,
what we woul d expect to see is that the group would
try to enforce rules on each other to ensure that
each individual nenber deals exclusively through
the group. If what's going on is better bargaining
power and | ower prices, there's no need for such a
rule to be inposed.

Indeed, | think if it's bargaining power,
to the extent that there's a conpetition problem
here or concern here, it's that the fringe m ght
actually be excluded fromjoining the group by the
dom nant group follow ng along nore on Steve's
tradi tional concern with exclusion

So | think that what you can do is you can
| ook at buyer controlled B2Bs and | think fairly
readi |y di agnose whether this is the good kind or
the bad kind, and | think there are al so other
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signs. For exanple, there are | essons out of prior
wor k that the division has done in auctions, for
exanpl e, sone of you may recall the auction rings
in which a group of buyers would collude to get
t oget her, have one single bidder bidding for all of
them and then after that single bidder had
purchased the item then they would have a knock
out auction, a second round of auction in which
they would auction it off in the second round to
t heir nmenbers.

And then the profits fromthat second round
of auction would be divided up anong t he nenber of
the rings. It's a very effective way to nonopsony
in an auction format |ike many B2Bs are, and so |
think if you saw that kind of thing going on in
whi ch you had the B2B buyi ng i ndependently and then
runni ng a secondary auction of selling to its
menbers, taking the profits on that transaction and
sharing themout, | think that bells would probably
want to go of f sonewhere.

That being said, | think the point about
nmonopsony is -- or to always keep in mnd is that
wher eas nonopoly is sort of ubiquitous, nonopsony
isreally a bit of a rare animal. As |long as
demand curves sl ope downwards, it's worth it to be
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a nonopolist, but there aren't a | ot of good
situations in which nonopsony power is very
profitable.

You really have to have | think situations
in which there are buyer specific -- there are sunk
costs. It's not accidental that nost of really
good nonopsony stories involve people, the athletes
in particular or nurses in small towns and things
i ke that.

But having said that, | think that the main
problemin antitrust is nonopoly rather than
monopsony, | think it's possible to come up with a
set of rules on buyer B2Bs which would let you
sol ve your problem of avoi di ng nonopsony w t hout
creating a lot of false positives, wthout creating
much of a danger that you are in fact going to
create very nuch harmto beneficial B2Bs.

MR. COHEN: Do you have rules to enunciate?

MR, WARREN- BOULTON:. Well, | think again we
want to | ook at the rules that are inposed on the
menbers in terns of participation or non-
participation, other rules saying you nust
participate or the rules saying you cannot
participate on the outside. Are we trying to
excl ude people or are we trying to keep themin?
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| think again having B2Bs which are in a
sense profit centers as buyers which buy and then
resell and make large profits on that | think is
again a bad signal

MR. COHEN: Let's try a hypothetical and
see how you and sonme of the other panelists m ght
react. A group of buyers gathers together, a group
of large buyers, and each of themsends in their
order, how much they want. They don't talk to each
other. There's no coordination. They just
accunulate it. They aggregate it. They get a
bi gger order.

They go to their suppliers, and by virtue
of having a larger order and perhaps offering it to
each supplier on an all or nothing basis, they get
a better price. |Is there an antitrust problen?

MR WARREN- BOULTON: | think on the face of

MR, COHEN:  Eddi e?

MR. CORREIA: Are you saying they do that
i ndi vidually, each one?

MR. COHEN: They' ve each individually
reached their quantities. They hand it to a
central agent who adds up the totals and takes the
total and goes and nmakes the purchase.
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MR. WARREN- BOULTON: Can | ask a question?
Are you allowed to buy separately? |In other words,
|"'ma nmenber of this group so | say to ny B2B, |
want a mllion units, and you bargain with the
suppliers for a better price, but if | can cone up
with a better price on my owmn, am| still allowed
to buy?

MR. COHEN. Ckay, yes.

MR, WARREN- BOULTON: Then | don't have any
problemw th that.

M5. DeSANTI: \What if the rule were
ot herwi se though, you had to buy through the B2B?

MR. WARREN- BOULTON: | think that woul d
really create a probl em because you have to say,
"Why do you want that rule.” And the only rule
that | can think of is -- because what you're
really trying to dois -- is prevent me from buying
on the outside.

MR. SALOP: Not necessarily. There m ght
be free riding going on if they -- it's possible
that they would use the effect of the auction as a
signal, and then we have to pay for the resource
costs of creating this buying agency, and one
person can put in a small bid and then use the
information to get a lower price in the future.
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There's always a potential of free ride.

MR, WARREN- BOULTON:  Well, in this
particul ar context, while there's always a
potential for free riding, it's hard to see it. |
mean, the kinds of putting in a |large order, of
swi tching consuners that we've seen in drugs, that
we've seen in office supplies, we seen in things
like that, always lead to the situation in which
the price that the group is going to be able to
negotiate is going to be better than the price that
| am going to be able to negoti ate.

Only if the group so restricts the
purchasers that there's so nuch excess supply left
in the market sold at distress prices would | be
able to go in and get a price which is |ower than
the group should negotiate, and that's the hall mark
of nonopsony.

M5. DeSANTI: Let's finish up with Eddie
and then Bill Baer, and then we're going to broaden
t he di scussion to sone nore issues. Eddie?

MR. CORREIA: Well, first of all, | think
we ought to distinguish between true joint buying
agreenents where the rivals are quite open that
t hey' ve agreed to buy sonething in bul k and
situations where we're worried that there's
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coordi nated behavior that's going to have that
effect.

In the first situation, if you have joint
buyi ng, we have this notion in antitrust
enforcenment that you | ook for market share screens,
and the market share screen ought to be based on
the share that that -- that these buyers represent
of that particular input, not the share they
represent in the entire narket.

If that's pretty low, then you can assune
that what's going on is sone kind of efficiency.
Now, you ought to ask themwhat their efficiency
is, and they ought to be able to point to
sonething, but if the market share is |ow, you
ought to assune that's not driving down the market
price. Oherwise the sellers would just ignore
t hem and go sonewhere el se.

In the second situation where we're worried
about coordi nated behavior, | think again we ought
to go back and renenber that it's difficult to
collude in the absence of sone sort of express
agreenent. If we're signaling -- buyers are
signaling each other, that's just difficult to do.

