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1. Introduction

Authorship

This white paper represents the views of the three commercial user constituencies within ICANN’s Generic Names Supporting Organisation (GNSO) – Commercial and Business Users (BC), Internet Connectivity and Service Providers (ICSPC), Intellectual Property Interests (IPC).   
The white paper builds on several years of thinking outlined by the constituencies in previous papers (annex 3). Moreover, many conclusions reflect the opinion of the entire Council in its June 2003 report to the ICANN Board.
Interpreting ICANN core values
Of ICANN’s core values, there are two which are most relevant to new generic top-level domain names (gTLDs).
Core value 1: “Where feasible and appropriate, depending on market mechanisms to promote and sustain a competitive environment”.
· So there is no obligation on ICANN to create new gTLDs but to create “competition”.
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But as can be seen from the chart of the market share of today’s 46m gTLD registrations, there is not yet sufficient competition at the registry level.
Core Value 2. “Introducing and promoting competition in the registration of domain names where practicable and beneficial in the public interest”.
· So new gTLDs should not be regarded as a business opportunity for future registries and registrars but should serve the “public interest”. New gTLDs should only be introduced because there is a public interest for different types of gTLDs than those currently in existence.

2. A market-driven approach to new domain names based on added value 

Five principles should determine all future expansion  

The conclusion of the analysis in the introduction is clear. Name space expansion should create added value. Where there is added value there will be consumer demand. In this way expansion will both enhance competition and be in the public interest. In a global market economy added-value means differentiation and a practical way to achieve this is if all new names meet five principles of added-value:
	1
	 Differentiation 
	a gTLD must be clearly differentiated from other gTLDs

	2
	 Certainty 
	a gTLD must give the user confidence that it stands for what it purports to stand for

	3
	 Honesty 
	a gTLD must avoid increasing opportunities for bad faith entities who wish to defraud users

	4
	 Competition 
	a gTLD must create value-added competition

	5
	 Diversity 
	a gTLD must serve commercial or non-commercial users


Notes: Guidelines on the practical use of these principles can be found in annex 1.
Build a logical names space by adherence to the principles
The principles in effect self-determine a taxonomised or directory-style domain name structure. This taxonomised structure over time opens up a range of places where individuals, companies and organisations will find a place they want to be, and where users can easily find them. The choice of one name will preclude future non-differentiated choices. 

All future names should be sponsored
Based on the reasoning above (the principles which will create added value) it follows that there is little added value in new unsponsored names. In other words all new names should be sponsored within the ICANN categorization (see annex 2). In time some of these new names will be internationalized domain names.  

New gTLDs should be proposed to ICANN by the registry/sponsor. So long as an application is evaluated to fully comply with the principles and the guidelines, the proposal would be accepted. A thorough evaluation will be able to indicate the reality of the speculated consumer demand.
Sponsored names build consumer confidence
Sponsored gTLDs build consumer confidence because they avoid confusion and limit fraud. In addition, the policing by the sponsor/registry simultaneously solves three important issues: 
· Cyber-pirates will not be able to obtain the names of others. 
· There will therefore typically be no need for costly defensive registration. 
· New WhoIs databases will be verified and therefore accurate.

Guidelines for evaluation of applications
Building upon previous ICANN criteria, annex one proposes practical guidelines for evaluating applications. 

Next steps  

The ICANN Board needs to debate and agree to move forward with only sponsored gTLDs based on the principles and guidelines without delay. 

3. The problem with a laissez-faire market approach to new domain names

- Let a thousand flowers bloom and expect several hundred to die

The recommended approach in section two above is essentially free market-driven with the market itself being encouraged to create added value through differentiation. The alternative to this model is a free for all – laissez-faire economics. Under this model ICANN would accept any applicant for a new domain name from a pre-qualified registry. This prospect is poetically described using Mao’s phrase to launch the Cultural Revolution, as “let a thousand flowers bloom.” Unfortunately, the implications of this mass blooming is that there is an expectation of the downside : …”and so expect several hundred flowers to die”.
An expectation of significant numbers of registry failures in the DNS is against the public interest for the following reasons:

· Consumer protection. Allowing free market investment in a web site/domain in the knowledge that most of the underlying registries will suffer financial collapse is contrary to principles of consumer protection.

