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one: mary macpherson: welcome
Good evening and welcome to Living on the Fault Line.  It's great to see you.  I'm Mary MacPherson, Executive Director of the Morino Institute's Netpreneur.org.  On behalf of the Institute, the Netpreneur.org team and this evening's sponsors, I'd like to thank you for coming.  We invite you to sit back and enjoy what's going to be a terrific program.
	Joining us live via the Internet are folks from all over the planet.  Here in Washington are over 1,200 of our closest friends.   This definitely qualifies as the biggest party we've hosted since starting our learning community for Internet startups in 1997.  The fault line isn't just in California; it's everywhere.  It's the Internet.  And speaking of parties and the Internet, this morning The Washington Post reported on a UCLA study that concluded that the Internet has become a new source of social contact.  Duh!
	We can safely say that the Internet has been bringing us together here in Greater Washington for some time, both online and off line.  How we all came to be here tonight is a story in itself.  In the best tradition of viral networking, you helped us get the word out.  How many people in the audience got more than one email about this event?  How many got more than three?  We heard again and again that people were getting multiple emails about it, but they were interested in seeing the thread and seeing who they were coming from.  We truly have an organic network of hundreds of groups and thousands of individuals involved in Greater Washington's entrepreneurial community, so thanks to all of you who helped get the word outcorporations, associations, user groups, schools, individuals and organizations.  Please give yourself a hand, and I'd like to give a special recognition to Mitch Arnowitz, the Netpreneur team's viral marketing maestro, who orchestrated our connecting effort tonight.
	Let me tell you about tonight's program. Geoffrey Moore will lead off.  He will then be joined by two entrepreneurs to expand the conversation, followed by open microphone Q&A.  Those of you watching via Webcast can email your questions.  Finally, Mario Morino will bring it together as he does so well to wrap up the evening.  The conversations can continue afterward, over coffee and dessert served in the foyer outside.
	That dessert and this entire evening are made possible by our sponsors.  They have stepped up in a major way to support you, and we encourage you to learn more about their services and how partnering with them can benefit your businesses.  Thanks to our community partners, Imperial Bank, Heidrick & Struggles, Deutsche Banc Alex. Brown, The Staubach Company and The ProMarc Agency; and to our premier partners, Brobeck and Washtech.com.  We hope that you have noticed the big changes in the print edition of The Washington Post and in the new Washtech.com site.  Business and technology coverage has come a long way since the days of being in the back of the Post’s sports section.  Finally, a special thanks to our marquee event partners, UUNET's Head Start program and NaviSite.
	NaviSite, as part of the CMGI family, has grown guided by the vision of David Wetherell.  Like many of you, he is a true entrepreneur who started a small company called College Marketing Group (CMGI).  With his vision, CMGI went from selling direct marketing services 30 years ago to a Nasdaq 100 company, now, managing, developing and investing in the most diverse network of Internet companies in the world.  NaviSite is the leading provider of managed application hosting services, and they provide what companies need to launch and sustain their Web businesses.  A little later in the program, Andy Sherman, NaviSite's Vice President of Sales, will lead our audience Q&A session.  Andy is building a national sales team focused on responsiveness, a solutions orientation, flexibility and professionalism.
	It is now my pleasure to introduce Brad Wise, Vice President of Channel Sales & Development for UUNET.  Having quickly grown to be the largest ISP, UUNET has not forgotten about its entrepreneurial roots.  Through its Head Start program, the company now offers full-service support and access to startups while they are still young and have the potential to become the next generation of large UUNET customers. Brad Wise has been there since the beginning and is one of the people at UUNET who has kept the entrepreneurial fires burning with the Head Start program and other initiatives.  Please help me welcome Brad Wise, who will introduce tonight's speaker.
two: brad wise: introduction
Good evening, ladies and gentlemen.  It is my pleasure to be here.  I'm Brad Wise, Vice President of Channel Sales & Development at UUNET, and I'm excited to be a part of Living On The Fault Line tonight.  Our Head Start program was also a sponsor of the Cluetrain event back in March.  At the time, I did not think the excitement and enthusiasm could be exceeded, but I believe tonight we're going to prove that wrong.
	It is my pleasure to introduce our featured speaker this evening.  He is a guy with many dimensions—venture capitalist, author, business and market strategist and tech visionaryand none of this happened until he was 32 when he wrapped up his career as an English professor and took the plunge into business.  Since then, he has written books about a chasm, a tornado, and, now, a fault line.  And let us not forget Geoffrey's gorillas, which were the inspiration for Netpreneur.org's Garage2Gorilla event last year.  Amid these geologic and anthropologic things, there is some extraordinary wisdom for people in the audience tonight, whether it’s two of you in a garage, a startup that recently received a first round of funding or a brick-and-mortar company looking at what you need to do with your business model.
	Geoffrey Moore's latest book is Living on the Fault Line, subtitled Managing for Shareholder Value in the Age of the Internet.  In his remarks tonight, Geoff will talk about new metrics, navigational tools and new strategies for achieving and sustaining the competitive advantage.  Please help me welcome Mr. Geoffrey Moore.
three: geoffrey moore: gaps, caps & pragmatists in pain
Thanks, Brad.  Thank you all.  This is amazing.  It’s exciting from the point of view that when networks start to come together, there is something called increasing returnsyou folks are right in the middle of increasing returns.  It's a huge tribute to yourselves, to Mario and Netprenur.org, and I'm just delighted to be a circumstance in this process.
	Building a network is crucial to economic development, particularly around disruptive technologies, so, to kick this off, I’d like to add two nodes to your network by introducing two individuals.  I’m affiliated with both the Chasm Group and Mohr Davidow Ventures, both of which now have offices in this area.  Brian Nejmeh of InStep is providing Chasm Group consulting services for the DC area as an affiliate of the Chasm Group, and we are absolutely delighted.  Michael Sheridan is our newest General Partner in Mohr Davidow Ventures, and he is opening up the office for the Greater Washington corridor.  I hope you get a chance to introduce yourselves to both of them sometime tonight.  Thanks, guys.
	For this first part of the evening, I want to put four ideas in front of you, then engage with the panel and Q&A around how applicable they might be to your current economic challenges.  It's pretty well known, however, that can you only retain three ideas in any one speech, so I'd like you to look carefully at this list, and pick the one you are going to zone out on:
1.	Managing for shareholder value . . .
2.	. . . in a startup.
3.	. . . in a dot.com.
4.	. . . in a going concern.
Just pick the three you want and we'll make it go. It's a little bit of a long run, but I really want to share all four ideas with you.  The first one, Managing for shareholder value is a framework for understanding stock price and shareholder value.  The others are applications of that framework to startups, to dot.coms and to existing, going concerns.  In each context the framework changes in interesting ways, so let me start with stock price.
what is managing for shareholder value?
	If you spend some time with a Wall Street analyst, as I did when I was writing The Gorilla Game, you learn that the actual price of a stock is set by whatever people will pay for it.  The theoretical value of a company, however, is the present value of all your future returns forever, discounted for risk.  Those three ideaspresent value, all future returns and discount for riskare all wrapped up in how people are trying to calibrate whether valuations are too high or too low.
	One argument you could make is that we were insensitive to risk in 1999, and that today we are hypersensitive to risk.  We experienced both in the press, right?  In 1999, no matter what happened, somebody found a good news story out of it and we went up.  Now, no matter what happens, somebody finds a bad news story in it and we go down, so the discount for risk has got to recalibrate around technology.
	Let me show you a picture of that same idea, then tie it back to the thing that you can control as a manager in your own company.  If you think about this issue of future returns discounted for risk, the first thing we can talk about is that your company has some current returns. [Slide 6] They are a benchmark.  The investor uses it as a frame of reference for understanding your future.  When I buy a share of your stock, I'm only buying a part of your future.  I'm not entitled to the current returns, so, fairly quickly, I will ask, “How are you going to do in the future?”  Now, you entrepreneurs are remarkably consistent in how you answer that question, so investors have to say, “Okay.  Looks good.  Yep.”
	Then the investor asks, “How am I going to respond to your promise in terms of valuing it in the present?”  They apply the notion of discounting for risk.  They break it up into two chunks.  One has to do with the present value of money.  Basically, that it's a function of interest rateshow could that money be put to work today in a bond, which is essentially a risk-free investment.  The haircut I just got, that's the money that I could have earned from a bond’s compound interest going forward in time.  I'm not going to give you any credit for that because I can get that "risk free."  The second and more powerful discounting phenomenon is discounting for risk, based on looking at your future going forward. [Slide 7] The further out in the future you promise returns, the greater the discount for risk I apply to them.  It's just an issue of future uncertaintycompetitors could enter the market, conditions could change, oil prices could go up, we could go back to an inflationary economy, on and on and on.  The further out in time we go, the higher the risk discount until eventually it becomes 100%.  That simply means, once you get to the end of that green curve, I will assign no additional value to any promise you make outside that point in time.
	Now, the area under the green curve is a visualization of your market capitalization, whether you are a public company or a private company. [Slide 8] It is the value of your company from a fundamentalist investor's point of view.  This isn't a speculator's idea; this is a person who says, “I really do want to value you on the present value of your future returns, discounted for risk.”  From this investor's point of view, you have one jobmake the green area bigger.  This is actually pretty easy to do in PowerPoint, but harder in the real world.
	When you deconstruct the challenge, the key thing is that you want to start with the notion of making the green area bigger.  You either have to make it taller or wider.  It turns out that the actionable equivalent of taller is to take management actions which will increase the gap between your company's offers and those of your closest competitors.  The greater the Competitive Advantage Gap (GAP), the greater the differentiation in terms of a vector that the customer values in making buying decisions.  If you can create greater differentiation, there’s a higher probability that you will win the sale and a higher probability that you will be able to win it at a premium price.  The higher your GAP, the greater the suggestion that you will have very privileged earnings going forward.
