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PROCEEDI NGS

CHAI RVAN PI TOFSKY:  Good norni ng, everyone,
wel cone to the FTC and to this workshop on energing
i ssues, on conpetition policy and el ectronic comrerce.
This is just the |atest and nost recent of a series of
heari ngs and wor kshops desi gned by Susan DeSanti and
her group.

We started out a long tine ago with our 1995
hearings on gl obal conpetition and high-tech
conpetition. W have had sessions on privacy, slotting
al  owances, profiling and so forth, and the goal has
been to detect trends in the econony before they occur
and then work with know edgeabl e peopl e, the business
comunity, the consumer sector, public interest
organi zati ons, and academcs, to try to put our heads
t oget her and think about what is com ng down the road
and how a regul atory agency shoul d deal or not deal
with it, to anticipate problens.

That's what Congress had in mnd in 1914, not
just an agency that would enforce the |law, but an
agency that would take a | ook at the |l aw and nake sure
the rules they are enforcing nmade sense.

Last year we did a substantial programon the

el ectroni ¢ market pl ace, and the enphasis was on trying
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Tormorrow, we will have a panel on distribution
and marketing, and then we will see that B2B,
busi ness-to-busi ness joint ventures, begin to shade
al nost inperceptibly into B2C, busi ness-to-consuner
joint ventures, and we will exam ne problens that could
arise in that context.

So, let ne initiate the program by thanking al
of you who are here and who are willing to | end your
time and your intelligence and your experience to this
project. These prograns in ny view have been i mensely
val uabl e. They are sone of the very best things the
Comm ssion has done in the |last six years, and as |'ve
said on other occasions, the | aw enforcenent side of
t he agency is not here | ooking for enforcenent targets.
W are here to learn fromyou, to |l earn from each ot her
and to try to take the neasure of what | think is, in
general, an imensely prom sing new form of business
or gani zat i on.

So, with that, let ne turn the programover to
Susan DeSanti, director of our policy planning office
and the architect of this program

M5. DESANTI: Thank you very mnuch, M.

Chairman. | can hardly claimto be the architect of
this program That accol ade goes to ny staff, Bil

Cohen, Gail Levine, Hllary G eene, Mchael Woblewski,
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and Angela W son, who worked so hard to put this all
t oget her.

| just want to take a couple of mnutes to add
alittle bit nore detail to the picture that the

Chai rman has gi ven you.
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the B2Bs will play in the future business environnment
| ies sonewhere between all the hype and the gl oom and
the doom I|ike nuch else inlife.

On the one hand, it certainly seens to be the
case that sonme of the initial business nodels for B2Bs
may not pan out, and those who entered into B2Bs with
vi sions of high-tech I PO valuations dancing in their
heads have had their dreans dashed, but on the other
hand, we do hear fromantitrust counselors that they
are working with plenty of B2B clients who are
diligently figuring out how best to make a B2B to work
and add significant business value, and this does seem
consistent with what we heard fromthe old-tiners at
t he workshop | ast June, those people who had actually
been runni ng B2Bs since August of 1998, and what they
said is it takes a lot of tinme and work to figure out
how best to structure a B2B and to produce value froma
B2B.

Moreover, it's the rare analyst who predicts
t he conpl ete dem se of B2Bs. Rather, nost predict a
period of consolidation and perhaps sone reeval uation
of the business nodels that underlie B2Bs. So, just as
B2Bs thensel ves are working on a nore conpl ete
under st andi ng of how best to structure them how best

to get value fromthem and how best to operate, so we
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t hought it would be appropriate to dig deeper into
areas relevant to B2B antitrust issues that were not
fully explored | ast June.

To do this, as the Chairman noted, we're going
to be using hypotheticals, and our hope is that the
fact-based patterns of the hypotheticals will help us
del ve deeper into the nitty-gritty issues so that we
can really enhance our understandi ng of how B2Bs

operate in the real world.
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What I'd like, rather than identifying themen
masse at the beginning, if you would briefly identify
yoursel ves and your firmthe first tinme you respond to
a question, that would hel p us.

To go through the panel, when you have an
answer that you'd like to suggest, if you could just
try to attract ny attention. | understand your nane
tents are taped to the table, so you can't turn them
up, so just raise a hand and I'll try to spot you.