So there ought to be even nore tol erance
for that situation, and again if they're bel ow sone
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mar ket share that appears like to be a problem
that ought to end the inquiry essentially or create
a strong presunption. | fully agree a lot of the
observations you nake nade perfect econom c sense.

That's a nore conpl ex kind of inquiry
perhaps to go through to arrive at that for
practical counseling purposes.

MR. WARREN- BOULTON: | agree with you. |If
you have a B2B where the purpose of the B2B is a
bunch of people are buying office supplies and
paper clips and things like this, this is really
moot. The issue only really cones up when you have
a small group of buyers who account for a very
| arge share of the demand for a very specialized
i nput where the suppliers have incurred sone kind
of sunk cost.

The supply curve has to be upward sl opi ng.
There has to be sone ability to reduce price by
restricting purchases, and that's fairly limted,
and a first screen obviously is that the buyers

account for a very |large share of the purchases of

t hat i nput.
M5. DeSANTI : Bill Baer?
MR BAER  Thanks, Susan. I'mBill Baer

with Arnold & Porter. Just to sort of take this
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back a step up to the general, what this discussion
does for me as a counselor, as | suspect many of
the people in the audience are, reinforces the
notion that you really have to understand why the
group wants to do the B2B or the B2C, the
notivation behind it.

Tom Leary said this at the beginning,
under standi ng that and actually cross examning to
understand really hel ps you give a client sone
sense of what the antitrust risks are. Wth Mark
Cooper's earlier exanple, which is a great exanple
of sonmething that coul d have seriously m xed
nmotivation in ternms of why it's been bei ng done,
under standing that and then being able to tell a
client, Well, to the extent what you really are
trying to do is get rid of the unruly.

You may not be able to do that. The rules
we may need to recomrend be inposed to mnimze
antitrust risk in fact would take away t hat
benefit, so understanding notivation really as a
counselor and ultimately as an enforcer | guess is
really -- is the first step.

M5. DeSANTI: Let's open up the discussion
and add sone nore issues. They go back to sone of
the issues that Mark Cooper has raised, that Eddie
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has rai sed and others. Are there any innovation
issues in this area? People have been talking
about standards and creating technol ogi cal
standards, standards for descriptions of products.
Are there any issues that are related to innovation
that those raise?

And al so, we've heard a |ot over the | ast
day and a half about joint ownership of a B2B
mar ket pl ace by conpetitors. Rarely have we heard
descri bed B2Bs where they're only owned by
conpetitors. There's usually other partners who
are involved as well, but is there any potenti al
for that joint ownership to create issues about
their incentives to conpete that need to be
anal yzed from an antitrust perspective?

And I'll open up the table to anybody one.
Bert, Bert Foer?

MR. FOER  Bert Foer, Anmerican Antitrust
Institute which puts ne on the policy side. 1've
been interested for a long tine in how the society
approaches a totally new industry. | guess | got
interested 25 years ago when | was at the
Comm ssion and was appointed to the Nati onal
Comm ssion on El ectronic Fund Transfers.

That industry was pretty nmuch where this
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one is now at that tinme, and an approach that was
t aken, recogni zing the vast variety of issues on
the table, was to create a two-year study
comm ssion, Congress did that, and virtually
everybody with an interest was on the Conm ssi on,
sonmewhat |ike this workshop over the |ast two days,
but with a distinction.

It had a tine limt, and it had a
continui ng di al ogue which is very inportant because
what we' ve been able to do in tw days is identify
a lot of issues. But it takes a long tinme to have
t he di al ogue that | eads you to say which issues
have priority, that is, which ones really need to
be resolved at an early tinme so that other things
can happen, and which ones can be left for the
mar ket pl ace to work out or in litigation or just
can't be resol ved because there's no consensus.

| don't know whether that's an appropriate
nodel to use for e-commerce but it's sonmething the
staff mght think about as it noves towards sone
recommendations and reporting in this area.

It worked in that industry because the
basic issues that had to be decided were: do you
develop it in a conpetitive manner, or do you
basically have one joint venture that runs the
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whol e things and nake it a public utility? And FTC
and Justice were anong the | eadership in saying,
"Let it go a conpetitive route.” That was a very
i nportant deci sion.

It al so rai sed questions about, Wat are
the m nimal conditions necessary in terns of things
i ke security and privacy and correcting m stakes,
consuner protection side, and cane up with ideas in
a report that we turned into law. And this
i ndustry has noved forward pretty well, not a bad
nodel, and it's sonething that | put before you to
t hi nk about .

And | think I'Il stop at that point.

M5. DeSANTI: Bert, | can always rely on
you to be creative and innovative in thinking about
how t he FTC and the antitrust agencies should be
approaching their m ssion.

| would Iike to nove to Professor Joseph
Br odl ey.

PROFESSOR BRCDLEY: Boston University Law
School. One nethod by which a B2B m ght hanper
i nnovation is where either the sellers or buyers
require the opposite party to standardi ze on their
pl at f or m maybe for good reasons, but that m ght
[imt innovators who can't or don't -- whose
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i nnovati on does not include sonething that woul d
conformwith their platform so that could hanper
i nnovat i on.

Now, standardi zation is one of the nethods
by which B2Bs gain their efficiencies, so there's a
trade off there, but it could hanper innovation and
i f pushed too far unnecessarily, that would be a
| oss.

The other point as to joint ownership, how
m ght that hanper conpetition, well, to the extent
that industry or dom nant factors of the industry
have ownership in the exchange, then they're going
to be less interested in participating in another
exchange, so enough industry ownership in one
exchange where they get profits could restrain the
ability for other exchanges to devel op.

MS. DeSANTI: Mark Cooper of Consuner
Feder ati on.

MR. COOPER Let nme quickly respond to two
of the specific questions. First, the question of
standardi zed i nformation, et cetera. 1In a true B2B
| woul dn't waste one penny of your resources on
standardi zing Bs. The Bs can hire these | awers,
and if they can't figure it out. However, B2C,
worry about the Cs because nost Cs can't hire any
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of these folKks.

So with that respect, honestly there's no
need to worry about a true B2B, the quality of
information. They've got |awers who ought to know
what they're buying, and if they don't they should
fire those |lawers and find another one.

Wth respect to ownership, Joel nmade a
sinple point, and it doesn't strike ne. It was
troubling to him but whenever a single entity firm
custonmer is on both sides of the transaction, it
makes nme nervous. It's always seened to nme to be
an odd transaction when you're self dealing, and we
al ways worry about self dealing.