· Equity protection. Users buy a domain name to build a web site. They often invest considerable resources in that web site. To see it disappear through no fault of their own should a registry collapse is unnecessarily wasteful.

· Consumer confusion. Forcing consumers to find a organisation at one moment registered in domain X and then, on the collapse of domain X, having to find it in domain Y is unnecessarily confusing.
In short, any supposed benefit of a 100% laissez-fair approach to new domain names has a disproportionate cost due to the increased likelihood of multiple registry failures. 
- The recent expansion of unsponsored names has not bought real competition

The first steps to a laissez-fair approach (.biz .info .name) has not been a success with respect to the creation of real competition. What is the evidence for this? Recent papers from Summit Strategies (SSI bibliography reference 12) and the OECD (OECD bibliography reference 11) provide data on who registered in .biz .info and .name. 
80% of registrants were not new to the market
20% of the respondents were new to the DNS whereas 80% were not. The .name TLD had the highest proportion of new registrants at 44%. The .biz and .info TLDs had the lowest number of new registrants at 16% and 14% respectively.   (SSI survey)
Many registrations were “defensive” registrations to prevent bad faith use by others

Overall 41% of respondents indicated that their registration was defensive. This breaks down to 52% .biz,  41% .info, and 34% .name.  (SSI survey)

Most of those who used the new names thought of them as second choice

Very few people were using the new gTLDs because their first choice wasn't available:  18% .biz, 17% .info, 8% .name. (SSI survey)
Me-too competition is not working: registrants still see added value in .com  .org and .net

There was sizable drop in registrations for .com .net and .org when the new gTLDs were introduced in 2002 but the market recovered within a year and has been growing since. (OECD)

“The primary and secondary market for .com (and .org and .net) proved to be resilient. Currently .com names still command the highest values followed by .net, some national domains and .org." (OECD)
ICANN’s proof of concept approach has led to consumer confusion

"There were reports of significant confusion among actual and potential registrants, registrars, and the broader community following launch of the new gTLDs as a whole. Some confusion flowed from the nature of the "proof of concept" idea, which was to try different start-up mechanisms and see which of them worked best. Registrars and consumers therefore had to learn about not just one new mechanism, but several, and at nearly the same time”.  (SSI)
Summary
A laissez-fair approach of me-too competition runs the risk of multiple registry failures. The market has already spoken with respect to ICANN’s proof of concept with extra unsponsored names and shown it has failed to meet the objective of real competition. Moreover, it has proved to be wasteful in encouraging defensive registrations.
The laissez-fair approach of extra unsponsored names is contrary to the stability of the DNS and contrary to creating competition in the public interest, and so contrary to ICANN’s core values.
4. The problem with an auction model for new domain names

Sell to the highest bidder and hope that they have got it right
ICANN has indicated it may experiment with an auction model for the allocation of new domain names. This follows a suggestion aired though not justified in a 2004 paper from the OECD telecoms working party (bibliography reference 11). The paper compared an auction model to the laissez-fair model but regrettably did not address the quality benefits inherent in the added-value sponsored gTLD model.

On the surface an auction model is more desirable than a 100% laissez-faire approach as the market would decide by price on the viability of success. But the approach has several drawbacks:

· Not so market-driven. An auction model may rely on a third party to dream up the names to auction. Who will that be? ICANN? Who says these will be the right names?  

· Introduces bias. A work-around would be to allow the names to be proposed by the first prospective registry and then allow others to bid. But in such a case the latter bidders would always be at a disadvantage with respect to preparedness and their ability to assess the upper limit on a viable auction bid. 
· Still no added value. Without the principles of differentiation, certainty and honesty an auction model has no inherent ability to add value in the public interest. 

· Market distortion from market hype. As the global bids for third generation mobile telephony have shown, even experienced companies may be tempted to grossly overbid in an auction model. The Internet has had its share of hype and will continue to do so. The prospect of the “winner’s curse” is real.
· Potential to be anti-competitive. An auction model has the potential to favour the existing dominant players. Given the current failure of competition at the registry level (84% market share by one company) this is not the model to use today.

In short, any supposed benefit from an auction model for new domain names has a disproportionate cost due to the increased likelihood of market distortions. 
Such an approach is contrary to the stability of the DNS and the public interest and so contrary to ICANN’s core values.