As has been nentioned, we're working from sone
hypot hetical s today, and the text of themis in the
handout, in the bl ue-bound volunme that you have. What
|"mgoing to do is just very briefly go through sone of
the initial facts, the basic facts. [I'mnot going to
give all the details that are in that handout, and here
we go.

Case study one involves evaluation of a B2B
nmerger. In essence, there are three B2Bs, A B, and C
that are com ng together and propose to nerge, form ng
-- they don't have a lot of creativity here, they are
formng ABC. The B2Bs are used for buying and selling
a product called wi dgets. There are nunerous producers
of wi dgets and nunerous buyers of the w dgets. The
wi dgets are purchased through four B2Bs and through two

of fli ne whol esal ers.
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Qur little chart here shows the basic facts for
the industry, 25 sellers. Sellers one through five
canme together to found B2B A. Sellers six through ten
founded B2B B and 11 through 15 created B2B C. B2B D
was not founded by any particular group of sellers.
It's used by the other sellers in the market. Al 25
al so make sone sales through X and Y, the two
whol esal ers.

Mar ket shares for the wi dgets are depicted down
below with A and B each at 10 percent of the buying
volune, C also at 10 percent, D at 20 percent, and X
and Y, each 25 percent.

Looking at the four B2Bs who are anong the
princi pal players here, A, B and C, who are formng the
nmerger, have all devel oped catal og operations. Dis a
little bit different, it's alittle bit specialized.

It has a catal og operation Iike A, B and C, but it has
al so put together an auction systemfor malfornmed

wi dgets, seconds, excess inventory and discontinued
itens.

The B2Bs differ in their rates of error, they
differ alittle bit in their speed of delivery, they
differ in the packages of ancillary services that they
offer.

Looki ng over at the two whol esalers, X and Y,
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we find that in general they're slower than the B2Bs in
fulfilling orders, they have sonmewhat higher rates of
error, and they're a bit nore expensive. The
hypot heti cal says that they have a 10 percent markup
over the price that they pay and that this is a little
bit -- this is nore than what the B2Bs mark up. It
doesn't give you an actual percentage, a point of
conparison, for the B2Bs. W can discuss the
i nplications.

Now, the parties have cone forward with this
nmerger. They basically offer two reasons for it. One,
they point to supply-side scale economes. They say
that comng together will allow themto spread the
expense of their software and their hardware over a
greater vol une.

They also tell us that buyers want access to a
wi der range of sellers than any one B2B is offering
themright now, and in effect, it's setting up sone
sort of network effects here.

So, this is the chart you've already seen, [|'l
leave it up there as we talk, and we can start to delve
into the hypo.

| thought probably a good starting place would
be to begin to discuss rel evant market issues, and

perhaps what | would like to do is throw out to the
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panel the question of the whol esalers, which is an
obvious one in the rel evant market. W have got a
nmerger of online B2Bs. Wat about the whol esalers, the
off-line sellers, would they likely be in the sane
mar ket ? \What do you thi nk?

Meg?

M5. GUERI N-CALVERT: | think the starting point
for figuring out whether or not they're in the market
is to focus on how one woul d go about finding out what
t he candi date market or the narrowest market woul d be
and using the standard that is in the guidelines as
| ooking at what's the group of sellers that if they
acted collectively could raise and nmaintain prices
wi thout | osing sufficient sales to soneone el se.

So, if all of the exchanges were to get
together, in essence, could they raise and naintain the
price of their services w thout causing enough people
to swtch to whol esalers? If the answer is yes, then
the narrowest market, the appropriate market, is the
exchanges.

As you had nentioned, there's a | ot of
information that's in the hypothetical. Sone of the
things | think one would want to | ook at to distinguish
whet her whol esalers are in is that according to the

hypot hetical, this is a world that started out with al
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of the business going through whol esalers. There were
no direct sales at all, which suggests that the B2Bs
that have entered and now acqui red about 50 percent of
the services nmust be engaged in offering sone services
t hat have a |l ot of cost savings. And I think the
inquiry should really focus on a couple of basic
t henes.

One is what is the nature of the products and
services that are really offered by these B2Bs? Is it
just the ability to conplete the transaction? 1Is there
sonmething in the catal og services that sufficiently
differentiates those services fromwhat's offered by
t he whol esal ers?

