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TO WHOM IT MAY CONCERN:

The emergence of “Net Neutrality” as a legislative subject! is a side effect of failure of the marketplace
and financial-market decision systems that were supposed to rationally sort out technology choices.

Contributing factors for the failure include the following:

1. Loss of institutional knowledge
The Consent Decree and the AT&T divestiture? resulted in dissipation of knowledge of
large-scale network systems within the Bell Labs* % The result is an institutionalized
knowledge deficit® about non-packet network infrastructure and related technologies. The
Baby Bells and their derivatives not only failed to fill this knowledge gap, but exacerbated
the problems by focusing on improving operational efficiency, downsizing and outsourcing
at the expense of R&D®.
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2. Collapse of market-based decision systems
The “irrational exuberance” in the stock market for the Internet resulted in the “Internet
Bubble” and its inevitable collapse’ created marketplace distortions that are yet to be corrected.
One of the negative results is collapse of seed and early stage capital® for new technology

commercialization, inhibiting development of new generation solutions for current problems.
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3. Ineffective valuation methodologies
Financial metrics that are used to capture the worth of an enterprise do not always adequately
value technology infrastructure and its capabilities. The balance sheets of the carriers do not
adequately represent the true worth and capability of the network infrastructure in their
possession. But their decisions are based on their balance sheets, driven by Wall Street
earnings expectations, achieved through consolidation and retrenchment, at the expense of

new network services, capabilities and technology innovation.

These factors have collectively created a state of “reflexivity” in the network sector similar to the
phenomenon generated by herd behavior in financial markets, discovered by George Soros — Theory
of Reflexivity®.

One result of this reflexivity is the misdirection of resources by the carriers to offer video
services, ‘triple play”, with questionable results — instead of building on their strengths. Based on

deployed systems, telco strength is offering:
* high grade voice,
» medium/high grade Internet, and
* limited video services.

In contrast, cable operators have
 mature systems for high grade video services,
* medium grade Internet, and
* low grade voice services.

However, the carriers are striving to offer video services, while the cable operators are fighting to
take away phone customers from telcos using VoIP (Voice over IP). Achieving the “triple play”
marketshare goals by the carriers can occur only after wholesale evolution of the current infrastructure,
which may take 50 or more years, if at all, at the current rate of progress. The net result is isolated
new network infrastructure deployments, promoting network fragmentation and premature

obsolescence of systems in use.

These misallocation of resources have resulted in an unbalanced buildup of network infrastructure
capabilities, creating bottlenecks and underdeveloped network segments. The situation is similar to
building lots of freeways without sufficient on-ramps, connecting roads and traffic lights. The result
is the current power struggle between network infrastructure providers and providers who use
infrastructure to offer network applications to consumers. A free market to mediate between consumer

needs and interests of different categories of network suppliers has failed to develop thus far.

Yours truly,

CEO, Strategic Advisory Group

% George Soros, “The Theory of Reflexivity”, the MIT Department of Economics World Economy Laboratory

Conference, Washington, D.C., April 26, 1994. http://www.geocities.com/ecocorner/intelarea/gs1.html
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