	Most management teams understand this in spades.  In fact, this is what most managers spend most of their days talking about, starting with their sales force explaining why the GAP is too small, engineering explaining why the GAP can't shift for three months and marketing explaining how you never did the GAP that they asked for.  We are always talking GAP, GAP, GAP all the time, so I don't think there is a lot you need in terms of getting educated on that vector. It's the other vector that gets lost in the shuffle.
	The other vector the investor is interested in is how long you can keep your GAP.  We call it the Competitive Advantage Period, or CAP.  The more sustainable that competitive advantage, the more I can give credence to your future projected earnings statements.  Conversely, if I think you have a GAP right now but your competitor is going to ship the same product in three months, then I have to assign a much lower valuation to that advantage because it's not going to last very long.  Okay?
	That issue of sustainability of competitive advantage is what gets lost in the shuffle of day-to-day management.  When we look at the two ideas, we put a lot of attention on GAP, such as new product introductions which get the entire company mobilized.  Lower priced offerings, a sales force that's up for it, superior customer service—those things are all a little bit CAP-ish, but you can still get GAP stuff going around that.  CAP things like patent positions, market share leadership or brand loyaltyinvestments that take time to put in placethey tend to get the short shrift in highly competitive situations.  This is where managing for shareholder value is the thing that rescues you because, in the short term on this quarter's P&L, investing in CAP is a losing proposition.  It won't pay off in the quarter that you expense it.  Shareholders, however, are able to look past that to your competitive advantage position as a whole and value it.  If you use your stock price instead of your P&L as a guiding point, you get that input back into the corporation.  If you compensate the corporation with stock options, you have the opportunity to get that same thinking as part of the motivation of the company going forward.
	Managing for shareholder value has the opportunity to keep management accountable to its best self going forward. There is a dark side to this, as well, and we'll get there, but it has the opportunity not only to build advantage in the present, but to make the investments necessary for sustainability going forward.  The key is that investors value power.  They do not value P&L statements in and of themselves.  Yes, investors like to see revenue growth, but it turns out that they really want to see good revenue growth.
	The notion that there could be such a thing as good, neutral and bad revenue will not go over well with your sales force, okay?  That's not an idea they want to entertain, but, from an investor's point of view, it's absolutely true.  Good revenue is any revenue you get from a customer where the business you do today actually tees you up to do more and better business in the future.  It means a good customer in your target market making an investment today that implies future investment with you later.  Neutral revenue is opportunistic revenue that you take from a customer that you will probably never see again.  God bless them, though, it's a purchase order and the check cashes, so it’s a good thing.
	The danger zone is bad revenue.  Bad revenue comes from agreements you make with customers who are not appropriate for your company.  They require you to make ongoing investments in ways that divert scarce resources from where you should be investing.  Over time, actually, it will be harder for you to make your numbers in future quarters when you make this quarter's numbers by taking bad revenue.  You will have fewer resources to deploy next quarter and you will have a harder nut to crack.  Managers have asked, “But Geoff, if I'm going to miss the quarter shouldn't I take bad revenue?”
	The correct answer to that question is: You have already missed the quarter.  The only question is, which quarter do you want to miss?  It turns out that if you are going to miss a quarter, you want to miss the current quarter.  Every time you defer that reckoning, it gets worse.  There was a spectacular example of that in the Bay Area about five years ago with a company called Informix.  They had an incredible management team; the CEO was a very charismatic salesman who made what I would call diving catches in the end zone at the end of quarter after quarter after quarter to keep up with or exceed Oracle’s growth.  On the sixth quarter, he missed his numbers.  He only missed it by one digit, but it was the first digit, so it was a serious miss.  Bad revenue is serious, and you must have this discussion with your management team about what’s good, bad or indifferent revenue.
	This isn't to say that you can blow off the P&L when you are talking to investors, but understand that your P&L is always a trailing indicator.  It actually establishes your credibility about past promises you made and whether or not they came true. The investor is always investing in your future, not your past, and that's the first lesson of this section.  This is the thing that you don't want to lose sight of: managing for shareholder value equals managing for competitive advantage.  If you are serious about stock price, if you are serious about managing for shareholder value, then understand that you are managing for competitive advantage.  Understand that market capitalizationwhether in good markets, bad markets, mature markets or disruptive marketsis always a representation of the future unrealized potential of your company.
	When shareholders buy your stock, they need you to increase the future unrealized potential of your company in order for them to sell at a price higher than they bought.  Instead, if you milk that potential to make numbers and end up with a company that has less future unrealized potential, then, when they sell, they lose money.  That's what we are managing for when we are managing for shareholder valuefuture unrealized potential.  It is inherently future-oriented, and it is inherently a build-and-hold kind of idea.
	That's fundamentalist investing, by the way.  There are other forms of investing, such as momentum investing and speculation, but this is a Warren Buffet-type of fundamentalist investing.  I think it's the one you should teach your employees, customers and partners.  You should recruit investors who believe in those ideas.
	Now I want to apply these ideas to three zones, and the first zone is the domain of the startup.
start me up, i’ll never stop
	And as I mentioned, half of my time is spent with Mohr Davidow Ventures, a classic early-stage venture company. What I'm going to describe to you now is how a venture capitalist looks at a new deal in light of these models.
	Here is the promise we are looking for. [Slide 14] There is an existing industry that is making money.  Life is good, but now a disruptive technology has entered the marketplace.  You show up and say, “If you will fund me through the early stages of getting this market category started, I will perform a miracle.  If I succeed in that miracle, we'll actually take valuation away from the old guys and we'll park it in my company.  There will be some new stuff that was never on the planet, but I'll also steal a bunch from the old guys.”
	That's the promise.  When you make it, by the way, you make it with a totally straight face.  You show up with your entire teamthree of you, a spectacular set of PowerPoint slides and that's about it.
	The fact is, we might invest.  How is that possible?  I mean, how could you possibly stay in business with this idea?
	This is where the technology adoption life cycle comes into play.  The whole basis of venture investing is based on a model that's about 50 years old.  I have been milking it pretty hard for the last 10.  This model says that when new, disruptive technologies are introduced into marketplaces, people self-segregate according to different ways of adopting the new technology. [Slide 15]
	At the front end are innovators, technology enthusiasts who just love to get their hands on it.  Then we see early adopters, the visionaries who say, “I don't want to use it personally, but I want to use it in my company to create a disruption in my market category so that we can catapult ahead of all my competitors.”  The Sabre system for American Airlines or Amazon.com using the Internet in the retail industry are both visionary business adoptions of technology.  The next group are the early majority, the pragmatists who say, “I will adopt this technology as soon as I see other people like me adopting it because I think it's probably pretty good, but, if it doesn't succeed I don't want to get stuck.”  Some of these things fail, so they’re going to wait and see.  It's a “go with the herd” mentality.  It works for zebras; it's going to work for them.  And it does, by the way.  The probability of this strategy working is something roughly reflected in the size of the area in the curve.
	The fourth strategy is the late majority, the conservatives who say, “I have a system that works, and that’s not a common event in life.  I'm going to hold on to it.  I understand there is a disruption, and I hope it never reaches me.  If it insists on reaching me, I'll probably do it whatever the pragmatist does.  I just want to be last, okay?  I don't want to be first.”  Finally, there are the laggards, this group at the end that says, “Au contraire, this is a bad idea.  You don't want to go anywhere near this thing.  Shoot it, just get it off the table.  This is a terrible idea and it's never going to work.”
	All five strategies have a certain amount of success.  Every one of us could make any one of those responses depending on the offer made.  Having said that, from an investor’s point of view and a market development point of view, there is only one strategy that matters, the strategy of the pragmatist herd because they move as a herd.  That means, if they come into the market, they are going to come in all as a group and they are going to make the market category happen.  If they come in, it's going to take off; if they hang back, the category will never take off.  Think of the pragmatists like a junior high dance with boys on one side of the gym and girls on other.  Will we ever get to dance?
	“I'm not going first.”
	“Are you going first?”
	“Uh-uh!”
	Then everybody runs out to the floor.
	It creates this pattern in market adoption that we have seen over and over and over again, with the early adopters sponsoring a new technology way ahead of the herd; taking huge personal, professional and company risks to perhaps re-engineer an entire industry.  After those folks have been at it for a couple of years, the market asks, “Well, what are the rest of you folks doing?”  We hit this period called the chasm. [Slide 16] The chasm is simply that moment when people are asking, “Are you doing this yet?”  “Yes?”  “No?”  “Me neither.”  “Okay, good.”  The pragmatist herd pulls back.  They go to a lot of seminars, but they don't actually buy very much.
	My book Crossing the Chasm was all about how to get the second wave started, what we call the bowling alley.  It's based on going after niche markets of pragmatists in pain who feel compelled to fix something that they can't fix with the existing technology.  They are in charge of some business process that's totally hosed.  They can't fix it, so they look to technology to help them out.  If you can provide the pragmatist with the complete solution to that problem, not only will he or she buy it, she will recommend it to everybody else in her segment that has that problem.  That's how the herd moves.  You get a little herd to move and that stimulates a second herd or an adjacent herd to move, then another.  If you get this thing going right, you get a tornado.
	A tornado is just the opposite of the chasm. If the chasm is pragmatists saying "Hmm, you're not doing it?  Okay, me neither," the tornado is saying, "You are? You are?  Oh, crap.  Me, too!"  All of a sudden, markets become flooded with customers.  In 1995, nobody had a Web site; in the year 2000 my limo driver has a Web site.  So does my dog, thanks to my youngest daughter.  Everybody got a Web site in five years.  That's a pretty amazing diffusion record.  It's what the tornado is all about.  It creates massive appreciation in shareholder value.  This is where that green curve you promised the venture investor came from.  Next, markets go to Main Street where they start to settle down.  Going forward from there, they look a lot like markets in non-technology sectors.
