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I want to start by thanking Chairman Kennard, the Office of Engineering and Technology and  the FCC for the opportunity to speak at this forum. We are grateful for the FCC’s leadership role in developing secondary markets in spectrum. My name is Dick Reece, and I am the founder and President of Red Bat Communications. You’ve probably never heard of us—of course, you’ve never heard of us-- but we have been working on concepts related to a wireless bandwidth exchange for the last five years. Red Bat is now being incubated by Diamond Technology Partners, a Chicago-based consulting firm with extensive experience in developing new exchanges and market structures. Diamond recently played a crucial role in the formation of the Ford/GM auto parts exchange, and has also helped a Fortune 500 company develop a wireline bandwidth exchange. 

Introduction

Red Bat is developing a real-time market that will enable spectrum operators – such as cellular and PCS carriers--to instantly  sell their available capacity to consumers equipped with handsets capable of automatically finding the optimal carrier anytime, anywhere. The technology is here already to operate this market, and in the future, with the development of  software-defined radio, it will provide even greater opportunities to improve the efficient utilization of spectrum.


A.
Operation Overview

I would like to briefly describe the operation of the system.  

In our market, “spectrum holders” determine their available bandwidth in a certain geographic area such as a cell site, and set prices for this bandwidth based on a standard unit of time or packet of data. The spectrum holders transmit their prices to the market, which records and consolidates the offers, and broadcasts this information in each appropriate location in a repeating data loop, similar to a stock market “ticker”. 

On the buyer side, “auction-enabled” wireless devices constantly monitor the broadcast “ticker”.  When the consumer places a call, the software in the wireless device matches the information  from the ticker with user-defined parameters to select the optimal carrier. The handset will then simply register and operate as a roamer. After the call is completed, the carrier receives payment through a clearinghouse, where the market verifies that the rates billed were indeed the rates charged at that time and location.

Some of you will recognize that this market is operating as a modified Dutch auction, a format where prices start high and descend until a buyer emerges.  Such a market would provide many significant benefits to consumers, carriers, and equipment manufacturers alike.  In the interest of time, I would like to describe just a few of these benefits:


B.
 On the Seller’s Side: Benefits to Spectrum Holders and Operators

1.
Promote use of unused frequency (“micro level”)

This auction enables spectrum operators to implement yield management systems similar to those developed for the airline industry. Like the airline industry, wireless telecommunications is a business with very high fixed costs but low variable costs, so bandwidth is like inventory that constantly expires—it is similar to empty airline seats on a plane that has just left the gate.  Right now, if the airline industry resembled the wireless industry, travelers would be locked into a single airline for long periods of time– even if your airline is fully booked, you wouldn’t be able to switch to another carrier’s flight that has plenty of seats.  And a carrier who has empty seats can not offer those to available consumers, who would otherwise be left behind. Our auction enables wireless carriers to follow the highly successful example of the airlines and implement a yield management model. In periods of slack demand, carriers could reduce their prices to stimulate use.  As long as the price is above marginal cost, the additional revenue will go straight to the carrier’s bottom line, and consumers will benefit from calls they otherwise would not have made.  In times and regions where demand fills available capacity, carriers could raise prices to increase marginal revenue, thus making more efficient use of fixed assets, while efficiently distributing open bandwidth to consumers who are most willing to pay at that time and location.


2.
Promote spectrum efficiency (“macro level”)

Our auction will create market incentives for, and advantages to, those carriers who devote resources to improving their network technology and capacity. The auction will also help smaller PCS license holders to attract users without absorbing the massive customer acquisition costs necessary to build a subscriber base. 

3. 
Create liquidity for a wireless bandwidth exchange 

The auction will create substantial liquidity for a wireless bandwidth exchange by enabling bandwidth “owners” (including third party investors) to liquidate their assets instantly.    Current proposed wireless exchanges are similar to a stock market for institutional investors; this auction will create a retail market– like a NASDAQ— with additional liquidity. 

4.
Promote consumer adoption of Software Defined Radio (“SDR”) and Software Radio handsets

This auction provides strong market incentives for consumers to rapidly adopt SDR handsets, since consumers with advanced SDRs will be able to use the lowest-cost spectrum or the most advanced services.  And as the technology develops, newly accessible spectrum can be added to the auction wherever it is available.


B.
One the Buyer’s Side: Benefits to Consumers
The auction software in the handsets will enable consumers to customize and control their expenditures on wireless communications in powerful new ways. For example, as a consumer, I could establish a threshold where the handset only completes my calls if the cost is less than $.15 a minute; calls above this threshold will require a manual override. These thresholds could be linked to my address book, so that my calls to my wife will get through regardless of price, while a call to my lawyer—well, that may need to be a cheaper call. Or email downloads could be scheduled to operate automatically when prices fall. The possibilities are limitless. 

In addition, the auction will use market forces to allocate channels to those who are willing to pay the most at that time and location.  Moreover, the auction could provide access to all available bandwidth, rather than just that of  a single carrier, thus insuring that consumers will not be left at the gate.

We believe that current regulations will support the development and implementation of this auction, but over the long-term, the FCC may find it advantageous to create regulations that will help insure a neutral and transparent market with low transaction costs. For example, the FCC may want to consider licensing a small sliver of spectrum to provide an independent broadcast channel for the auction. This will help insure the auction entity’s independence, neutrality, and low transaction costs—all of which will help protect consumers and insure the most efficient market use of spectrum. 

Thank you for giving us the opportunity to present a few of the benefits of Red Bat’s auction concept, and for your continuing efforts to develop new markets in spectrum.  We hope that future wireless consumers will not be left behind at the gate, but will have the power to use those spectrum and services available, at the price they choose, at the moment they need it.  Thank you again, and I am happy to answer any questions you might have.
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