Hi s client discovered that they thought
t hey thought they would run into trouble, they
m ght have left sone efficiencies on the table, but
self dealing is sonething we worry about.

And so with respect to the ownership issue,
a sinple rule would be you can't be on both sides
of any transactions. |If you want to sell into it
and if it's a selling arrangenent, fine, if it's a
buyi ng arrangenent, but the mnute it becones both,
t hen the owners ought to be on one side or the
ot her and not bot h.

O then you have to start buil ding
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firewalls to make sure you' re not using one side of
information versus the other, which was a second
poi nt he pointed out about the buyers really wanted
to know who the sellers are, and that's sonething
they normally do. They usually know who they're
buying from

On the other hand, sellers don't always
know and certainly not in private negotiations what
their conpetitors are offering. They're not
supposed to know or the buyer is supposed to
control that information and maybe play a little
poker and say, He offered it to me for 20 percent
| ess than you did and you're not supposed to be
able to call himup and say, Did you really offer
that price.

So that asymmetry of information | think is
inportant and to the buyer's advantage. In his
case they're concerned because they don't know who
the sellers are. You ought to avoid those
conflicts fromny point of view, others will not
think they're conflicts, in the ownership
structure.

M5. DeSANTI: We have five people who have
signed up to speak on this issue. W'IlIl hear from
them and then we'll broaden the floor to basically
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have all of the issues out on the table to m x
met aphors. Tom Kr at t enmaker .

MR. KRATTENMAKER  Thanks, Susan. On the
guestion of innovation issues, | think they abound
in this area because | think that's what it's al
about. What you're going to see is conpetition
anong the exchanges, and perhaps if anything,
that's been a thene that maybe needs to be tal ked
about a little bit nore.

And the conpetition | believe is going to
cone in the formof the people witing the newer,
the better software, the nore conplicated prograns,
the stuff that as the suppliers tal ked that doesn't
just do auctions but tal ks about supply chain
managenent, electronic catal ogs, and really all ows
you to do conplicated and sophisticated auctions.

On the question of joint ownership by
conpetitors, | think that Scott and Joel and R ck,
who happen just by accident to be sitting over
there on the right, explained it sort of very well
why we shoul dn't have a kind of knee jerk reaction
against it.

My experience has been that there's
probably a gol den nean sonewhere. | don't know
if -- 1 mean, for the reasons that Rick and Joel
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and Scott gave, | don't know that | would have a
presunpti on agai nst a B2B that was owned by all the
firms in the industry, but what | can see from
experience is if you ve got at |east a couple firns
in the industry, you start to get sone econom es of
scale, and you start to get sone what | would cal
just econom es of know how and i nformation.

| think you're nore likely to be able to
come up with the right questions and maybe the
right answers if you' ve got a couple other people
that know that particular industry, so | think that
joint ownership at |least to sone | evel probably has
denonstrabl e efficiencies.

It mght be that -- and what does this
sound like? It sounds |ike nerger analysis of
course, unsurprisingly. | think that's probably
t he anal ogy there.

M5. DeSANTI: Joel M tnick?

MR MTNICK: Let ne first just respond
qui ckly to at | east one of the things Mark said.
Mark as a consunmer advocate i s unconfortabl e having
sonebody act on both sides of the table on the sane
B2B. | think that we clearly do not yet have
enough of an econom c record to be able to have
sone sort of per se rule that you can't be on both
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sides, and | think that we just don't know enough
ri ght now.

And | think as Harry had said before, al
of these things have to be | ooked at on a very,
very case-specific, fact-specific basis. MW own
intuition is that in nost of these instances there
are ways to build the systemthrough architecture
that nakes it fair, whether we're tal king about
firewalls or there may be situations where fire
wal | s aren't needed.

But | think this is certainly nore in the
nature of Rule of Reason, and | think we are way
too early in this ganme to try to inpose any kind of
per se rules.

| had originally put nmy flag up though for
a different reason if | may.

M5. DeSANTI: Go right ahead.

MR M TN CK: The question was asked
before, does joint ownership affect incentives to
conpete? | think ownership always affects
incentives to conpete, but incentives are not
illegal. Behavior is illegal. So we need to
understand the incentives, and we need to see where
they | ead and maybe understand even sone of the
war ni ng si gns.
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Again I'mgoing to retreat to my own
experience which is on seller exchanges where there
are a few owners, and they tend to have | arge
mar ket shares. In situations like this, when you
see people who are putting together a site to sell,
one thing that is fairly obvious is that this site
is probably -- if it's going to have a | ot of
transparency, it's going to result in |ower prices.

It's not hard to figure out that that's not
normal ly sonething that's in a seller's incentives,
so you have to ask yourself, Wiy are sellers
putting thenselves in | eague with one another to
own one of these sites. And the answer is | think
usually that they realize that such a site is going
to be inevitable, that there are trenendous
efficiencies that B2Bs bring. Sonebody is going to
buil d one, and they just as soon help design the
architecture for howit's going to be built.

So as an enforcer, | think what that |eads
you to, and | think Bill Baer said this before, it
is absolutely critical that you understand the
busi ness plan of how these things are put together,
and | said awhile ago, frequently you have these
e-comerce officers that are putting these things
toget her, and they sonetinmes have never really
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operated a conpany and been busi ness people. So
they frequently don't have a clue when they're
starting this what the business plan is going to
be.

Two big differences in business plans as it
relates to B2Bs, especially on the seller side, and
every decision that they nake, | can tell you, wll
flow fromthis fundanental distinction, which is:
are they going to operate this as a for-profit
center where all the profits of the venture are
really going to flowto that |evel of the entity,
or on the other hand, are they going to operate it
as a utility which is going to be a | ow cost
platformthat is never going to be teed up for an
| PO, and the enpl oyees are not going to get a whole
| ot of stock options, and it's going to be run in a
di fferent manner?

If it's the fornmer and they're doing it as
a profit center and they're possibly even | ooking
down the road for an I PO, you're probably pretty
wel | assured just on that structure wth those
incentives that it's going to be very custoner-
driven, and you can probably stop there.