	If you look at this diffusion model and ask, “What is the wealth creation life cycle that goes on top of that?” [Slide 17] The way it works is that you start with a technology adoption life cycle, and, during the first three iconsthe early market, the bowling alley and the tornadoyou are either creating a market category or you are doing a land grab for market share within a highly- or hyper-expanding category.  At no time are you trying to maximize earnings during any of those three phases.  You are teeing up a vision of a market category that is going to extend long after the technology adoption life cycle is done.  We probably absorbed cars in, oh, I don't know, the late '30s and '40s?  We have been buying cars for 60 years ever since.  The key is that the market share you gain during the tornado is the market share you have to work with for the life of the category.  General Motors became the market share leader in the automobile industry about 1931.  In 1998, it was passed.  That was 67 years of uninterrupted market sharesome would argue uninterrupted mismanagement.  I mean, this is not an industry that has actually shined in that category.  The fact of the matter is that we are very conservative with market share; they last and last and last and last.  This is the basis for appreciation.  The future unrealized potential of your company is based on getting a market share win during the tornado which this model can extrapolate to the end of the green curve, calculating the net present value of that share in the present.  That's the promise you are making to a venture investor.
	If you get there, as you mature, the investor would like you now to reinvent yourself; maybe sell off some of the old businesses and reinvent yourself.  Corning got out of pots and pans and got out of health care testing and went into fiber optics.  It cut its revenues in half, and its stock went up 20 times, although it may have crept down a little bit in the last month.  Xerox, by its CEO's own declaration, did not do this.  Two weeks ago, the CEO of Xerox declared in the Wall Street Journal that the Xerox Corporation has an unsustainable business model.  That's a little bit of a shock.  Xerox is a household name, but he was right.  They had gotten to a point where they had not reinvented themselves, despite having possibly the greatest invention laboratory on the planet in Palo Alto.
	That is what the investor wants you to do.  The first part is the venture process, and the first thing a venture investor does when trying to value your business is to look not at you, but at the category you are talking about, because categories have competitive advantage.  The wireless category has very interesting advantages over fixed wire; digital photography has very interesting advantages over film, regardless of whether you are Kodak, Nikon or a startup.  They look at a category's advantages, and so the valuation begins with the category.  Forget about how many companies are going to be in it, the question is how much wealth this new category can create.  That sets the maximum amount of future unrealized potential.
	By the way, it's a totally made-up number.  It's not really a number; it's just a word.  It's either, “this sounds big,” or “this sounds really big,” as if you are William Shatner or Guy Normous.  Err on the Guy Normous side when you are coming to a venture investor, because that tends to be the adjective of choice, okay?
	So, what category are you in?  Then your company gets valued within that.  This is how it happens in the public startup market as well as with venture investors.  How much is optical worth?  Then how much within that is Nortel worth?  Or Lucent, or Ciena or whatever?  The comparables, the values of the other companies that make it a category, are what fleshes out your value.  If there is nobody else in the category but you, it is not a category; it is an idea, okay?  Part of creating a category is that you have to have competitors.  It's a rule.  What the investors are going to do is say that the sum of the value of all the companies equals the value of the category.  Then they ask, “How much of that should you get?”  That's kind of how public investors sort through it, and that's what the book The Gorilla Game was all about. [Slide 20] The Gorilla gets 50% of the value of the category, the first chimp gets 30% and the other seven monkeys have to fight it out for the last 20%, something along those lines.
	Positioning means getting your company put in the right category and making sure it's a category that you win.  But it's also got to be a category that's valuable, and this is a huge challenge for startups.  Positioning is the key marketing challenge for the startup.  The promise you make to a venture investor is that you have found a category that's entering the tornado and it's going to get bigger and bigger and bigger.  Of course, it's going to divide up into a gorilla and a bunch of chimps and you are going to be the gorilla, right?  That is the investment thesis of venture capitalwe buy lottery tickets to a gorilla game.  In the venture world, if 20 companies are in your portfolio and two deliver on that promise, you have more than rewarded your investors.  Remember, venture people have their investors, too.
	That's how the model works, and there is a lot of room for failure in that model.  One of the things I notice when I go around the world is that in this societyand in the sub-societies represented here in Greater Washington, in Silicon Valley, along Route 128, in Seattle and other key technology cities around the countryfailure is considered a necessary and, in some cases, a desirable attribute of your resume.  If you haven't failed, you probably haven't tried hard enough.  Elsewhere around the world, that's not the case, so American culture gives us, I think, a huge running start on venture propositions.
	That's the view of startups.  The first part was shareholder value; the second part was startups.  In the last three years, a new category of startups came into being that we started calling the dot.coms.
up and dot.com-ing
	The dot.coms were initially the recipients of unbelievably optimistic treatment.  Everybody who wasn't at a dot.com looked at anybody who was with envy and despair and a whole series of emotions that they put in the seven levels of Hell.  They were all down therepride, envy, hatred, whateverbut everyone said, "I'm so  very happy for you."  Then came the reversal, "Oh, it's just too bad!"
	The problem in having gone through this incredible whiplash—and when I say “gone through,” there is still plenty of whip left in the lash—is that it completely disoriented us to the stock market.  Management teams didn’t have the covenants with the stock markets that they thought they did, both in the dot.coms and in the non-dot.coms.  It really confused the heck out of everybody.  I think that we have to take a minute to take stock.  Let's look back over those last 12 months for a second and ask: What were we thinking?  What happened there?
	First, the Internet was the most investable category any of us had ever seen.  We said that if the average discontinuous innovation is a 10X change, this is a 100X change.  This is a lifetime event.  We gotta put money into this thing.  There was a very limited supply of Internet stocks, particularly in 1997 and 1998, even in 1999, although it began to correct in 1999.  By the way, the stocks that were out there had very limited floats.  There weren't a lot of shares you could get, and this limited supply drove up valuations.  People wanted to put their money in the Internet and this was all they could put it in, so they just kept bidding it up and up and up.
	Then the comparables methodology of valuing companies that we just talked about began to institutionalize inflated valuations.  “If Yahoo! is worth this, I gotta be worth at least that, right?”  If that argument sticks, hooray!  “If Geoff's worth that, I gotta be worth at least this!”  Pretty soon we had this phenomenally institutionalized inflated valuation.  That’s because the theory of comparables never looks at absolute value, it only looks at relative value.  It’s always saying, “If X is worth that, then Y is worth so much of X.”
	Needless to say, in the middle of this, speculation started to increase the froth.  Not all investors are value investors.  A lot of investors are speculative, and the market absorbed an enormous amount of abuse.  We took dot.com after dot.com after dot.com after dot.com until, apparently, if you put “.com” at the end of your company's name, you could go public and become a paper millionaire, billionaire, gazillionaire.
	Needless to say, when you put up a sign that says “free money,” people come.
	That's what we did, and that's how the system got out of control.  By the way, the comparable system was a very good system, except in this situation.
	Then we went through a correction.  You knew it was going to happen sometime, but why March?
	Well, what happened was that the Fortune 500 had, by and large, stayed out of the game in 1999, at least to the investor community's visibility.  Part of the reason why stocks got so high in 1999 is that people thought that those folks in the Fortune 500 were brain-dead, right?  “They don't get it!”  Remember?  There was a whole year of "Do you get it?" Get it?  "They don't get it, you know?"  Maybe we just take the Dow and move it over to the Nasdaq.  Boom.  Just do it once.  Get it done with, okay?
	The Fortune 500 had been on hold for 1999 because of Y2K, and when they got released from that leg iron, they started to enter the fray.  Remember that first quarter?  The automobile exchange was announced, the aerospace exchange was announced, pharmaceuticals, a couple of computer exchanges were announced.  Now the investors said, “Hang on.  I thought that was supposed to be the dot.coms’ business?  You mean these guys can compete for it?”  They started to correct for that and they asked, “Who is actually getting transactions?”  They went to the independent exchanges, and the independent exchanges said, “Well, we have some ‘prototype’ transactions, you know?”  They were trying to find some word they could use.  Meanwhile, the Fortune 500 was saying, “Hey, it's our money, right?  We are the transactions and we are bringing it with us, okay?”
	Particularly on the buy side exchanges, the investors said, "Oh, my goodness. Hmmm . . . ."  The industry part of the marketplace had the upper hand, and the dot.com marketplaces, particularly in B2B dot.coms, just got hammered.  Bam!  We used to have the B2B.com marketplaces in the earlier market, but now the lifecycle moved to the industry-sponsored ones to steal that position.  It sort of shoved the independents into the chasm. [Slide 24]
	By the way, on the other side, B2C is actually in the tornado.  The problem is, it's not clear that you can make money at it.  B2C does not have an adoption problem, it has a margins problem.  Discount B2C and people said, “No, B2B is what it's all about.”
	Never before had the public markets been asked to hold stocks during a chasm phase.  Prior to the last three years, when stocks went public they had already crossed the chasmthey had earnings, they were viable, they were moving forward. Whether or not they were going to get into the tornado, at least they weren't burning money.  We changed that rule in order to expand the amount of capital that could be thrown against the Internet because it was a once in a life of the planet type of opportunity. Arguably, this might have been good for the planet, but it's not going to be good for the folks left holding pieces of the bag.  Much of that bag was actually illusion.  There were paper stocks buying other paper companies with more paper stocks, so I don't think it's quite as draconian as it might seem, but it's serious.
	The question we have to ask is: what would it take to get B2B dot.coms out of the chasm?  We know a lot about crossing the chasm now; it's a 10-year-old idea.  Here is the drill. [Slide 25] There are four stages in the development of a tech market, and you have a different business goal for each stage.  The first one is, get visible.  I think we have to give the dot.coms an A+ on getting visible.  Who would have thought that Ron Insana would be a rock star on CNBC?  Who would have thought that USA Today would have Nortel as the big headline on the front page?  We got visible.