What I'mthinking of is an exanple |ike
conputer reservation systens that collect a | ot of
informati on, manage it and process it and cones up with
a different product than sinply reducing transactions
costs and search costs.

| think the other things | would |look for to
try to distinguish it is are the consuners right now,
the buyers that are buying fromall of these sellers,
tending at current prices to switch between the
exchanges and the whol esalers, or is it the case that
the 50 percent of purchases that are still sitting at

t he whol esal ers belong to buyers who for whatever
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reasons only can purchase through whol esal ers?
So, | think we would want to | ook at whet her or
not there's swtching, going back and forth, or whether
in the event there was a nodest increase in the price

of the exchange services, whether or nt to |oost3lbrice



1

bet ween t he exchanges on the purchaser side and the

16
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provi ding and perhaps nore just-in-tine delivery
servi ce.

So, | think you need to know nore about the
servi ces being provided by the whol esal ers as conpared
with the B2B exchanges to find out whether the
difference in markup reflects a difference in the val ue
of the services provided.

MR. COHEN: | saw Janusz signaling. Before |
throwit to you, let nme add a little bit nore
conplexity to this.

I f we were thinking about how to apply our
standard 5 to 10 percent price increase test, would
there be particular problens here given that the B2B
mar ket really has not quite settled out yet and people
may not have yet reached the price level at which they
are going to be operating to be able to sustain
profits?

MR. ORDOVER  That, of course, is a
conplication. Actually | wanted to start with a
di fferent conplication, because all the easy things
were said very well and all the hard things were said
very well, as well, so | have to put in another hard
thing, and that is that we have a vertically integrated
situation here, which that has put a bit of an

anal ytical spin on how you deci de what the rel evant
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1 mar ket is and whet her the sinple and profound
2 application of the guidelines that Meg tal ked about is
3 going to give us all the answers that we need.
4 In fact, it would seemthat one issue that one
5 may want to ask one's self in asking what will happen
6 in the event of hypothetical price increase, | presune
7 a price increase for the transaction cost, will be
8 whet her or not the sellers would be willing to abandon
9 their vertically integrated exchanges and provide the
10 product to the conpeting whol esalers, who in principle
11 are an alternative venue.
12 So, | would be thinking that whereas in the
13 gui delines the market definition analysis is correctly
14 focused o
e ve allough buywillsk o 8 whet her 1i ncr eandon

B( Koc Tky pochanss-uj Ton aTs T 8 whet her 1rti caabl T*j Tysi di or
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fallacy of trying to define markets off of prices that
somehow have been driven too close to collusive |evels
by the actions of the participants, but here possibly
the prices may be too | ow, because the service is new,
there could be pronotional selling, trying to attract
custoners to the B2Bs away fromthe whol esalers. There
could be an attenpt to actually discover what the
market will be wlling to pay for the services provided
by the B2Bs.

So, again, this is a correct conplication and
t he one that guidelines do not really have that nuch to
say, but it's conceivable that one may want to | ook at
what's happened perhaps in some other B2B exchanges,
whether, in fact, the initial pricing strategies, such
as penetration pricing and the discounting in order to
get people accustonmed to these new services, or whether
the traditional pricing is that of |ooking for the
hi ghest possible price and then continually discounting
off of it.

So, whether or not the price is too low or too
high, | nmean, it's very difficult to say. It's quite
clear, just if we are allowed to come back to the
reality of these B2Bs, that whatever the price they
charge, the services which they deliver do not seemto

be that attractive to that many customers, and that is
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obviously an issue that suggests that either they wll
have to inprove the services or they will have to
change their pricing nodel or both in order to nake
t hem sust ai nabl e and vi abl e.

So, | think that we have a | ot of issues on how
to define these markets for both dynam c and vertica
i ntegration reasons.

MR COHEN. Bill?

MR. BAER  Thanks.

You know, just to follow up really on Bill and
Janusz' point, practically looking at this, you'd
really want to be dynam c in your view, because what
you have is an unusual situation in the B2B environnent
where there's al ready been about 50 percent
penetration. That makes this a very unusual fact
pattern in terns of what |'ve seen, and you' d want to
| ook very closely at the docunents, in particular of X
and Y, to see what their responsive strategy is.