If it's the other way, if it's nore of a
utility nodel, this gets to | think what
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Comm ssi oner Leary said before, which is how cl ose
to the edge of the cliff do they want to get. The
fact that you have people who own a site who may
want to take that stroll does not nean that they're
engaging in anything that's illegal, but that is
clearly the area where | think you' re going to have
to |l ook the nost careful, and the governnent's
analysis is going to have to be the nost robust and
sophi sticated, and the private counseling is going
to have to be the nost sophisticated.

Just a couple of very quick exanpl es of
where the incentives can cause sone problens or at
| east lead to sone inquiry, and sone of these have
been touched on. ©One is fromyour tariff
publ i shing, the presentation bias of the screen.
Certainly that's sonmething that is fair to | ook at,
and again if the clients are sophisticated, they're
going to know right away that that's sonething they
sinply can't do.

The second is the terns and conditions of
how pricing is going to be done on the system
pricing of -- do the rules apply equally to the
owners and the non-owners, which |leads to the
third, and Steve touched on this, how do the owners
in alegal way deal with free riding of the
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non- owner partici pants, people who maybe don't
actually add that nmuch value to the system but
they' re conpetitors. They shouldn't be excl uded,
but they don't really -- they don't really add very
nmuch.

| s there anything you can do to make the
rules different, or is that a per se area? | think
sone of these are not yet clear

M5. DeSANTI: We're 30 mnutes fromthe
end, and we're about hal f-way through our agenda,
and peopl e are nmaking very val uabl e contributi ons,
none of which | want to cut off, but | just flag it
for people's attention that we are 30 m nutes from
t he end.

So | amgoing to put out on the table the
i ssue of network effects and conpetition anong
B2Bs, open the comments to whatever of these issues
you think it's nost inportant to address, what you
nost want to address.

We'll turn to Harry First and the other
people with their tents up, Professor Miris and
Laura Wl kinson will can get in, so go ahead,

Harry.

MR. FIRST: Thank you, Susan. It was the

perfect lead in, exactly what | was going to say,
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and | can respond to whi chever question you ask
with the sane response.

M5. DeSANTI: \What a flexible guy.

MR. FIRST: This is what politicians do, |
t hi nk, but because before you asked about
i nnovation and then you noved to network effects,
and the point I was going to make, which really Tom
made earlier, | think, is conpetition anong
mar ket pl aces.

| think there are two cuts of markets that
we' ve been tal king about and soneti nmes nove back
and forth. One is just sinply the products that
the parties who are putting together this effort
are manufacturing so we're concerned about those
product market effects, and if they -- you could
i magi ne for innovation purposes if the gun nmakers
put together a B2B site and never include safety
| ocks, maybe we woul d be concerned about sone kind
of input effects.

But the point that | think really canme out
certainly in this norning' s discussion as you start
thinking further, the real innovation that we're
tal king about here is the marketplace itself, and I
think it's going to be quite inportant to nmake sure
that we have conpetition anong marketpl aces even in
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t he same industries.

And | think our difficulty is not going to
be so much with, wll someone, will a firm be
excluded froma market. Those are easier to dea
with and | think may conme up | ess frequently, and
we have doctrines to deal with that |ike the
Essential Facility Doctrine. The problemis going
to be over exclusion and the extent to which in
some ways one marketplace may engage in efforts
which will prevent conpetition from other
mar ket pl aces.

There are lots of different ways to do the
sanme kinds of things, to array information, to
provide different services, and that's the kind of
conpetition I think we want to encourage, and this
| eads nme to say sonething about network effects,
whi ch is your second point.

| think we sometines assune that because of
network effects, it's sort of inexhaustible
efficiencies to a single network and that we woul d
be better off with ever larger and | arger networks,
and | think that that's unlikely to be true or at
| east on the margin, whatever additional
externalities or efficiencies we mght get from
i ncreasing the size of the network, we have to be
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aware that at sone point we are | osing conpeting
net wor ks and the conpeting efforts that those
net wor ks may bri ng.

As much as we can think of English as a
net wor k of speakers, but we still do like French,
and we want to nmake sure -- it mght be nice if
everyone spoke English in the world, but we |ose
sonething, and | think it's inmportant and it may be
particularly inportant in this area where concerns
for security and stability may nean that we woul d
lose a lot if we becone overly dependent in any
i ndustry on a particul ar network.

So on the network effects it's a caution
about getting caught up in the notion that there
are inexhaustible economes of scale in terns of
network effects.

M5. DeSANTI: Tim Miris?

MR MJRIS: H. | teach at George Mason
and am of counsel to Howey & Sinon. | think the
| ast coupl e days have shown what was probably
obvious in this area, that there's little | aw and
the economcs is very conplex. | think Tom
Krattenmaker's rule of less restrictive
alternatives is an excellent one for counsel ors,
but it would be a | ousy one for the governnent.
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And | hope what doesn't happen here is that
t he governnent -- well, | hope the governnent
resists the tenptation at all levels of |like a
cheap consent agreenent particularly pronul gated on
a less restrictive alternative posture because one
of the things that's going to happen here i s when
t he governnent sneezes, a |lot of counselors are
going to get pneunonia, and you're going to have --
for instance, people are | ooking for sonething.

VWhat ever first steps the governnent takes
are going to have a profound inpact, and since we
don't know and since the history of regulation is
full of unintended consequences, | think caution is
very nmuch in order.

M5. DeSANTI: Point well taken. Jerry
Jasi nowski .

MR. JASI NOABKI: |'ve been for sone tine,
Susan, anxious to make the point about conpetition
anong mar ket pl aces and having multiple
mar ket pl aces, and it's now been made several tines,
and | want to reinforce what has been said.

M5. DeSANTI: Could you lean into the m ke
so that we can be sure to get your comments? |'m
very interested.

MR. JASI NOABKI :  Yes, Jerry Jasi nowski,
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Nat i onal Associ ation of Manufacturers, and | was
just saying that | was anxious to make the point
about nultiple marketplaces. There's now about a
t housand by sone counts and nore by other counts,
and since we're in the marketpl ace busi ness, we see
this intense exponential growth of themall the
tine.

Several people have nmade that point, and I
woul d reinforce their points, but if you | ook at
the innovation point earlier and the notion that
the application of standards would in fact decrease
conpetition, | would say soneone is going to cone
in and provide conpetition.