	Crossing the chasm means getting viable, and that means having positive cash flow.  It means making money so you don't have to raise money anymore.
	Getting into the tornado is about getting scale; and getting on Main Street means getting profitable.  You actually suspend profitability until Main Street, but you are going to work that for the life of that green area we talked about earlier.
	The issue that the industry is now focused on is viability, and they have interpreted it as liquidity.  Which exchanges are going to get which transactions?  How many transactions?  Service transactions or product transactions?  Fee or commission?  Nobody really cares too much about the model; they just want to know when you will get the level up to where income exceeds outflow.  That's what they want to know.  P2Ppath to profitabilityis a function of creating liquidity.
	We have learned that this is where you must get the pragmatists to come over to the new technology.  Remember, pragmatists don't want to move.  We know that you have to focus on satisfying a problem for them, specifically.  We call it transaction satisfaction on an exchange.  What's the probability that if I come to your exchange with the motive you say I'm going to fulfill, that I actually will fulfill it?  You want to get the probability that both the buyer and the seller are fulfilled to a very, very high percentage.  It's achieved via focus.
	If your exchange carries cars and Barbie dolls and insurance, the chances of getting somebody coming to it and hitting the selection they want is very low.  On the other hand if you say, “Hey, we only do insurance.  In fact, we only do re-insurance.  In fact, we only do maritime reinsurance and we have the email addresses or snail mail addresses of every maritime-shipper that needs this,” now you're increasing the probability that, if you get some of these people to the site, they will find a transaction they want to do.  You focus down very, very narrowly to get across the chasm.  You want to start this network effect, this increasing returns effect, much as Netpreneur.org has started in this room.  You want to start one of these in your market, where there is viral marketing and people starting to say, “This is a very cool place to solve a very tough problem that we have always complained about.  Now you don't have to complain about it; go to this site.”
	That's the drill.  It's a liquidity versus scale problem.  The issue is that you went into the earlier market and bragged about the scale you were going to achieve.  That's why the venture person got in, because it’s guy-normous.  But to cross the chasm, you actually have to let go of that promise and go for focus in order to get it started.  Once you start the fire, fan the flames.  Now you can go back to scale.
	The strategy for scale is very different from the strategy for liquidity, but what we did was to make early market promises focused on scale, and now, in the short- to medium-term,  we have to make a course correction.  We have to redirect to the race for liquidity, and we have got to get there in time for investors because the additional money that will be put into the system now is very limited.  We have to figure out a way to get there now, with the resources that we have.  It's not a scale problem; it's a liquidity problem.
	Thank you for staying with me this far. That was three out of four.  If you have been with me this far, you get to nod off.  It's okay.
the weakness in strength
	This is the fourth and final thought.  This is for the non-dot.coms, non-startups, non-venture folks.  This is for a constituency of people who actually have real businesses that have been in existence for a while, and, God forbid, they have been successful.
	It turns out that the more successful you have been, the greater your challenge for meeting a disruptive technology.  It's not an accident that Xerox is struggling.  Xerox is a great company; Kodak is a great company; Digital was a great company, but those are the companies that have the most challenges.  A guy named Clayton Christensen has really nailed this in a book called The Innovator's Dilemma.  Clay and I are trying to collaborate because our two books are focused on the same problem.  I want to talk about this as a way of closing out the night.  What does this kind of company do to manage for shareholder value in the age of the Internet?
	As a going concern, you have to understand that when the disruptive technology comes inlet’s say you’re George Fisher, the Chairman of Kodak and digital photography is announcedall of a sudden the world looks at you and begins to say, "You might be on the wrong platform.  We understand that you have a great position in film, but film might be going away.  All of this ability you havethis branding, these great little yellow boxes you have in storesthey might not be what you need.  By the way, these new guys, they have some very cool things, like they can share on America Online.  You can't do that.”  All of a sudden, this great position of yours that you have spent decades building is challenged, but nothing has happened yet.
	“Time out,” you say.  “Have you looked at a digital photograph?  Don't you want to actually see the face of your child?  This technology is dog meat!”
	And they’re saying, “Well, it's dog meat today, but Moore's law, remember?  It's going to get bigger.”  You are sitting there thinking, “What am I supposed to do, abandon the best franchise on the planet for some pie-in-the-sky idea?”
	Remember, your shareholder value is based on your future unrealized potential.  You have to look at what the future unrealized potential is for the Kodak film business.  Most of it may have been realized.  There is an argument for saying, “Maybe we should divest and move forward.”  This is the challenge you have, and it's a nasty challenge because you don't know if the new category is going to succeed or not.  If you drop the Kodak business and digital never happens, people are going to . . . well . . . they are going to hang you.  They are not even going to bother to sue you, they are just going to string you up.
	It's a nasty, nasty problem.  In order to meet this problem you have to get your best and brightest people focused on it.  You have a window of time to act that's very limited.  If you don't act in that window of time, and somebody else does and gets the gorilla position in the tornado, you are out.  It's a nasty, nasty time problem.  Slowing down to make deliberate, well-researched decisions is not the success mode when you have a disruptive innovation.  You need to put your best talent on it, but the problem is that your talent is compromised because they are also managing this phenomenally large, successful business that you've already developed.  Management attention is equally compromised because this thing doesn't run by itself.  It's called work, right?  In the middle of doing work, you are supposed to suddenly put your best minds on some new thing that you are not even quite sure is going to happen.  The scarce resources in this situation are time, talent and management attention.
	The good news is that there are three corresponding resources that are relatively plentiful: capital, systems and outsource service providers.  I would argue that at this time in the history, they are the most plentiful that I have ever known them to be.  You can apply the plentiful resources to give you relief for the scarce ones.  You can use capital to buy time.  That's what Cisco does when it acquires a company—57 companies last year, I think.  Those companies didn't make something Cisco couldn't make; they made something Cisco couldn't make in time.  Cisco bought time in order to get into this life cycle that they would have missed otherwise.  If you are willing to invest in systems, and not customize them and modify them, you can actually use systems to free up your talent.  If you are willing to entrust a business process to a service provider in a way that you can both be accountable to the integrity of that trust, then you can free up your management attention to work elsewhere.
	In an era of disruption, investors want you to spend your scarce resources on core things that differentiate your company, that create GAP and that create CAP.  They want you to spend the plentiful resources on what they would call context.  Context is things you must do in order to fulfill your commitments to your customers, partners, investors and employees, but they do not differentiate your company.  The other companies in your category do the same context things that you are doing, so it can't affect stock price.  Only core can affect stock price.  Investors want you to put your scarce resources against the thing that reward the investor, which is core, and use the plentiful resources in a non-differentiated way where there is no advantage to differentiation; and that's context.
	Now here is the nasty part.  Core becomes context over time  It's like we are trying to climb up a down escalator.  We wake up in the morning and say, “We are going to create core.  We are going to do things that our competitors don't know how to do.”  Well, the competitors watch and say, “If we don't do that, too, these guys will get too far ahead of us.”  They start undermining your core and turning it back into context.  The person who benefits is the end customer because the bar gets raised every year, but the shareholder does not benefit.  I joined high-tech around 1978.  At that time, if you could get a timely report, it was like, “Whoa, I scored!” [Slide 32] Sure, the report was a foot tall, but there might have been something in it.  Over the last 20 years we have added ad hoc queries, we got PC spreadsheets, we got the files down, we got OLAP (online analytical processing), we got better and better data warehouses, analytical applications, cached analytics; we are getting more and more.  Each time, as the new thing came in at the top, it shoved down the one below it.  I would argue that maybe the stuff in the middle, OLAP with data marts, that might give you a competitive advantage today.  Anything above it would, if you executed well, but anything below is out of the question.
	What's happening is that more and more and more of the processes in your organization are coming to the bottom of the escalator, as they eventually must.  You start out in a wonderful condition where most of life is core.  There is always a little bit of context, of course, but this is why it's so much fun to be in a startup.  Yes, the stock options are great, but I have to tell you, I was in three startups in the 1980s with no pay-out in any of them.  It was still a wonderful experience for me because you woke up every day and you did something that counted.  It's core.  It matters.  Whether you win or lose, it matters.
	Over time, however, if you are successful, you will start taking on a profile in which more and more of the things that used to be core get copied.  While your company still has a huge investment in core, on a percentage basis more and more of the management team is actually in charge of context functions, not core functions. [Slide 33] Here are the consequences of that profile:
-	it wastes scarce resources
-	it alienates investors
-	it demotivates talent
-	it creates inertia that blocks change
-	the company misses next wave
-	the stock price decays
	The first thing that happens in a disruptive situation is that you need to get as much resource on the green curve stuff as you can, but you can't get that resource out of your company because it's locked into red context functions.  You are wasting scarce resources, and you can't compete effectively on the time, talent or management attention vectors.  That’s precisely why venture people back startups against established corporations.  With a startup, an investor looks at that first core/context pie chart and says, “Well, I understand that I'm investing in three rather young people, two of whom have pierced body parts in places I don't even want to discuss, but if I invest in that company, 90 cents of my dollar goes to the green stuff and only 10 cents goes to the red stuff.  I’ve got 90 cents working for me in that investment to raise my stock price.  If I invest in the pie chart on the right, I only have 10 cents working for me.  Ninety percent of my dollar goes to context functions.”  We agree that context functions cannot change the value of the stock price, “so I have only 10 cents working for me.  I don't want to do that.”  You alienate investors.  Now you are beginning to understand why established companies with great customer brands and great relationships get low price/earnings and price/sales ratios, while unestablished companies get very high ones.  This is part of where that’s coming from.