It would be instructive as well to find out --
and this would go to the question of uncommtted or
commtted entry by X or Y -- if they have already given
up 50 percent market share and don't have an
alternative electronic site of their own, what the heck
is going on in this marketplace? And you really may

end up concluding that -- somewhat unusually -- this is
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all one way pull away fromthe traditional whol esale
chain, and they nay have no way of getting it back

One other efficiency that may explain it is |
think this assunption of a dramatically reduced error
rate over what the traditional whol esal ers woul d do.

MR. COHEN: | amgoing to have to be the nean
guy in this and nove us on to additional topics as we
try to get through all the issues that we want to
di scuss in the nerger.

Let's nove on to the issue of trying to
identify market participants and rel evant market shares
here, and | guess I'd start you out with a question of
-- and it's been touched on already -- whether there
are likely to be unconmtted entrants here. X and Y
are already whol esaling here. Wat wuld it require
for themto nove into the online sector?

What about the possibility that private
i nt ernet - based networks m ght be turned to constrain
price? Are these likely to be uncommtted entrants?
How do we think about who should be, if not in the
mar ket right now, who's al nost there?

Deb?

M5. GARZA: Well, | -- is this on? kay.

| think that's right, that -- your question or

hypot hetical went only to the whol esalers, and it would
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seemto ne that whol esalers, at least in the way the
scenario was printed out, are at great risk of either
having to exit the market or being conpletely
margi nal i zed to just a warehousing or shipping
function, which was suggested, that a particul ar
conpany perform ng an aggregation service and they're
al ready allow ng buyers and custonmers to manage their
inventory costs, and presum ng they're providing sone
conparabl e ancillary services that the online
mar ket pl ace i s providing.

In addition, there is, as you nentioned, the
private internet trade networks, and then there are the
other B2Bs that are out there presumably that are
devel oping their own platfornms through which training
can occur and val ue-added services can be added, which
| would think would al so be uncommtted entrants,
because it would be fairly easy I would think to expand
from what ever they were doing to -- from-- you know,
gi dgets to w dgets or whatever

So, | would think that there actually would be,
besi des the whol esal ers, a whol e range of other -- of
potential uncomritted entrants.

MR. COHEN:.  Yes, Mark?

MR. POPOFSKY: Well, | think one of the

interesting issues is sellers 16 through 25. W see
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here three B2Bs which are industry sponsored in A
t hrough C, then we see D which has apparently no
i ndustry sponsor, which has a sonmewhat differentiated
busi ness nodel, and the question | proposed is what
happens if A through C collectively raise price?

One interesting issue | think is whether you
could have 16 through 20, 21 through 25 thensel ves be
consi dered unconmtted entrants. W would have to know
a lot nore about what it really takes to enter this
mar ket .

Certainly the fact that they have sone
interaction with D suggests maybe they shoul d sonehow
take an ownership interest in D and turn Dinto nore
what A through C are doing if that's necessary to
proceed because the infrastructure apparently is
al ready there, and in nmy experience with ny clients,
that's one of the key issues, is how long does it take
to get one of these B2Bs off the ground.

Even if they are industry sponsored, at |east
|"ve seen, it's not that easy, and if the standard in
the guidelines is comng close to triviality for an
unconmtted entrant, it doesn't seemto ne that
necessarily fits the bill unless you can sonehow t ake
advant age of existing infrastructure |like D provides.

MR. COHEN. Thank you.
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Just a note for all the speakers, try to speak
directly into the m crophone. As | said that or
suggested that, | turned away fromthe m crophone.

It's easy to do.

Yes, Roxann?

M5. HENRY: Well, one point that nobody's
actually touched on right nowis this issue of the
exclusivity. Currently, according to the hypothetical,
there is no mandatory exclusivity, but everybody is
exclusive, and that's clearly a factor that you need to
under st and why, because nmaybe there are sone rea
benefits to the suppliers that are com ng through. |
mean, obviously the suppliers' goals here are to sel
as much of their product as possible and to increase
their owm profitability as nmuch as possible.

Rarely, | think, does it turn out that the
seller's notivation is primarily the B2B or to get fees
fromthe B2B. The supplier is usually out there
because they want to sell nore product, and they're
trying to increase their own penetration into the base.
So, the reasons for these exclusivity, | think, really
need to be probed considerably to get an understandi ng
why, because if there's no mandatory exclusivity,
there's sonething el se going on here.