Moreover, if you | ook at joint ownership
and the notion that they have econom c rents,
peopl e are going to cone in and conpete that away
very quickly. In fact, | think because there are
over a thousand already, they are growi ng |ike
topsy, that this is the nmeans by which conpetition
is going to be greatly intensified.

|"ve heard very little this afternoon about
t he conventional notion in antitrust that prices
are going to be raised. That doesn't happen nuch
in the American econony as it used to. That's why
we have inflation so | ow
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What we see is a great concern, which ought
to make antitrust experts feel good, which is that
manuf acturers and others can't raise prices, and
this proliferation of a |lot of marketplaces is
going to make it increasingly difficult to do so.

M5. DeSANTI: Thank you. Laura W/ ki nson,
let's get your views froma counseling perspective
agai n.

M5. WLKINSON: Sure. Froma counseling
perspective, | think that many of the issues that |
was goi ng to say have already been rai sed, because
| think when you're on such a | arge and
di sti ngui shed panel, you get outnunbered, and many
of the points you were going to nmake are already
sai d.

But | would just like to add that | think
the overview that we got from Conm ssioner Leary
sort of put everything in perspective in that the
B2B mar ket pl aces are new, innovative ways that
conpani es are going to be conpeting in the future,
but it's going to bring to |ight many of the sane
i ssues that we found in our conventional
mar ket pl aces.

And the antitrust |aws and the guidelines
that we have in place in terns of nmergers and joint
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ventures or coll aborations anong conpetitors al
take into effect for the B2B narket pl aces as wel |
so | think that as the dust settles, you'll find
that the analysis remains the sane, and the issues
remain the same in terns of nonopoly, nonopsony,
col lusion and information exchange ki nds of issues.

M5. DeSANTI: Thank you. Rick Rule?

MR. RULE: Thank you. It strikes ne that
what we spent the first part of the afternoon here
di scussing involves sone of the nore traditional
antitrust issues that | think the | aw and the way
enforcenent policy is devel oped nmakes easier for us
counselors to deal with

One ot her point though in ternms of rules
wi thin an exchange and particularly for formation
that | think fol ks need to be concerned about
before noving to the question of conpetition anong
exchanges, and it relates to that, is the extent to
whi ch the formati on process becones a forum for
menbers of the industry to decide how they are
goi ng to approach ot her exchanges that have al ready
been forned.

O another way to put it and | think there
is a potential danger or at least it may be
percei ved as a potential danger by the enforcenent
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agenci es of using those formation exploratory
ventures as an opportunity to preenpt the formation
of exchanges that mght intensify conpetition in a
way .

Again, | think that's sonething that can be
dealt with by counselors, and it probably is nore
of a fear on the part of enforcenent agencies than
reality, but I think that one has to be concerned
about the record there.

But it strikes ne that the bigger problem
for antitrust |awers and enforcenent agencies is
going to be adapting the analysis to network
effects, and what that neans. Essentially network
effects, which are all the rage anong antitrust
| awyers but have obviously been around for decades,
they tend to reflect by and | arge efficiencies.

And the fact is that oftenti nes an exchange
is going to be nore efficient if it includes a
| arger nunber of the market participants. The
information is likely to becone nore val uabl e and
nore accurate. The market is likely to be nore
robust so that if you're a particul ar buyer or
seller, you're likely to find an exchange. There's
going to be less inefficiency.

And all of those increase as nore and nore

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

560
fol ks join the exchange and frankly as nore
exchanges interact or interconnect with one anot her
because one of the things you see in these areas
are a lot of related exchanges and the question of
whet her they're going to be managed by one central
exchange that has subsidiaries or whether it's a
nunber of different exchanges interconnecting.

But those are efficiencies, and one of the
things if you think about it, one of the
inplications of that is that this is not a very
good area for market share screens. Unlike a | ot
of other areas and sonething that a coupl e of
peopl e have nenti oned here, nmarket share screens
of ten sound very good.

We have standards now, the favorite nunber
of enforcenent agencies is 20 percent, used to be
35 percent, but whatever the nunber is, there is a
tendency to sort of limt the participation. Well,
if you believe that network effects are
efficiencies, then you may be sacrificing
efficiencies if you create those market share
t hreshol ds.

And even though agencies can say, Wll,
those are really safe harbors, if you' re above that
nunber it's not a problem we just ook at it nore
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closely, as a practical matter business peopl e,
bei ng conservative as Joel has said, get a little
reluctant to start sailing outside of safe harbor
so | think that's sonmething one has to |look at it
and has to recogni ze that the market does work, and
it'"s likely to work in devel opi ng exchanges.

VWhat will happen is | would predict or
i magi ne that you'll have differentiation that if an
exchange devel ops in an industry, there will be
opportunities for others to differentiate, to
create new value, to bring people for certain
exchanges onto their exchange.

And finally, with respect to innovation,
don't think by any neans this suggests that we have
to worry about innovation because | think the
i nnovations that are going to be relevant to B2B
exchanges wi |l occur across exchanges; that is, the
i nnovation out there, the technology that's
devel oped in one particular industry can be
translated into others, and so there's going to be
a lot of conpetition.

And | think that's one of the reasons you
see a lot of the suppliers, if you wll,
infrastructure suppliers teamng up with different
exchanges, and you see a | ot of aggressive
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conpetition between or anong conpanies |ike Sun and
M crosoft and IBMand Oracle all trying to bring
their technol ogy, their experience to these
exchanges.

And | think that will continue because even
t hough network effects are powerful and beneficial,
t hey probably do not lead to the conclusion that
there will be a single exchange.

MS. DeSANTI: We now have enough peopl e
wi th nanmeplates up and little enough tinme remaining
that 1'mgoing to apply a two-minute rule. Please
keep your comments to two m nutes.

Roxann, we'll go to you first and then
Phi | .

MS. HENRY: Let's see, with ny two m nutes.
| think on the innovation issue everybody's really
tal ked about a lot, one of the issues is sinply the
i nnovati on between nmar ket pl aces, and there doesn't
seemto be any real fears at this point, although
must say if you had heard sone of the panels
earlier, you heard the, quote, neutral parties and
the owners, and sone of those neutral parties were
very, very upset about what they considered sort of
anticonpetitive.