	It also affects the war for talent since you are playing with a liability.  Talented people want to work on core, but your company has most of its openings in context.  You can't win the talent war.  Who's left?  Middle management is left.  That whole red zone has all been put in the charge of middle managers, and this is why executives hate middle managers and middle managers hate and fear executives.  Executives are in the green zone.  They are not stupid.  They are looking out for the future and doing core work.  They come up with a great core idea, bring it to the troops and say, “Let's do it!” But everybody who has a context function is saying, “Hang on, I'm in charge of a context function.  Do you know what that means?  That means if I screw it up, I could really tank our stock, but, if I succeed brilliantly at it, I get no upside.”
	That's my job, right?  I'm in charge of the tires on the Ford Explorer.  There is no upside to that job, but there is significant downside, so what do you do?  What kind of behavior do you learn if you are in charge of a context function?  You learn risk-averse behavior because that's what Darwin selects for.  They fired the non-risk-averse guy at Ford and got a conservative one because that's what it takes to manage context.  Now you have a company in which, every year, more and more of the managers are risk averse, as selected by Darwin.  As a result, it gets to a point where the core/context ratio is so unfavorable that no matter what decision they make, they won't execute it because the risk-averse culture will kill it before it gets out.  That's the fault line problem for large companies.  They've missed the next wave and the stock price decays.
	What's the prescription?  The prescription is pretty simple, but it's kind of draconianoutsource the context so you can insource the core.  It’s a pretty straightforward idea.  There are a bunch of reasons to worry about itwe tried outsourcing before, it's mission-critical and a whole bunch of stuff I'm not going to go into now, but I think there's a very strong argument for this.  What's interesting is that in 1999, the Fortune 500 to a man, woman and child did precisely the opposite, right?  In the IT department we solved the Y2K problem in-house.  I will argue that getting your calendar right does not create competitive advantage.  Meanwhile, if we did want to work on an eCommerce site, we brought in a consultant to do it.  We insourced our context in order to outsource our core.  We need a head change here, okay?
	The drill is to rethink this core/context relationship.  The key idea here is that for every core there is a set of context, and quality is a function of both.  You cannot blow off context.  If it is a soggy bun, it is a bad hamburger.  The actor is core, the stage is context.  I have been married for 32 yearsgentlemen, if you do not wrap the gift, it does not work.  By the way, in the last two years, I also learned if you don't wrap the gift, it doesn't work.  This is a learning experience.
	So core and context are both important.  In no way can you de-prioritize or say context doesn't matter or we shouldn't pay attention to it.  You have to pay attention. Go back to the Ford Explorer.  You have to.
	The second issue is this, and it’s an incredible light at the end of the tunnel. Whatever your context, it can be somebody else's core.  The person who runs the copy center in your company probably cannot aspire to be CEO, but he or she can at IKON because that's what they do for a living.
	That leads to the third lesson, which is that context is really core in the wrong place.  What we ought to do, and the idea behind the New Economy, is that we should just rearrange things so that we have everything in the right place.  That's sort of the ideal vision of the New Economy. [Slide 37] If you think about this New Economy, it's a network of cooperating companies creating end-to-end solutions in which nobody would do context and everybody would do core. Now, that's obviously an idealization, like body fat.  You don't want to go to zero body fat, but you do want to get lean, particularly if you are going to run a marathon.
	That's the model.  It has huge advantages over the Old Economy model.  We have seen it work in the tech sector and in the financial services sector.   We've even seen it get traction in the telco sector.  It has not yet gotten traction in the retail sector, but, I believe, it will. It creates higher returns for investors because every company is spending more of the investor's dollar on core.  It creates increased flexibility because you have multiple sources of support.  You don't have to carry everything with you, the way a vertically integrated company does.  It creates greater value for customers because you have more minds working on the problem.  Furthermore, better minds are working on it since you don't put your best minds on context, you put it on core.  That's the model.
	To recap this, just three key takeaways for everyone across all the sections.
	The first is: valuation is a measure of future unrealized potential.  That's what you have to change if you are going to manage for shareholder value.  It is a function, first of all, of what categories you are in, so one of the ways you can change value dramatically is by moving your company from one category to another, either by divesting things and buying into new ones, or by migrating the offer to the new category.  The next factor in valuation is your execution within category, and that's what the comparables are all about. There is a key component of execution here, but it comes after positioning.
	The second idea is: do not let the current financial markets confuse you.  The Internet is the greatest category that has ever hit the planet, and the fact that you are in an Internet-related business, if you are, is a very, very good thing.  This is a really, really powerful category.  The issue right now is that the planet is saying, “Until we see some proof in the pudding, we are not willing.  We over-invested in that thesis; we are going to under-invest until we see a change.”  I think the bellwether is the B2B exchanges.  The B2B exchanges have to get liquidity.  It's a chasm-crossing problem.  It's a known solution; I just want folks to get on with it.
	Finally, disruption, in large companies in particular, forces you to focus on core.  We are back to this issue that time, talent and management attention are the currency.  You need to outsource the context in order to focus on core.
	With that, I want to say thank you very much.  I really enjoyed having a chance to address you.
four: keane, kim & moore: a conversation in the trenches
Ms. MacPherson:  I think we’re the ones who want to say thank you, Geoff.  Thanks very much.
	When we were planning the program, we thought it would be a great opportunity to have Geoff chat with a couple of local entrepreneurs to see if we could take some of these concepts and bring them home to people within our community.
	Angie Kim is co-founder and President of EqualFooting.com, a leading B2B online marketplace for small manufacturing and construction businesses.  You may have seen her featured this week in Washtech as one of the region's most admired bosses.  Her quote about her worst decision had to do with outsourcing, so she’ll have some interesting perspectives on that.  Brian Keane is Executive Vice President of Corporate Development at Aether System where he is responsible for mergers and acquisitions, strategic investments, joint ventures and new strategic business initiatives.  In his prior lives he has been a CFO and an investment banker, so he’ll bring unique insights as well.
Mr. Moore:  It's all very well for some guy to stand up here with a bunch of PowerPoint slides and hold forth, but can this stuff get from the speaker's dais to the real world?  We have a couple of guinea pigs with us that we are going to try to test it out on to see where it goes.
	The first model I want to test is the technology adoption life cycle.  I think I'll start with you, Angie.  Did you make that big promise to investors, and, if so, where are you in that journey?
Ms Kim:  Absolutely, we made that promise to investors back in June of 1999 when we founded EqualFooting.com.  There were three of us, and we promised investors that we were going after the blue-collar, small business segment, which is probably the slowest adopter of Internet.  I'm not sure exactly how we sold it, but we did.  We promised that when that adoption happensand we had all of these innovative guerilla PR and marketing tactics for how things were going to workwe were going to be right there when it hit since we seemed to be the only people interested in going after the segment.
	Our segment is manufacturing and construction small businesses, ones with around eight to twelve employees or so.  We're probably still at the initial early adopter stage, and we haven't quite hit the chasm yet.  We are at the stage where people are starting to get excited about this innovative thing they're hearing about.  We are having to do certain things, for example, encouraging people to do their first transaction through more traditional methods like telephone or fax to get to know us, then move them over to the Internet.
Mr. Moore:  Brian, how about you?
Mr. Keane:  Wireless data didn't exist much four years ago when Aether was founded, so we went after enterprise markets with complex applications on fairly thick devices, at least when compared to a device like a telephone.  Our CEO is the brains and inspiration behind this.  A year ago, when we went public, everybody was doing things on phones.  Phone.com was public, and everybody thought that phones were going to be where the game was played.  We went after a different market completely, the enterprise market with more intelligent applications on thicker devicesPalms, RIM pagers, pocket PCsand tried to push that market.  We were the first ones doing it and have been quite successful.  We can talk about how we've tried to increase our CAP and our GAP, but we went after this enterprise market and have been the market leader.
Mr. Moore:  Where do you think the enterprise is with these wireless devices?  Is it in the early market or has it moved across the chasm?
Mr. Keane:  It depends on the market.  In the financial trading arena, for example, it clearly has crossed the chasm for enterprises such as Charles Schwab, Merrill Lynch and E*Trade.  They have all pursued wireless data with real-time stock trading applications.  A lot of us here probably don't trade stocks wirelessly, but the enterprises are offering it to their customers.  Other vertical markets such as public safety, where we have 50,000 police using wireless terminals in their police cars, they do it out of necessity, so it really depends on the market.  Where there is a return on investment for transportation, public safety, financials and enterprises, they have crossed the chasm.  It's something of a B2B2C model.  The Bs that we sell to have crossed it; the Cs are still getting there.
Mr. Moore:  I want to share with you a thought that we have developed at the Chasm Group.  When you cross the chasm you need to make pragmatists move.  Their instinct is not to want to go first, so you must target a subset of your market which we call “pragmatists in pain.”  They're usually in charge of a broken, mission-critical business process where, if they don't solve this problem, they are going to get fired or they are going to bring down the value proposition of their enterprise.  Within your general purpose market, is there a constituency that has such a painful problem that they wouldn't have to be courted?  They'd actually come willingly if you could solve their problem end-to-end?  Brian, I'll start with you.
Mr. Keane:  Yes, we have a good example.  Office Depot has 2,500 trucks.  We're rolling it out to all the trucks, but, today, about half the trucks carry a ruggedized Palm device so that when they make business deliveries to their enterprise customers they get signature capture.  They put the device in a cradle with a radio that sends a real-time proof of delivery back to their billing operation because about 25% of their big customers wouldn't pay the bill until they had proof of delivery.  Paper gets lost; truck drivers are busy people who may jam a piece of paper into a folder, lose it or it gets otherwise delayed.  Sometimes they couldn't get paid for weeks or months and they'd have to reissue invoices.  Now they have electronic proof of delivery. They can email it, fax it, whatever.  It's improved their cash flow dramatically, so they came willingly.