MR. COHEN. Ckay, Jon?
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MR. EKONI AK:  One of the interesting dynam cs
here is the fact that wth X and Y, they're actually
whol esal ers. They buy fromthe sellers and -- or buy
fromthe manufacturers and resell to the sellers. They
actually own the relationship in between.

Now, with the B2Bs, they're actually
facilitating direct trade. They're not taking
ownership, they're not playing a role there, they're
enabling a buyer to talk directly to the seller. So,
they're actually taking less of a role and | ess of an
ownership stake in the transaction, which is actually
providing better information frombuyer directly to
seller.

In the old world, with X and Y, there was
actually -- it benefitted both X and Y to maintain that
informati on thensel ves and not | et anyone el se get at
it. That way, they could take the extra fee and the
extra profit because of inperfect information.

| think with the B2Bs, they're providing nore
perfect information out there. So, what we'll see is
it's obviously noving, and with the market share going
up so fast, it's obviously noving to nore perfect
i nformation.

So, the challenge is can other players actually

conme in and capture sonme market share fromthe existing
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B2Bs? And | think we have to look at it fromwhere the
wi dgets play in the overall scheme of a product.
There's obviously an opportunity for other players to
cone in that m ght have set standards, m ght have set
trading rules that could actually circunvent where the
wi dgets are pl aying.

So, for exanple, if the wdget is a small piece
of an overall product, sonebody wi th nore market power
can actually cone in fromoutside the w dget industry
and inpose their own rules, and the w dget makers woul d
have to conformto these.

A great exanple would be in the marketplace for
autonotive products. |[|f sonebody is making an engine,
well, they mght actually have very little contro
versus the CEMs who are actually manufacturing the
entire cars thenselves. So, if the widget is just a
smal | participant in there, other players can easily
come in if they have nore market power.

MR. COHEN:. Before turning to theories of
anticonpetitive effects here, let's just take one nore
guestion about sonme of these market shares that you see
up there. We wote these nice little boxes, 10
percent, 10 percent, 10 percent, et cetera. |'m
wondering, should we regard this as having any great

nmeani ng right now given the early stage of the industry
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and the transitions that are going on, or should we
nore or |ess be counting heads or using sonething |like
a bid nodel in this type of setting?

Any reactions?

Meg?

M5. GUERIN-CALVERT: | think in general it's
worth it to | ook beyond the market shares, because if
we're looking at it as if it were a whol esal er plus B2B
market, it would be pretty inportant to ascertain
whet her or not that 50 percent that X and Y have is
relatively stable or still in the process of flux. At
nost it |ooks at what the volune has been that has been
won rather than the capacity.

Once again, one of the things that, again, many
of the comments have touched on that would be
worthwhile to try to identify is the extent to which
sellers, particularly 16 through 25 that are sitting on
D, have sufficient w dget capacity that they could
expand to have essentially all of the buyers' needs net
over D

| think kind of inplicit in all of the comments
so far has maybe been both a capacity constraint on the
part of the sellers and al so sonme sort of possible
dedi cations, as Roxann's point, between the B2B and the

seller and the buyer. To the extent both of those



© o0 N o o -~ wWw N P

N N N N N N P B R R R R R R R
ag A W N P O © 00 N oo O »d W N - O

28
things don't exist, then it would be nmuch nore

appropriate to |l ook at counting heads rather than

shar es.

MR. COHEN: Yes, Joe?

MR WNTERSCHEID: And | think a lot of it
bears on Roxann's point, as well, on ease of sw tching;

that is, explaining why there does seemto be de facto
exclusivity and how easy it is to switch. | think that
woul d be very telling as to the significance of the
mar ket shares if they have any significance at all.

MR. COHEN:.  Ckay, Al ex?

MR. G BBONS: Yeah, I'd |ike to just build on
what Joe said before, because | think it's extrenely
inmportant to | ook at the fungi ble nature of the w dget
or the -- I'dreally look at it as three very specific
scenarios that can be | ooked at with this particular
hypot heti cal, and then based on these three
possibilities: Is a wdget sonething that's conpletely
fungi ble, therefore a compbdity of basically the sane
quality, a commodity in this marketplace, or is it
differentiated by the product itself, or thirdly, is it
differentiated by services attached to that product,
out si de that product?

