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eNOM COMMENTS ON FINAL

REPORTS ON COMPETITION AND PRICING

‘I think there is a world market for maybe five computers’.  Thomas Watson, Chairman of IBM, 1943 
1.    INTRODUCTION

The following are our views on the two recent reports prepared by Professor Dennis Carlton for ICANN regarding ICANN’s Proposed Mechanism for Introducing new gTLDs, as well as our further comments on the issue of demand and competition surrounding new gTLDs.  

We submitted extensive comments on Professor Carlton’s first two reports as well as an analysis of the overarching issue of Demand and Economic Analysis.  We invite you to (re) read our comments and analysis at http://forum.icann.org/lists/comCompetition-pricing-prelim/pdfkfClFutPev.pdf.

Some of our comments, thoughts and ideas from that submission are discussed again in this document.  As we previously stated, our analysis is not based on academic or professional expertise in economics but rather on 12 years of practical experience in the various business related aspects of the DNS.  Currently, we are the number two ICANN registrar by volume, with 12 million domains on our platform.
2.   SIGNIFICANT DEMAND EXISTS FOR NEW gTLDs

Consumer demand for new gTLDs certainly exists, although it is difficult for a “study” to prove so.  However, we believe the following data and examples may be helpful in understanding the consumer demand that exists for new gTLDs and domain names in new gTLDs.

Our experience and that of many registrars shows that 70 percent of consumers cannot and do not get their first “name of choice” when selecting a domain name.  For example, someone interested in “maryshair.com” will likely have to resort to something like “maryshairinomaha.com” for their website.  With new gTLDs Mary may be able to get marys.hair or maryshair.salon or mary.style.  A movie studio cannot get blazingsaddles.com because it is owned by a San Francisco bike rental company, but with new gTLDs they could get blazingsaddles.movie.
For generic names, a wireless company cannot get clear.com except for $500,000 on the “after market” (the non-Registry market) but they may be able to get clear.phones, clear.wire or clear.web for $50 or less when new gTLDs launch.  That is a 10,000 fold price reduction, and for a better, more meaningful, name. 
This reality applies to trademarked names as well as generic names.  For many trademark owners, perfect fits are already taken in .com.  Thus, there is only one delta.com, united.com, andrew.com and apple.com.  However, there are multiple Trademark holders for each of these words (in trademark different classes).  Therefore, United Van Lines, who lost out to United Airlines for united.com, may be able to get united.shipping if new TLDs launch.  Or the dominos family may be able to dominos.family since dominos.com is taken by the pizza company.

A simple perusal of the registered domain names demonstrates that individuals, businesses (large and small), some with trademarks, some without, clearly find sparse availability of desirable names in the current primary (Registry) market. Many registrants are resorting to strained versions of their name just get some “real estate” in existing TLDs.

And, speaking of the after-market, here are a couple of examples from Sedo, a leading auction site for domain names.  So, instead of a consumer having to pay this company: 
a.  $50,000 for RESUMES.COM, with new gTLDs, a better option for that consumer might be RESUMES.ONLINE for $20;  or
b.  Instead of $500,000 for THEATERTICKETS.COM a better option for that consumer might be THEATER.TICKETS for $25
Again, many individuals and serious business enterprises believe there is demand for new gTLDs and are already investing significant time and money in anticipation of new gTLDS.  They don’t need a study to direct their entrepreneurial endeavors, just like many entrepreneurs before them.   Furthermore, “demand" is hard to prove and certainly impossible to quantify before launch of new technologies and products.  Did the U.S. Government know there would be "demand" for HD programming, 300 channels, pagers, cell phones, wifi, text messaging, etc when it auctioned more spectrum? On that same subject, was analysis done to determine whether the projected new benefits were worth the costs associated with content problems such and intellectual property  piracy or pornography?  One simply does not prove that demand exists with a study.  That is not how real markets work.  There is economic demand when a product or opportunity is offered and people buy it or use it.  For example, was there economic demand for Federal Express?  There was no study done.  It was not a process that took nine years.  But once FedEx came into existence, magically, great demand was there.  Was their demonstrated demand for Google?  For eBay?  For computers themsleves?  In 1943 the CEO of IBM said “I think there is a world market for maybe five computers.”, and in 1977 the CEO of DEC said “there is no reason for any individual to have a computer in their home”
The bottom line is that there is a need and demand for many new gTLDs.  The current selection of gTLDs is similar to a hypothetical situation of the US Patent and Trademark Office having one trademark class called “misc”, then adding one called “information” then a few years later, adding another called “asia” and another called “museum”.  Most trademark applicants would use the “misc” class – that is the one that fits them best because most trademarks don’t fit the other, three available classes. If there weren’t more classes, everyone would pick “misc”.  One can’t use the fact that everyone is picking “misc” to argue that more trademark classes are not needed.  This is a self-fulfilling argument.  
	3.   NEW gTLDs WILL FOSTER COMCOMPETITION