Mr. Moore:  That's a great example of somebody who would have been fired if they continued on the old vector; it's not an acceptable business performance.  How about in your market, Angie?
Ms. Kim:  Ironically, we have had to go outside of the market for the people who would find our solution to be core to their business and to their job.  We are still going after the owners of these blue-collar small businesses, but here is the slight problem that we found: they're very busy.  Owners of small businesses tend to focus on sales and marketing rather than cutting costs on indirect supplies.  They are huge drivers of margins, but not the most exciting thing and not very core.  What we ended up doing is going after purchasing managers, finance managers and shipping managers of middle market and larger companies who found our solutions compelling and core to the particular job that they did themselves.  Then, through testimonials and word of mouth marketing, we brought that message down to our small business customers and proved that what they considered to be context actually turns out to be pretty important.
Mr. Moore:  Again, there is a sense in the large company that they have to figure out how to manage their context tasks.  It's like cholesterol; if it builds up enough, it has serious consequences.
	I'm going to use this as an occasion to move to the core/context question, and I want to ask this question twice.  First, I want you to look inside your company and apply the core/context test to your own operations.  Have you identified areas of context and, if so, how have you responded to it?  Second, look at your customers.  How might you better serve them in this regard?  Brian?
Mr. Keane:  I'll give two examples.  One is in traditional ERP (enterprise resource planning).  We're doing an upgrade now to PeopleSoft, and we are outsourcing it to a Big 5 consultant.  It scares all of us to death because of the horror stories we hear about the Big 5.  A year ago, we were 50 people struggling for cash, so the idea of spending millions of dollars is very painful for us.  Even though we raised a billion dollars back in March, we still have a small company mentality and the idea of outsourcing is a tough one for us, but we're doing it.
	Another one which was core to us a few years ago is building the applications.  We built the Charles Schwab trading application.  It was core to our business, but doing application development is not something we are necessarily best at.  One of our partners, Proxicom, and companies like that are probably better.  We have the core technology and some other outsourcing services, but there's no reason why we can't outsource application development to some of these professional, custom software developers.  We've moved some of our work from our important customers to these IT consulting partners.
Mr. Moore:  There are a couple of patterns in what Brian said that I want to reinforce because we see them a lot.  One he just mentioned, when you start a market initially you often have to provide most of the entire product internally because people haven't bought into the notion that you are a good partner or that there really is a market.  As you demonstrate a market with your early applications, then you can begin to pull back and let partners backfill the demand.  That is when core becomes context, and their core becomes more powerful going forward.  That's a pretty big deal.
	A lot of businesses have an ASP model in the back of their mind, with the idea that after they get you on the next release of PeopleSoft or Oracle, they'd like to run it for you.  Is that an option in your company?
Mr. Keane:  Absolutely.  In fact, we were something of a wireless ASP, so we encouraged our partners to outsource their wireless needs to us.  To be consistent, we've talked a lot about outsourcing our back-office functions.
Mr. Moore:  By the way, when it's mission- critical, the management team freezes up, but the truth is that the dangerous context is always mission-critical and you have to figure out a solution to the problem.  Angie, how about core/context at EqualFooting?
Ms: Kim:  It's been a very bizarre journey for us over the last year.  We started a year ago with only three of us working out of my basement.  It's not that we considered anything to be context, but we were forced into a situation where, if we really wanted to move quickly, we had to outsource a lot.  For example, we decided to outsource our Web site to get something up quickly without spending a lot of time recruiting technical talent.  Instead of creating a great marketing group internally, we decided to outsource that to a marketing agency.  Now we’ve built the internal talent over time and have about 240 full-time people who are able to do a lot more.  Even within that, however, I think it's interesting how our own ideas of what's core and what's context have completely reversed.  That's one of the key challenges in your prescription about core and contextidentifying exactly what it really, truly is.  For example, when we started, we got a lot of advice from people that customer service is a context thing.  For most people, it usually is.  Building call centers is not what most dot.coms want to do, so outsource it.  We did that for a little while, but as we listened to a lot more customer phone calls, we started to realize that it was one of the most core things we could do, precisely because we were dealing with these early adopter and slow adopters who didn't want to rely on the Internet.  I think it's really important to step back and think about what is core and what is context, and keep re-evaluating it precisely.
Mr. Moore:  Angie is drawing our attention to the issue that you may start with the wrong vision or you may get to a point where your market evolves, so you have to be able to rethink core each year. There's something called value discipline, which often helps.  Listening to Angie, I was thinking that customer intimacy wasn't the value discipline she may have thought she was going to start with, but it clearly is the one she is now focusing on.
	The other thing about outsourcing is that it's about time, talent and management attention.  If there are three of you in a garage, you are scarce resources. Venture folks love to see companies design context out from day one.  The advantage of some of the Silicon Valley-funded companies is that they never internalized their manufacturing and some other things.  It's much harder to get rid of it after you've brought it in house.
	Let's look at the value proposition you bring to your customers.  Does the core/context argument create a compelling reason for them to do business with you?
Ms. Kim:  Absolutely.  One of the main value propositions that we bring to our small business customers is that they don't have time to create a core purchasing function, especially for indirect supplies.  Why not outsource that purchasing function to us?  We actually use the word “outsourcing” sometimes in our direct marketing and advertising materials, using the argument that this is clearly context for you and not something that a small company should be focusing on.  That's worked well, and it's driven the kind of adoption we have seen.  We currently have about 100,000 small business members, and, when we surveyed them, they told us the reason they came to us is precisely because we used that rationale.
Mr. Moore:  Right.  As a small business you are very cash sensitive.  You don't value your time, talent and management attention. You get very conservative with any amount of money spent on outsourcing.  I'm not surprised that your bigger clients are playing capital against time and talent; they have that discretion.  It's harder with the owner-operated business.  The worse shape they get in, the more they tend not to outsource, which means they have less time to spend building their businesses.  It's actually a negative spiral if you are not careful.
Ms. Kim:  Exactly.  If you make the argument to them that this isn't core to your business, their immediate response, one you have to fight over and over again, is, “Well, if this isn't so core to my business, why should I even worry about learning this new technology?”  It is precisely why we went after the purchasing managers, because what we do is core to their jobs, if not to their companies.
Mr. Moore:  It's a challenge.  The small market is huge, it's very exciting, but it's more conservative than other markets so it is a bigger challenge.  How about the context outsourcing offer in your business, Brian?
Mr. Keane:  We build wireless data systems and host the wireless connections.  Go back a year when we were 50 people with 30 developers.  We’d go into a massive company and say, “Let us be your one.  Outsource all your wireless needs to Aether.”  After they finished laughing they would say, “Give us some of your technology and we can do it ourselves.”  Many times, it's the IT people who want to do that.  The business people, if they thought about it, would realize that wireless data is not core to their business, but the IT people see a new, cool project to work on.  “I can run an application in a Palm or RIM pager doing protocol translation over wireless networks.  Pretty cool stuff.”  A lot of times the IT people insist on doing it internally.  Many times, after a few months, they come back to us and say, “This is really hard.  Why don't you guys do it for us.”  Many times we may end up getting the business back after they spend several months trying to do it internally.  Our big challenge is convincing big companies that, “Your core business, Charles Schwab, is not building a wireless application, it's trading stocks and giving research to customers.  Office Depot, it’s taking care of your customers, not building cool systems on symbol devices.”
Mr. Moore:  One of the things that Brian is talking about, and that we see a lot, is that it's very hard to ask the person who owns the context job to outsource it.  Typically, you have to sell the value proposition at one level higher, often to the line business person rather than the functional person.  That raises a bunch of issues about human capital and what happens to people in such a situation.  It turns out, however, that you can make two very good offers to the person who has a context job today.  You can say, “Look, if you love the company, stay here, but I want you to stop working on context and work on core.”  Or you can say, “If you love the work, stay with the work but change companies so that your work will be core at our outsourcing company.”  Either one of those, I would argue, is better than being a middle manager with a context job with no upside and only downside.
	I have been talking about GAP and CAP, but there is also a question of “crap.”  When a consultant comes in and mouths off for an hour, no matter how hard we try, there is always a little bit of crap in the talk.  If your crap detector went off, ask about it in the Q&A, especially if there was an idea you think may need additional work.  I'm going to offer that opportunity to Brian and Angie first, since they were our guinea pigs.  What is one place tonight where you thought, “I don't think I bought that part,” or that just didn't resonate for you?
Mr. Keane:  The one thing that struck me when I was reading your book was the Old Economy, pre-April view of the land grabget revenues.  We actually have done a lot of it with Aether.  When we went public, we said that we would grab land, we built our market share and did our secondary in March.  Now, the view from the buy side has completely turned around, to, “When are you going EBITDA-positive?  What's your path to profitability?”  The whole context of how you manage the business for the shareholders really has changed for us, and we're thinking internally a lot about some of those things like profitability, EBITDA, not just going for the massive land grab.  We still will do it to a large degree, but not nearly in the unbridled way we were doing it nine months ago.
Mr. Moore:  I think I have to take that hit.  One of the things that happens in a technology adoption life cycle is that it's sometimes hard to tell the difference between the early market and the tornado.  You think that you are in the tornado; everybody around you is giving you that same self-reinforcing message.  When the stock market does it, that's all the additional delusional help you need.  The strategy of “grab market share and everything else be damned” is a tornado strategy, and it's totally inappropriate to the early market.  I think a lot of the explanation for what we're going through is that we thought we were further along than we were, and now we're in the chasm.  That is an appropriate adjustment.
Mr. Keane:  One other thing about bad revenues which I find interesting.  If you've been in a small company, you almost always have that one giant customer who means bad revenues.  For us it was Schwab, but we would do it again and again and again because it was our marquee customer and they really helped us get to the next level and get a lot of credibility.  We were a private company at the time, and probably couldn't do it today as a public company, but those were arguably bad revenues.