If we ook at the first, and | think the best

assunption for this hypothetical is starting off with
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the comoditized wi dget, then to nme the market shares

don't matter as nuch, but also the pricing is sonething
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Janusz?

MR. ORDOVER: Well, | think that obviously
there are serious scale and scope econom es and the
nmerger may marginalize D, although D seens to have a
somewhat specific business plan that does not
necessarily relate so nuch to the way you descri bed A,
B and C in your hypothetical.

| amnot quite sure why or whether or not a --
this tipping to A, B and C as being the nost | eading
B2B necessarily creates conpetitive concerns, as |ong
as one buys into the rest of the story that has been
going on, which is that there are all these other
forces operating on the B2B market pl ace that enable, in
this particular case, the buyers to | presune get
around the B2B bottl eneck and procure w dgets fromthe
sel l ers.

Now, on the other hand, if the sellers are not
willing to participate in these alternative venues,
then the constraint will be | essened, but | think that
woul d go back to our old market definition. It seens
to ne that if at least the first unilateral effect that
one woul d want to be concerned about is whether or not
the sellers, who seemto be many -- 25 sellers is a
mar ket that one rarely encounters nowadays -- whet her

or not they mght be willing to use the B2B in a way
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that | guess Krattenmaker & Salop called the
"cartel meister."

There is a way possibly to | essen horizontal
conpetition anongst the suppliers of these widgets to
t he buyers which cannot be acconplished if they deal
either directly with each other or through these
whol esal ers perhaps, but there m ght be a way to do so
if the sellers have an interest in these B2Bs and, in
fact, are willing to take their profits through
transaction prices at the |l evel of the B2B.

| would view that as a possible source of
concern, setting aside whatever the coll usive,
facilitating availability of information exchange and
so on may arise on the B2B, but | would focus at | east
as a step one to get around the question of whether or
not the transaction price, actually the fees that would
be charged for selling and buyi ng, whether those would
be possibly el evated, even though in sonme sense it
hurts the sellers, because they would be payi ng sone
portion of it and the buyers may be payi ng anot her
portion, but whether or not that would enable themto
| essen horizontal conpetition at the w dget
manuf acturing and selling |evel.

MR COHEN. Bill?

MR. KOLASKY: Yeah, | want to follow up on a
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couple of points. One, on the last point that Janusz
made, that is really one of the key facts here, that A,
B and C were all founded by w dget nmanufacturers
t hensel ves, and | would think that in thinking about
unil ateral effects, you start with the prem se from
GIE- Syl vania that in ternms of the cost of distribution,
t he manufacturers' interests are generally aligned with
t hose of the consunmer, and you woul d have to ask why
would it be in the interests of the w dget
manuf acturers who founded A, B and C to nerge the three
t oget her.

| would at least start out with a very strong
presunption that their interest is in trying to nmake
di stribution nore efficient, not in terns of capturing
mar ket power and raising the cost of distribution.
There is, of course, the possibility that it's designed
to facilitate collusion at the manufacturing | evel, but
that seens on the facts of this hypothetical somewhat
i npl ausi bl e given that 40 percent of the w dget
capacity, at least, is in the hands -- is not involved
in AA Band C. That's the first point that I would
want to make about this.

Second, in thinking about unilateral effects,
think it's very difficult and artificial to tal k about

anticonpetitive effects without at the sane tine
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tal ki ng about efficiencies. The hypothetical breaks
t hose two questions apart, and | think you really have
to bring themtogether sonmewhat.

| think one of the nobst interesting facts in
this hypothetical is that before the advent of the B2B
exchanges, there were only two whol esal ers who
accounted for 100 percent of the distribution market.
That suggests that there are, in fact, very strong
econom es of scale here that perhaps show that the
aggregation function is a very inportant one and that
buyers very much val ue having access to a | arge nunber
of sellers through a small nunber of whol esal ers.

That, again, to nme reinforces the argunent that
the Iikely explanation for this nmerger is an efficiency
expl anation rather than a market power explanati on.

MR. COHEN. Deb?