The nere fact that the owners were invol ved
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in the industry seenmed to themunfair and
anticonpetitive because indeed it was affecting
their ability to get venture capital

On the other hand, again it goes to the
issue of, Is that sonething that we really wsh to
get involved in, and | think not.

| al so thought that Patrick Stewart on
behal f of Metal Site gave an excellent exposition of
why there is industry owership of a site that
hardly really needs to be repeated, but he also did
make the point that it is a basic antitrust
busi ness. Antitrust considerations cone into
play. There are guidelines for the directors.
There are guidelines for when the marketing people
get together.

These are things that are just handled in
the ordinary course, and as has al so been
di scussed, one of the key issues is, Wiy are you
doi ng sonet hi ng and just understandi ng how each
pi ece of what you're doing fits into that.

Anot her point though on the counseling is
not just why you're doing it and how each piece
fitsin. It's also asking the question, W wll
be di sadvantaged and figuring out where those
di sadvantages lie so that you can address them very
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explicitly and see if there are any alternatives
and whet her those di sadvantages really need to take
pl ace.

M5. DeSANTI: Phil Proger?

MR, PROGER Well, | just want to pick up
on one point that R ck was touching on because |
think he's very right when he says market share
screens are difficult here. |1'mnot prepared to
say this is |like a bid nodel, but the market share
may not tell you very much. And | think as a
practical matter that real begins to tell when you
start trying to deal with what | think is a very
pragmati c probl em of overinclusiveness and its sort
of corresponding tw n, exclusionary conduct.

How do you anal yze whet her you' re being
overinclusive, and how do you determ ne that now
you' ve drawn the line and no one el se can join?
And it may seemlike these are sinple things, but
you coul d have a situation where you're confronting
that you' re concerned with being too over
i nclusive, but yet an applicant is threatening sone
type of antitrust action because they' ve been
deni ed access to sonething they feel is very
essenti al .

And | think this is going to be one of the
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areas that there is going to be sone difficulty in
analyzing, and | think it's going to be very
fact-intensive, and it's hard, as Tim Muris said,
to find the law that really applies.

You can | ook around and say, Well, in the
heal t hcare gui delines networks -- the FTC and the
Departnent of Justice said that even a non
excl usi ve network above 30 percent m ght create a
problemif it was outside the safety zone. |Is that
appl i cabl e? Shoul d we be thinking about that here?
And there's so little law that really deals with
how you parse this out and how do you even count it
as Rick tal ks about.

And | think this is going to be a very
interesting area to devel op and actually very

crucial as you set these up.

M5. DeSANTI: Thank you. | think what
we'll dois work fromBert, you, all the way back
to, Jonat han Baker, we'll give you the |ast word,

so let's go in order
MR FCER Well, late in the day | want to
focus again on what FTC s role mght be. | think
it's a good thing that you've held this workshop.
| think it's inportant that you be involved in the
shapi ng of whatever is going to happen, obviously
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with a great deal of care, as is being denonstrated
here, nore to listen than to be active, but don't
forsake an active role.

| think you're in the fact-finding process
now. That's going to continue for awhile. You can
hel p devel op a research agenda that can be used
t hroughout the country and the world by focusing
on, for instance, sone of the issues that have cone
up here.

Whether it is going to be easy to switch
fromone market to another, we've had conflicting
information on that, whether self-correctionis
unusual |y rapid and can be counted upon or not, and
actually as you go through the transcript, you'l
pi ck up a nunber of areas |like that.

| think you should be bringing these things
t oget her and noving gently toward the next stage
which is informal guidance as to where the staff
t hi nks the problens are. In a general way we all
know where the problens are, but | think it's
useful gradually to get nore specific, as
experience indicates, as specific investigations
may hel p you go further.

But even though all the | awers here know
where the general problens are, it's often very
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hel pful for the |lawer to be able to say to the
client, it's not nme saying so, |ook at what the
staff is thinking, they' ve said this nuch.

So | think we should be noving toward that
stage of sone gentle, informal feedback to the
community as you all absorb what you've picked up

M5. DeSANTI: Scott Perlman, |'msorry.

MR. PERLMAN. That's okay. Thank you.
just wanted to talk a little bit about nonconpetes
and m ni mum purchase requirenments and how t hose
m ght affect conpetition between exchanges.

At one point yesterday the issue of
excl usi ves cane up, and | guess everyone on that
particul ar panel pretty nmuch discl ai nmed any
intention to have any exclusives. | can tell you
t hough that you're going to see exchanges that do
have nonconpetes for instance where the formng
menbers are asked not to becone nenbers of other
exchanges for sone period of tine.

The ones |'ve seen, they're not banned from
pur chasi ng t hrough ot her exchanges. They're sinply
asked not to formor nake equity investnents in
those, and it seens to ne that under sone
circunst ances, those clearly are going to be
justified and may be necessary if you' ve got a
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group of conpanies that are each being asked to
contribute a significant amount of capital.

The ot her contributors nay need sone
assurance that one of the partners isn't going to
go off and start pushing or advocating for another
exchange.

Simlarly with m ni mum purchase
requi renents, the only exanples |'ve seen of that
so far are really so soft that they're very
unlikely I think to have any consequence. There's
no teeth to them but |I've counsel ed group
pur chasi ng organi zations, and I can tell you that
you sonetimes need to have rules with respect to
commtnment to drive efficiencies.

| think Rick was saying before that in
general people involved in group purchasing,
| egitimate group purchasing woul d not have
incentives to cheat. WeIll, you do have situations
sonetimes where particular nenbers wll cherry pick
for instance on particular contracts, and that that
makes it difficult for the GPOto go back to a
manuf act urer and negotiate good pricing fromthem

So there are rationales for those types of
restrictions which | would argue, suggest that they
shoul d be | ooked at under the Rule of Reason.
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Whet her they're going to be a problem under the
Rul e of Reason is going to depend obviously on the
particul ar circunstance of the industry and whet her
you have enough conpetitors outside of the exchange
or ot her people who m ght forman exchange so that
ot her exchanges can still formw thout that kind of
participation fromthe people in this particul ar
B2B.

M5. DeSANTI: Eddie Correia?

MR. CORREIA: | want to go back to a point
that a coupl e people have nade. | think these are
transactions where a market share doesn't tell you
very nmuch, and the reason for that | think is you
have to step back and think, what are rivals
getting together to do.

In a standard joint venture we' ve been
concerned traditionally that there's a production
joint venture or they're agreeing on marketing or
they're agreeing on research or sonething like
that, all of which is going to have an effect on
ultimate price and out put.