Mr. Moore:  I don't think so.  I would actually argue that because you got the market value from it, I would be willing to call it good revenue.  I realize it wasn't profitable revenue; I realize that you spent against it, but it actually helped create your company.  Schwab is a wonderful reference. If you had done it for the Venezuelan Oil Institute, that would have been bad revenue.  Nothing against Venezuela, by the way.  Angie?
Ms. Kim:  That's actually what I was going to say, especially with the recent P2P hype, which I think is very, very good hype, but I would question this whole notion of bad revenue.  One of the main things you stated is that through the chasm period, you must not run out of money.  To the extent that you can get any revenue to help you not run out of money, or at least sustain yourself until adoption does take off, how could that possibly be bad revenue, at least in the short term?
Mr. Moore:  I got it, but I'm going to push back against that one because there is kind of a back and forth here.  I would argue that when we're in the chasm, our entire fate depends on whether we can create a viable market before we run out of money.  A viable market is one where customers actually come to you voluntarily, partners bring deals to each other, there's enough momentum in the market that it works and every day you wake up and there's more business in front of you because the market's working.  It's an increasing returns phenomenon, and it's a little bit like getting a merry-go-round to spin fast enough so that it gets momentum.  It's important that every effort you make during that period be toward increasing the momentum.  If you take transactions that decrease the momentum, even though the cash would be nice, you would be net further behind at the end.  That's a little easier for a consultant to say than for somebody who runs a company, however.
	With that, I would like to you join me in thanking our panelists for contributing to this show.
five: the audience: q&a
Mr. Sherman:  That was a great match-up of theory and experience.  It played; this stuff works, so thanks for those insights.  I'm Andy Sherman, Vice President of Sales for NaviSite, and I want to add that we're very, very excited to be here.  This is a great event, so thanks very much, Mario and your team, for putting it together.
	We are going to move into Q&A, and we'll be getting questions from two sources.  We've got mikes on the floor and we'll be taking questions via email, so let me start with one from the Webcast audience.
Our first question is from Richard Hayden, Advanced Management Solutions: For companies that aren't public yet and don't plan to IPO, is there an equivalent measure of performance to stock price?
Mr. Moore:  Yes, there is; valuation does not require a public market.  The way you would do it is to ask yourself, “If I sold my company today, what would it be worth?”  You can use that as a metric.  One reason, among others, why you might want to bother to go through that exercise, even if you don't intend to sell your company, is that it gives you an outsider's view of your future unrealized potential.  Even if you never sell this company, you continually want to increase that factor, and this would give you feedback on it.
Mr. Daly:  I’m Ray Daly from OnSports.  In Innovator's Dilemma, Christensen said that the only way for a company to deal successfully with disruptive technology is to create a new organization.  How does that jive with what you’re saying about getting rid of the context and concentrating on the core?
Mr. Moore:  I think Clay Christensen’s strategy is clearly legitimate, saying don't even fight this context buildup problem, start a new thing; just let it go and don't fight mortality.  By the way, that's a divestiture strategy or a strategy for seeding a new startup or a tracking stock.  I just want more options on the table when I think of companies that have this powerful mechanism behind them.  If they could free themselves from context, they would be much more powerful than starting over from scratch.  If you start over from scratch, you have to build it all the way back up again or sell it to somebody else that's already got it built.  Clay and I don't agree on that one.  He would say that what I'm advocating is pretty dangerous, but I'm still advocating it.  We're in conflict.
Mr. Odio:  I’m Daniel Odio from NetWhistle.  I'm not sure how easy it is to discern core from context.  For example, it sounds like way-back-when, IBM decided that the operating system wasn't all that core to their business.  At a small dot.com, it seems like context is simply what doesn't get done, but do you have some benchmarks that you can use to answer whether this is really core to my business?
Mr. Moore:  Yes.  We didn't present this tonight, but we have a model which says that there are fundamentally four sources of competitive advantage.  You can't do all four, so we work with our clients to prioritize them.  In mature markets, offer power is one, and another is customer power where you focus on and nail a segment.  Another one is industry power where you try become a Microsoft or some other standard, and the fourth is technology power.  Work with your team to figure out which of those you are trying to optimize and which you are not, and do the same with the value disciplines.  Are you going to be a product leadership player, a customer intimacy player or an operational excellence player?  It's not that we can forgo operational excellence, but which is the one that you are going to make your bones with?  We try to get it down to one from each of those two lists as to what you are going to be great, great, great at, and that becomes the touchstone for core.  Everything else becomes prioritized relative to that gold-mark standard.  Even in a small company, you can make that work.
Mr. Epstein:  My name is Asher Epstein.  I work for a company called dadash.  Our motto is to focus on the process of innovation rather than on a product or service, so we're trying to stay focused on our core.  When looking at a company from an external perspective, how can you evaluate whether they are actually following their core?  For example, a lot of these large technology companies now have huge venture capital arms.  In some cases, like Cisco, they are using it to buy time, but, in other cases, they are using it to increase their earnings per share.  To me, that doesn't seem consistent with their core focus.
Mr. Moore:  It doesn't seem that way to me, either.  When large companies do venture capital just to create money on their balance sheet, it's interesting to watch the public stock market's reaction. They don't give you stock price appreciation for doing it, particularly when they can’t see it.  If you can mask it and they misinterpret it as core operations improving, they will raise your stock price until they can see through it.  Once they do, they actually crater that thing because stock is a function of future unrealized potential and this isn't your potential.  Nobody bought your stock for you to be a venture investor.  I'll give you an example.  When Adobe made $300 million on their Netscape investment, their stock didn't move.  It's important to realize that once the investment community sees that, they'll look through it.
Mr. Epstein:  A quick follow-up.  If you look at AT&T, they spent a billion dollars on consultants in 1996.  You would think that they were outsourcing their context, but, given their problems today, it seems like that probably wasn't the case.  Are there any other metrics that you would look at?
Mr. Moore:  Here is a negative metric; hopefully we can have some positive ones, but the negative is that once you get a very, very strong context population in place, it wants to justify its vision of life.   It hires consultants to help develop a conceptual hallucination, which turns out to be the most profitable form of consulting on the planet.  Also the least gratifying for anybody.  Often, one of the signs of an organization that's actually gone past the ability to renew itself is that it spends a ton of money with consultants and plans that get written up in gorgeous books but never get implemented.
Mr. Mazuka:  I’m Paul Mazuka, with City Of Mind.  I liked what you said about bad revenues, but have some objections to it.  Patricia Seybold of the Patricia Seybold Group had a good article recently saying don't sell your Amazon.com stock, regardless of the naysaying analysts who lament a 25% growth versus the 26% growth from the previous quarter.  Can you comment on that?
Mr. Moore:  Bad revenue is not a function of the amount of revenue; it's a function of the amount of future resource commitment that it takes to win the sale.  If that future resource commitment is deflected from your market goal, for example, if you are heading to dominate one market but you make your numbers by taking a deal in some totally inappropriate place, and then you take your best engineers and put them on this project that has nothing to do with your future; then you’ll make your numbers in the quarter that you did that deal, but you've now diverted key resources going forward.  In every future quarter, you’ll have to make a higher and higher number because that's the way that chart goes, but you have fewer and fewer resources working for it.  This customer over here, meanwhile, believes that you have committed to them.  They are going to ask you for even more commitments in the future, so there’s more compromising.  That's the idea of bad revenue.
Mr. Tomat:  My name is Andrew Tomat from The Adrenaline Group.  We're a product development and strategy firm and we're often advising both large and small companies to create the disruptive technology.  One of the messages I bring to them is from Christensen's book, and I would like to get your reaction.  In many cases, the disruptive technology does not come from above; it comes below, and the best technology does not always win.
Mr. Moore:  There are a couple of things here.  One of the benefits of the venture model is that it highly distributes the source of disruptionmany, many people disrupting.  Part of it is that they don't have a vested interest in the status quo; another is that mavericks don't stay long in large institutions.  The advantage for disruption tends to be with the smaller companies.  Inside the company, the advantage disruption has to do with the fact that disruptive ideas happen at the point of work.  They are not made up by some wizard in an ivory tower, they happen at the point of a problem getting solved.  You often see core improvements happening low in an organization, as opposed to context improvement which can only be managed from the top down.  I think it takes real executive leadership to manage context.  I actually think you can manage core by just getting the heck out of your people's way
Mr. O’Keefe:  I’m Paul O'Keefe of SAIC.  I'd like to present a bear case, and I wonder what your rebuttal would be.  Looking back at history, every great bull market has ended badly, and, as a result of the accumulated debt, has caused a great recession or depression that required the market to take something like 20 years to recover its old highs.  Not just in stocks.  In the last few years, the cost of capital was so artificially low that anyone could be funded and anyone could go public.  Now you have the reverse case where it would seem to me that the cost of capital will be extremely high.  Otherwise viable companies will be starved to death because of the economic environment and lack of access to the capital they need.
Mr. Moore:  Right.  Got it.  We are at the fringes of my level of competence, moving rapidly into my level of incompetence, but I would say this.  If we look at the world right now, we don't have 20% inflation, so there is still capital which, by historical margins, is reasonably good.  We have this information technology which is a phenomenal productivity source that looks very encouraging.  Even if we didn't have any new companies for the next five years, we would get productivity improvements every year by just absorbing what we have already invested in today.  Also, I think that this infrastructure of the Internet, if it does enable core/context outsourcing and companies can give up context themselves to spend more time on corein theory that's possible with this modelthen the net new wealth creation will be real.  Coming out from bull to bear, the people who are bullish are trying to find some way to explain away the bear market.  I'm not sure how convincing that argument is, but it's the one that's at least allowing me to sleep at night.
	Back to you, Andy, and thanks a lot.