5. Annexes

Annex 1 – Guidelines for evaluation of new gTLD proposals
These guidelines assume all new gTLDs will be sponsored and the details of sponsorship will be written down in a charter.
1. Principles. Does the application conform to the five principles?

	1
	 Differentiation 
	a gTLD must be clearly differentiated from other gTLDs. 
If a new registry/sponsor proposed a name that promised differentiation which seemed reasonably achievable, that should be sufficient. Whether the applicant subsequently succeeded in achieving true differentiation would be a function of the success of its business model.


	2
	 Certainty 
	a gTLD must give the user confidence that it stands for what it purports to stand for.

A new gTLD proposal should propose names that assist the Internet end user to determine the relationship of the name and its stated purpose. However, a name should not be dismissed because it seems esoteric to the general populous so long as there is a defined population to whom it has relevance.


	3
	 Honesty 
	a gTLD must avoid increasing opportunities for bad faith entities who wish to defraud users.

 A new gTLD proposal should avoid names that have the potential to confuse net users because they are typographically similar to, variants of, or derived words from, existing gTLDs. Equally, confusion with popular marketing terminology or brand names should be avoided unless a bona fide rationale for the similarity and a means to address confusion were apparent.


	4
	 Competition 
	a gTLD must create value-added competition.
A new gTLD should add-value to the domain name system. The purpose of introducing new names is to make the domain name system more useful and more accessible to broader communities of interest and to more end users. A name which seemed to be simply duplicative me-too competition should be avoided.



	5
	 Diversity 
	a gTLD must serve commercial or non-commercial users.
Similar gTLDs could co-exist if they served different types of users and in that way were differentiated.




2. Is it sponsored? Does the application fit the definition of sponsored domains? Is there documentation of what constitutes the “defined community” that is generally consistent with what is logically associated with the sTLD string ??

3. Community support. Does the sponsoring entity have broad and documented support from the community who would register. 

4. Diversity. Is there global diversity in the sponsoring entity and global support for such a TLD?   

5. Sufficient resources. Has the sponsor provided documentation of sufficient financial and administrative resources to ensure the stable operation of the TLD, even with a slower than expected registrations? 

6. Technical competence. Does the applicant demonstrate fail-safe 7/24 worldwide ability for technical and operational management of the registry?  

7. Risk of failure. Does the sponsor provide proper documentation of escrow? 

8. Registrant Compliance. Does the sponsor’s proposal demonstrate the necessary administrative processes to ensure registrants comply with the defined sTLD policy? 

9. ICANN policies. Does the application agree to comply with other ICANN consensus policies, such as WHOIS, UDRP, Deletes, or Transfers?

10. Sunrise period. Is there an adequate mechanism to ensure that trademark holders who will be forced to protectively register in the TLD have a “first option” on the relevant domain names, such as a “sunrise period”?  Is there an adequate “resolution of disputes” during this process? 

11. Who can register? What are the rules about who is permitted to register second-level domain names and about what activities are or are not appropriate on the corresponding sites? 
12. Charter compliance  Does the application include a system to make sure that prospective domain name applicants qualify for registration under the sponsor's charter prior to obtaining a domain name registration?

13. Charter violation. What is the mechanism to ensure efficient resolution of violations of the sponsored gTLD's charter?  What is the mechanism for removing an offending domain name from the namespace?
Annex 2 – ICANN gTLD types
	Sponsored
	Unsponsored

	.museum

.aero

.coop

.pro*
(.travel)

(.post)

(.jobs)

(.mobi)
	.com

.org

.net

.info
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.biz




ICANN definition: A Sponsor is an organization to which ICANN delegates some defined ongoing policy-formulation authority regarding the manner in which a particular sponsored TLD is operated. The sponsored TLD has a Charter, which defines the purpose for which the sponsored TLD has been created and will be operated. The Sponsor is responsible for developing policies on the delegated topics so that the TLD is operated for the benefit of a defined group of stakeholders, known as the Sponsored TLD Community, that are most directly interested in the operation of the TLD. The Sponsor also is responsible for selecting the registry operator and to varying degrees for establishing the roles played by registrars and their relationship with the registry operator.

*.pro’s sponsored community model is unique
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