Here it's a very narrow slice of the
busi ness process that they're agreeing on. They're
getting together to | ower the cost of nmaking
agreenents, and that itself is -- first of all has
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the potential for enornous efficiencies, and
second, doesn't have as obvious a link with
ultimate price and out put decisions as other joint
ventures that the antitrust anal ysis has
traditionally thought about.

So whether it's a situation where a small
group says, W only want the people that invested
inthis to participate, we don't want free riders,
we're going to stop with 20 percent of the market
or whether the network effects are so great that
virtually the whole industry is participating,
that's not going to really tell you very nuch about
ultimate effects on price and out put.

In the end you have to | ook at the way that
exchange is structured to see if what they're doing
is going to drive up price or drive down output by
the time the consuner is really affected by that.
And we may find that if it's carefully structured,
consuners are going to overwhel mngly benefit
because both the buyers and sellers have this
incentive to squeeze out as much of the transaction
costs as possible. That's good for both them

M5. DeSANTI: Thank you. Mark Cooper.

MR. COOPER Let ne offer sone specifics.
| didn't ask for a per se rule actually. | just
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said it made ne a nervous, and that's a hei ghtened
scrutiny rule, if you wll, and | think the agency
has a set of guidelines like that. Let ne suggest
ei ght specifics.

One, rul es about inclusion, what do you
have to put in? Are there m ninmuns? Those raise
certain concerns, and there are sensitivities about
that. Can you take it out, and what are the rules
about taking it out? If you can't take it out and
shop el sewhere, there's a concern raised. Wo
can't get in and why not? |Is there a |ink between
profits?

There's not supposed to be |inks between
profits. That becones very, very problematic. Are
peopl e on both sides of the transaction? How do
they use the information? 1Is there a boot screen
bias, and finally are there enough peopl e outside
to make a market? That sounds |ike a market share
analysis, and it's still relevant.

It's not -- these are all | suggest reasons
for heightened scrutiny, and when you counsel
peopl e, they ought to know that you're going to
have to explain why you have these rul es which make
Cooper nervous or the agency nervous.

MS. DeSANTI: Okay. Steve Sal op?
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MR. SALOP: Actually |I've gotten nervous,
and what makes nme nervous is |I'mfinding that |
agree with Rick Rule.

MR. RULE: We're both nervous now.

MR SALOP: Well, it seens to nme that Rick
really identified the key issue. The governnment's
going to do very little now | think the bottom
line is the FTCis not going to interfere nuch with
t hese B2Bs unl ess they do sonething really stupid,
and so if your B2B turns out to be the poster boy,
you shoul d have fired your |awer a long tinme ago
because the FTC is not going to want to disturb the
mar ket pl ace while these institutions are stil
ener gi ng.

But let's roll the clock forward. There's
going to be an inevitable shake out, and the
gquestion and the rationale for that inevitable
shake out is sonme of these exchanges are going to
be doing very well. Qhers are going to begin to
be faltering. There's going to be a |ot of nergers
proposed as | think Rick was really pointing out.

The rationale for those nergers are going
to be what we used to call econom es of scal e and
what we now call network effects, and the question
is, Wiat's the agency going to do then, and here's
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the point where | disagree with Rick

| think once one of these exchanges gets a
nmonopoly in an area | think that nonopoly is going
to be very difficult to dislodge. And when you get
to this point of nerger policy, you have to be very
careful and very cautious in know ng what to do.
And knowi ng that you're going to get there, | think
you need to think now about what you want to do now
knowi ng that at sonme point you're going to need to
deal with the nergers, and you should structure
policy accordingly.

Now, with that in mnd | thought about,
VWll, let's | ook back at history at the historical
precedents, not the |egal ones, the factual ones,
and add maybe what you should do as an exercise is
ask yourself wth respect to the historical
precedents, the things that | ook |ike B2Bs, what
woul d you have done in the past if you knew how
they actually -- how they were going to devel op as
t hey actually have.

And for that | want to give you three
exanpl es as objects for your analysis. The first
is stock exchanges. They are B2Bs after all or
B2Ss, buyers to sellers, and just recently there
was a price fixing. Well, | nmean, there are only a
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few of them You have to ask whether it's a
nat ural nonopoly or not, and there's been a price
fixing case agai nst the NASDAQ a situation where
they set rules to fix prices.

Second are credit card networks, another
essentially B2B. They've been in antitrust trouble
si nce the begi nning, and right now t he Depart nent
of Justice appears to be trying to undo policy that
they engaged in in 1975. And the third B2B exanpl e
that 1've come up wth is auction houses, another
sort of thing that you think auction houses are a
natural nonopoly. They set rules. Cee, what could
be wong? There's conpetition, and now we find out
that the two main antique auction houses have been
price fixing allegedly for the last ten years.

So | think when you do your analysis, you
shoul d t hink about, Do you want to end up in a
situation |ike these industries or end up sonmewhere
else, and if you do want to end up sonewhere el se,
what shoul d you be doing along the way to keep that
end gane into account.

MS. BOAST: Steve, would you go so far as
to argue that the 20 percent market share screen
and its chilling effect is in fact appropriate
because of the prospect of nergers down the road?
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MR, SALOP: No, | think a 20 percent rule
IS insane.
MR. RULE: He agrees with ne.
MR. SALOP: But unlike Rick I think the

screen shoul d be sonewhere bel ow 110 percent.

V5. DeSANTI : We'll nove to Joe Brodl ey.
PROFESSOR BRCODLEY: | want to speak for a
nmoment on -- or at |east the value of conpetition

bet ween exchanges. There's a striking fact in the
Morgan Stanley study that in a buyer-dom nated hub
where the buyers have market power, in a market
power dom nated buyer hub, the buyers get 70
percent of the value. 1In a seller-domnated with
mar ket power hub, the sellers get 60 percent of the
val ue.

That suggests that -- that neans that the
one that doesn't get the market power is making do
with 15 or 20 percent and still participating. |
suggest that nmay be nothing but at |east suggests
that it would be better if hubs were conpetitive to
sone extent.

Now, sonme of the proposals that have -- for
hubs do involve groups with market power, and the
gquestion that was posed the |ast two days to
appropriate people was, Wiy do you need to have a
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group with market power, and the answer it seened
to me was not very satisfactory, which was, Well,
we have to raise a great deal of noney, and it's
beyond t he conpetence of one conpany.