Mr. Sherman:  Thanks very much, everyone.  Finally for the wrap-up, I'd like to welcome a person who needs no introduction to this audience.  He is an entrepreneur, a successful business executive, a philanthropist and very notably, a rabid Cleveland fan, Mario Morino.
six: mario morino: wrap-up
Thank you everybody.  This has been a great night.  Geoff, I thought it was phenomenal.  I felt like I earned about nine credits at the Harvard Business School on the concepts of the New Economy this evening.  It’s generally fairly easy for me to put together a wrap-up, but this was tough.  It was tough because you went through so many effective points so cohesively that it was tough to distill down what is such an integrated dialogue.  I'll do the best I can.
	This was a compelling and realistic dissertation of what I'd call business and economic fundamentals for the 21st century.  While I sat here, so many of the points just resonated with me, and so many hit very close to home.  I want to just give you some highlights, then talk about some anecdotal things that I've observed.
	I absolutely love the concept that context is core in the wrong position.  Besides my work in the nonprofit space, I'm also Special Partner to a firm, General Atlantic Partners, where we study the markets intensely.  One of the big areas we're looking at is outsourcing, specifically business process outsourcing.  That’s the epitome of context being core in the wrong position.  We are watching companies we invested in take entire processes out of organizations, and recruit the expertise with them.  When you see that, I agree that the New Economy is going to be an integrated network of people who focus on core.  It has tremendous implications for models that we will use in business, whether you want to call it the flexible networks we've known in certain market economies or the chaordic models that Dee Hock innovated at VISA.  It really does portend how businesses are going to unfold and whether or not we will see the disaggregation of context within the Global 1000 and to, in turn, aggregate it to create core-driven companies.
	I also think that it plays to something Peter Drucker has maintained for a long time, that you should not focus on your weaknesses; you always build on your strengths.  The only way you can get quantum change is to build on strengths.  The way you'll get incremental change is to focus on your weaknesses.  I think this is exactly the point Geoff is trying to reinforce.
	I love the idea of good, indifferent and bad revenue, and this piece hits too close to home.  One of my closest friends and I used to have a battle all the way through the 1970s.  For years he was a bag carrier and a marketing and sales guy; I was a CEO.  We argued about the importance of selling.  He said, “Never confuse selling with installing.”  As CEO, you must confuse selling with installing.  That’s the difference because it’s about what is good for your business?  Geoff’s points about bad revenue are remarkably important.  If you want to kill a company, get bad revenue.  If you want to kill it slowly, get indifferent revenue.  You must get business that counts.  If you can't get it, then get the heck out because you are not going to make it.  That's reality.  We sat through a discussion at a board meeting a few weeks ago talking about how a few firms in a particular sector missed their numbers.  If you miss your numbers, the market immediately assumes that you are going to miss them for several quarters.  Why?  Because you let bad revenue or bad structure affect your company and infect your business.  They know that you now have weak fundamentals.  You often see a company miss one quarter and then miss numbers in consecutive quarters thereafter.
	It's a great lesson to heed because it brings the issue of bad and indifferent money right to the issue of the early adopters versus the pragmatists.  This is a coat I've worn a long time in my life and have actually missed huge business opportunities because of it. I'll add two thoughts.  One, I dread it when somebody comes in and talks about how they have an “elegant” solution.  I want to gag because they're designing something for the early adopters.  The only ones who can appreciate that elegance are generally the sophisticated buyers.  All of a sudden it's not a chasm, it's seven chasms.  You never get to the pragmatists because they don't care.  It's a danger.  If you hear “elegant solution,” be very careful, because the solution has to eventually be reasonable and apply to that herd of pragmatists.  There are some solutions today that have never realized that, and it's a trap.
	Second, Bob Pittman of AOL has a great, great story.  He used to be in the theme park business and says that one of the great dangers you can get into is not realizing that there's a group of people who are amusement park devotees. They have their own magazines and they're the ones who fill out the suggestion cards and give you the feedback letters.  They always rate places like Kennywood number one, never Disney, because they use a different set of metrics from the mass consumer.  Are your kids begging you to go to Kennywood or to Disney?  If you listen to them, you’ll react to only a tiny slice of your marketplace, entirely missing all the pragmatists that you really want to have over time.  I encourage you to understand that because sometimes, when we want to get our beta testers and early sites, we pick the most sophisticated companies.  What we risk is totally missing the appeal to the pragmatists in the marketplace.  To me, this was one of the most astute comments of the evening, and an area, unfortunately, in which I've made mistakes at least twice that I can count.
	As Geoff said, positioning yourself in the right category is critical.  When we went public in 1986, we had come out of what today is known as the systems management industry.  In the early 1980s, there was no systems management industry.  There were slices, such as performance monitoring and capacity planning, which we and our competitors were in, some names you would not even recognize now.  The trouble was that those were very narrow categories.  When we went to Wall Street for our IPO, our challenge was to explain that we weren't in a narrow category like those, we were part of something called “systems management” and it was a huge category.  Once we got that point across, our future potential changed demonstrably to the Street because they now understood that we were in a very large category, not a narrow one.  When you look at your positioning, you've got to be able to describe your category with specificity.  Don't misstep on that because it literally is your future.
	Geoff’s point about institutionalized comparables is something that blew my mind.  Sometime last spring I met a guy.  We were having dinner with a mutual friend who I think is one of the most astute investors in the country.  He said, “You know, it's amazing, we've had a jump into Internet investing.  I never thought I'd use it in a million years.  It's stupid, but we're doing it.  What's happened is that we're into momentum investing.  We can't afford not to invest.”  You want to talk about being scared at a particular moment in time?  There it was.  You had the signs of exactly what we're seeing now, and it was this issue of institutionalizing comparables.  The whole market was there, including institutional players who vowed never to be in this place.  They had no choice but to come into the market, and all of a sudden we weren't investing in fundamentals, we were investing in hype or highly inflated returns or whatever you want to call it, hoping we would play and get out before anybody else did.  Some people actually have been able to do that in the last six months.  Some have done massive liquidations and they're wearing big smiles on their faces.  They have a lot of cash in the bank while all the other people are sucking gas.
	I think the point Geoff made about executives being green core and middle managers being red context is just so appropriate.  We did a series of about 20 acquisitions in some 23 months.  I remember coming in one day; we had everybody in the room and we were getting ready to tell them about this deal we had just done that we thought was the greatest thing since sliced bread.  We were jacked.  I'm looking at all my friends in the first row and they looked like, “Holy cow, here we go again!”  It was the red and the green.  They didn't want to hear about it.  This was more work, more aggravation, more integration.  This was the last thing they wanted to see.  If you want to see red and green, look at the telcos.  There are these telco executives who want to move their legacy ships.  Guess what?  All around them it’s total red.  How are they going to drive those organizations?  That's going to be an interesting challenge.
	To wrap up, the integral points that I think reinforce most clearly what Jeff said are:
-	Avoid the crap, grow the GAP and extend the CAP.  That’s life, and I can't say it any clearer.
-	Stay away from the bad revenue.
-	Get your differentiation in place.  That is what business is about, but we take it for granted.
-	The minute you get all the red around you, your valuation changes.  There is going to be a lot of opportunity for green around that red in the New Economy.
-	There is still a lot of whip left in the lash.  Boy, you better bet on it.  In the last 48 hours, we have had two sobering meetings.  In one, a very top level investor said “batten down the hatches, it's going to get a lot worse.”  Today we had a meeting with one of the top law firms and a senior partner said, “Guess what?  It's going to get a lot worse.”  There is a lot of whip left in the lash.
	I actually think that's good.  We have to clean out a system that got a little out of whack.  As Geoff indicated, the Internet sector is the greatest sector we have ever seen in our economy.  Anybody with fundamentals is going to do very well.  That's the key, fundamentals.  You are going to have to have something that works.  The smoke's gone.  Maybe not all of it yet, but it's going to be gone pretty soon.  That's going to be true whether you are in wireless, photonics, anything.  The world has gotten adjusted.  You haven't even seen how the bars in the venture shops are going up by the hour in terms of what deals they are going to invest in.  It's going to change, but I don't think it's negative.  I think it's an adjustment that was due.  When we finish this, it's going to be very healthy.
	The reality is that there is still an enormous amount of money.  You have funds created with $2 billion of assets to deploy.  There is so much money sitting around to be invested that there is a supply and demand ratio different from anything we have ever seen.  That's one of the missing dynamics that nobody can figure out yet.  The fact of it is, life will get a little tougher, but, in 2001, it should still be a lot of fun.
	What Geoff laid out tonight was, in my view, an erudite description of what the economy is going to look like.  The types of things you represent are going to be remarkable opportunities.  Thank you very much.  It was a phenomenal evening.
	Let me conclude with some appropriate thankyous.  Thanks to our sponsors; you are stepping forward to make the ecology of this region continue to grow and come alive.  Your support is not only appreciated, it's necessary and we thank you very much.  I want to thank Angie Kim, Brian Keane and Andy Sherman for your roles.  Let me correct one thing.  Several times my name was mentioned for acknowledgements and thankyous, but all I do is show up and talk.  The people who make this work are Mary MacPherson, Fran Witzel, Mitch Arnowitz, the entire Netpreneur.org team, the Morino Institute team and all of the volunteers.  I just get here on the back end, so congratulations to Mary and the team.  Great job.
	Finally, this is really about you in the audience here and online. We are seeing a great phenomenon occurnetworking, clustering, people coming together in regions where remarkable, vibrant communities are being established.  We have one here in Greater Washington because you take time out for a night like this.  When the high-tech councils run an event, 1000 people are showing up.  The Mid-Atlantic Venture Association is now the largest East Coast fair.  There is so much going on.  So thank you entrepreneurs, funders, service providers, everyone.  You've made all this possible.  You are making this region such a success.  Good night.