Specific new TLDs like .clothes will not necessarily take a huge proportion of business away from .com but they will compete in myriad ways.  For example, .dresses or .fashion may compete with .com  much the same way a women’s fashion store competes with Neiman Marcus without taking away a significant amount of Neiman’s overall business.  However, it’s not inconceivable that truly generic new TLDs like .web may eventually compete directly with .com.  General Motors had half of the U.S. car market in the 1950’s….before Toyota and other “little guys.”  Should we disallow a firm such as Tesla Motors (with their innovative electric cars) from entering the market because an existing firm has dominant market share?  No, we believe the exact opposite is true.
Further, as Professor Carlton notes, it is confusing the issue to focus solely on how new gTLDs will effect existing registrants and existing TLDs and not focus on the impact of new gTLDs on new registrants.  Carlton points out that “The DOJ (U.S. Department of Justice) suggests that new gTLDS may not provide substantial competition for .com and other existing TLDs, stressing the ubiquity of .com and the fact that existing registrants face significant costs switching to another TLD.  Even if this is the case, this logic does not extend to competition between .com and new gTLDs to attract new registrants.  (Report of Dennis Carlton for ICANN regarding ICANN’s Proposed Mechanism for Introducing new gTLDs, June 5, 2009, page 12).  There are barriers to switching (from com or other existing TLDs) but these are not insurmountable.  It’s a cost to switch telephone numbers because people are known at their current number, and it’s on things like their business cards, yet people switch phone numbers all the time.
It is indisputable that new gTLDs will bring many more new domain names and as Professor Carlton points out, “any market power associated with .com will attract entrants with strategies built around brining in new registrants to the new gTLDs”  Furthermore, the “benefits of entry are the increased set of alternatives available to consumers….”  Finally, in good economics-eze, Carlton makes the obvious but not always recognized point that “consumer welfare is enhanced because product variety increases and output expands, resulting in consumer surplus.”  (Report of Dennis Carlton for ICANN regarding ICANN’s Proposed Mechanism for Introducing new gTLDs, June 5, 2009, pages 11-12). All of these statements by Carlton are consistent with our real world experience of the domain market.
Although it is possible a single, new TLD will emerge to threaten or eclipse .com in size, we think it is far more likely that competition from new gTLDs will cause .com to lose market share to the cumulative effect of many smaller to medium-sized TLDs.  Previous new gTLDs were less successful competing with .com there were few of them (and hence they lacked overall market visibility), and their selection process encouraged constrained business models.  This round will be more successful because there will be more TLDs and they will not have to constrain their business models.  

The market for gTLDs will foster competition if allowed to operate like most other markets and real estate in general.  Government generally don’t limit “storefront” space in the physical word, thus, a woman’s clothing store can open in the same mall as Neiman’s, or across the street or across town and compete for customers who buy women’s clothes at Neiman’s.  In our view, TLDs should compete with each other on price, availability, perceived value and features –like the overwhelming majority of other products do.  We think this will be more beneficial to consumers than arbitrary and expensive to manage price controls.

As previously noted, many ccTLDs out-compete .com in their markets. It seems illogical to us that national identity would be the only affinity strong enough to create this competition with .com. As more TLDs are introduced we think affinity groups (large and small) will place a higher brand value on their new TLD than they do on .com.   

In commenting on ICANN’s Draft Applicant Guidebook for new gTLDs, or “RFP,” the United States Department of Justice says that some new gTLDs "envisioned by the RFP likely would have market power" and in the next sentence says "the creation of additional gTLDs is unlikely to constrain the exercise of market power by existing TLDs, especially the .com registry operated by VeriSign."  Essentially, their point is that there is nobody who can diminish ".com" but some new gTLDS may be successful at exercising market power in their small ponds.  Certainly many country code TLDs that were liberalized years after .com have now overtaken .com market share in their countries.   But, we believe if there are enough small ponds, collectively, they should compete with .com.  And, even the small ponds like .sports will compete with .com for small segments of .com names just like a boutique running shoe store competes with “Dick’s Sporting Goods” for shoes, but not their entire inventory. 
The following comments of Professor Carlton reflect our beliefs and our experience in Internet Commerce, as they reflect the experiences of millions of entrepreneurs before us in other industries: 
	
	


	
	
	

	“Like other actions that remove artificial restrictions on entry, the likely effect of ICANN’s proposal is to increase output, lower price and increase innovation.  This conclusion is based on the fundamental principles that competition promotes consumer welfare and restrictions on entry impede competition.”  “The availability of new gTLDS also offers increased opportunities for registries and registrars to develop innovative services or business models that could provide significant opportunities for increases in consumer welfare.”  (Report of Dennis Carlton for ICANN regarding ICANN’s Proposed Mechanism for Introducing new gTLDs, June 5, 2009, page 6).
4.   CONCLUSION   

We continue to have the same opinion as we did when we made comments on the first version of the DAG, in 2008:   “Some have asked why we need new TLDs at all, suggesting that consumers are not clamoring for them.  We think such arguments display a misunderstanding of the nature of innovation.  The most productive and beneficial developments in science and business have rarely been the result of broad public demand for a specific development.  Rather, the very concept of innovation means that most people did not think of the idea until after its introduction.  We are reminded of the introduction of FM radio when some questioned the need for change on the grounds ‘we already have radio’, since AM already existed. We believe just as FM and its following technologies resulted in higher quality service and choice for consumers, new TLDs will also begin a second phase of innovation and service improvement for DNS users”.
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