Well, maybe, but if these are big
conpanies, certainly -- and there's lots of val ue
bei ng created, you would think that they would be
able to raise the noney. The problemwth that is
that if you put all of the major players in one
hub, then you're nuch less likely to get a second
one because they're of course now invested in this.

So the bottomline here is that since this
isn't saying anybody with power can't form a hub.
It's saying that the alliance is perhaps sonething
that should be | ooked at as to whether it is
necessary. If it's truly necessary, that's another
matter, but the answers given | didn't think were
very convi nci ng.

My final comment | think is sinply that it
seens to nme that the FTC s policy should be
enforcenent caution, yet alertness, and a
conference like this it seens to me i s recogni zing
this. This shows alertness, but there is no
enf orcenment action being taken.

M5. DeSANTI: Ckay.

For The Record, Inc.

Wal dorf, Maryl and
(301) 870-8025



© 00 N o o b~ W N

N N NN NN R B R R R R R R R
a A W N P O © 00 N O 0o~ N+ O

577

MS. BOAST: Are you sure?

PROFESSOR BRODLEY:  No.

M5. DeSANTI: Tom Krattenmaker ?

MR, KRATTENMAKER: When you announced your
two-m nute deadline, all | could think of was that
if Vic Kraner were here, he would have sit up and
pul | ed out his pocket watch.

| want to heartily second what Laura said
before about this is largely the application of
rules that we already know to a new and evol vi ng
area of technol ogy and busi ness practice, and in
t hat respect thought I m ght suggest three things
to the Federal Trade Conm ssion. Wat can you do
to help out?

Nunmber 1, you can enbrace the Miris
corollary to the Krattenmaker rule, |ess
restrictive alternative analysis is good for
counselors, but in this area right nowit's bad for
governnment. Nunber 2, bouquets of balloons to you
and you for the Conpetitor Collaboration
Gui del i nes.

Agai n speaki ng as sonebody not fromthe
academ c side, but as a counselor | think we all
use themevery day. You don't know this but
yesterday hundreds of you here net a very astute
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busi nessman from Anst er dam who knows those
Conpetitor Col |l aboration Guidelines better than
think any | aw student in Anerica does. W use them
every day. They're very hel pful.

Poi nt nunmber 3. Now that you've done
sonet hing, there's sonething nore you can do. This
technology is -- does not respect geopolitical
boundaries. Wat we're doing is Internet protocol
technology. This spills over everywhere. | get
the sanme question. | know everybody does every day
which is, Okay, you've told ne it's okay here, what
about France.

Anyt hing you can do to work with your
counterparts in the European Union as you' ve been
doing to try to clarify the rules and to try to
har noni ze the rul es between here and there.

O herwi se you are at risk of becomng an entry
barrier. You are at risk of stopping an efficient
enterprise that has to spill over borders.

You could be standing in the way of gl obal
markets. | think I ran out of ny two m nutes.

MS. DeSANTI: Well, you've scared us
sufficiently, but thank you. Thank you for the
ni ce conments about the Guidelines. W appreciate
t hem
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MR. KRATTENMAKER  Thank you. You deserve

t hem

M5. DeSANTI: Jon?

MR. BAKER: |'mdelighted to be bookends at
this panel having started us off. | just wanted to

make sure we are careful to distinguish between
joint ownership of the B2B market pl aces and conmon
menber shi p.

| can understand how strong -- how shared
ownership brings industry expertise to the
devel opnent of these marketpl aces and can be
val uabl e, but | can also see that -- and | can al so
under stand how you could well end up with everyone
in the industry joining. |If the network effects
are very strong and the transacti on cost savi ngs
are very large, everyone will join.

But that's not quite the same thing as
sayi ng everyone ought to own, and ownership raises
alittle bit different issues. |If everyone in the
i ndustry owns the venture and shares the profits
fromthe B2B marketplace, it could be hard for a
rival venture to get going and conpete away
monopoly profits in the event that the first B2B
mar ket pl ace were to tax transactions sonehow and
exerci se nonopoly power in the B2B market pl ace of
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mar ket pl aces.

And also, if the comon ownership cones
wi th governance by the industry nmenbers, that
that's -- that could bring with it a nmethod of
excluding new entrants or fringe rivals,

di scrim nate against them again possibly being a
way of creating or maintaining nonopoly power anong
t he ones who are owners.

So | just want to highlight the difference
bet ween common nenber shi p and common owner ship and
suggest that the latter raises questions that the
former doesn't.

M5. DeSANTI: Thank you, Jonathan. |'m
going to take the noderator's prerogative here and
just for 90 seconds do a wap up. And to hold you
in your seats for that 90 seconds, |I'll prom se you
what the take-away should be fromthe FTC
per spective based on what the Comm ssioners have
said to us so far.

| sinply want to note that this conference
canme about because of the very hard work on ny
staff, and you've heard about sone of them already.
| want to especially note Bill Cohen, ny deputy
director who is our analytical guru, Hllary
Greene, who along with Gail Levine, | think they
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both take pride of place as world's greatest
detectives and researchers and anal yti cal
researchers in the sense of finding all of the
peopl e we have on these panels, and finally M chael
W obl ewski, our advocacy coordi nator, who has
filled every single role that is possible within
this conference, analysis, substance, talking with
peopl e, tracking them down, and nost of all, for
all of you this is nost relevant, he's the one who
basically hosted this big party. He told ne not to
worry about the logistics, he throws great parties.
| think that's been proven true. That's why the
trains have run on tine, so we especially thank
M chael W obl ewski .

| also want to thank all of our panelists
here and the many panelists throughout the days.
And to close, | want to key off of TimMiris's
point. It's an excellent point. \When the
gover nnment sneezes, antitrust |awers get a cold.
| want to make sure that doesn't happen out of this
wor kshop, and especially since we've closed with a
panel which has raised the potential conpetition
i ssues that do arise here.

The take-away here is the Federal Trade
Comm ssion -- and | think we've heard this from
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each of the Comm ssioners -- the Federal Trade
Comm ssion is taking a deep breath and beginning a
| earni ng process about B2Bs, and that's what the
t ake- away should be in this.

Thank you so much for your patience and
thank all of our panelists as well.

(Appl ause.)

(Time noted: 3:52 p.m)
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