M5. GARZA: Yes, | agree with Bill, and it kind
of feeds off of what Roxann has said, as well. It
seens to ne that the way the scenario was |laid out,
there have to be really strong efficiencies associ ated
with enlarging the network, and presumably the sellers
are participating in, as are the buyers, because of
t hose efficiencies and because of the distribution
efficiencies which the hypothetical indicate are fairly

strong given that the cost is |lower than the
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di stributors' costs, X and Y.

But in addition, as Roxann said, | would think
that the sellers' primary notivator would be to drive
sales to thenselves, to increase their volune of w dget
sales. It's hard to believe, unless there is sonething
unusual about the way they are structuring their
distribution fees, their transaction fees, that they
are really going to be notivated by being able to
i npose a high transaction fee cost on the buyers and
try to make it up there.

It would seemto ne that what you're really
going to find with 25 sellers is a lot of conpetition
that is going to basically conpete away, within the
price of the w dgets, any kind of excessively high
transaction fee you have anyway. So, | would be
cynical at the outset that the purpose of the nerger
woul d be to allow the parties to exercise unilatera
mar ket power with a transaction fee.

MR. COHEN:  Yes?

M5. HENRY: Let nme al so point out that part of
your notion on the network effects is that there's
going to be -- because of the increased volune, there
is obviously a lot of scale efficiencies to be gotten,
but when we're tal king distribution, you don't

necessarily have to tal k about w dgets. What's to
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prevent D from sinply expanding the products that he
serves through his network? He can expand his B2B to
provi de ot her products to the sanme buyers and possibly
get sone of those scale efficiencies as well. There's
a lot of ways to get scale efficiencies that are not
just scale efficiencies fromdistributing nore w dgets.

MR. COHEN:  Yes, Joe?

MR. W NTERSCHEI D:  Just on the -- first, |
guess just on the assunption that there's a potential
for tip here, I mean we don't really know that. It's
not even suggested in the facts. And what we know is
fromthe facts or what seens to be assunmed is that a 10
percent isn't enough, but we don't know what woul d be
needed to even give rise to a possible concern.

Second, even assuming that there's a potential
for network effect or tip, that really doesn't in and
of itself raise an issue either unless there is sone
| ock-in effect. Again, network effect in and of itself
shouldn't be a concern. In this environnment it's
usual ly a benefit, unless sonething else is going on
that gives rise to that concern

MR. COHEN: W have got a variant com ng which
is going to add a | ock-in issue.

Meg?

M5. GUERI N- CALVERT: One thing that suggests
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that there isn't a lock-in at the buyer level is that
the facts seemto indicate that right now anyway al
t he buyers can freely float anong the four networks, as
well, it seens possibly, with the whol esalers as well,
and so it doesn't seemthat we have a starting point
factual situation where the buyers in general to nake
some w dget purchases have to be just on one network.

| nmean, that obviously is where it goes next,
and there is sonme suggestion that the sellers, as
Roxann pointed out, may be dedicated, but | think you'd
really want to look for it at both Ievels to have a
real concern about tipping for the reasons that Joe
sai d.

MR OBREN | wanted to pursue just a little
bit further this point about how the B2B feeds back
onto incentives of the suppliers, which was the point
that Janusz raised. And Bill, you indicated there were
probably strong econom es of scale in the whol esaling
function or the internedi ate | evel between the
suppliers and the purchasers. And if it were the case
that this new technology that's being used in B2Bs
created sonme kind of seismc shift, which sone fol ks
alluded to earlier mght nean X and Y woul d be out of
the picture, the alternative whol esalers, | would

suggest that it becones probably even nore inportant
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the nore concentrated that whol esale level is to pay
attention to the kinds of incentives that Janusz
rai sed.

In particular 1"'minterested in whether or not
we' re concerned about, you know, the nature, the
structure of the B2Bs in terns of the decisions they
make, how the decisions are made and how profits are
di vided and how that feeds back into the suppliers
incentive. So, | just wanted to ask a few questions
rel ated to these issues.

First, with respect to the scope of the B2Bs'
deci sion meking, | assune all at the table here are
assum ng that pricing decisions continue to be nade
i ndependently by the sellers in this scenario.

kay, so then if that assunption is fair, let's
go and ask, well, what decisions does the B2B nake and
shoul d we be concerned if, for exanple, through this
merger certain decisions that were previously nmade by
sellers or certain investment decisions or what have

you are now going to be nade by the B2B?
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efficiencies, and I would agree with many of the