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I’ve been asked to address the relationship between broadband and venture capital; basically the question of whether the state of broadband affects decisions by venture capitalists. For a firm like Core Capital Partners, the answer is most assuredly in the affirmative. This is because we invest in IP-based companies where it is logical that the better the distribution of IP capacity and the better the quality of that capacity, the better the opportunity for Internet Protocol-based applications.

The state of broadband generically affects the engine of VC-backed economic growth. Intuitively this seems as applicable to biotech and other areas of investment as for IP – i.e., the ability to move data is integral to virtually al areas of innovation. We believe that broadband IP, however, represents the greatest growth opportunity because, by its very nature, it is forever creating new investment opportunities and thus driving economic growth. This IP growth is driven by the fact that IP is iterative and compounding. It is iterative in that it builds refinements on the previous application and it is compounding in that one application leads to another. Yet, for this iterative and compounding capability to exist is a derivative of the ability to move the data in the first place, the area over which it can be moved, and the speed of its movement.

There is nothing that IP has ever touched that hasn’t been transformed. That is because IP is more than breaking information into zeroes and ones; it is putting information into a format that enables it to also be used for other purposes. The classic example is how the IP that delivers my order to Amazon.com also permits the company to manage its shipping and billing process (this is iterative) as well as to do another sort of my purchase history data and recommend books that I might I might like (this is compounding).

New companies that deliver iterative and compounding applications of IP need the ability to move the iterative and compounding applications around. Yes, some could all be done inside a computing center, but the broader economic success is going to come from the broader application of the new idea, and that requires broadband distribution. Few, if any, of our companies could exist in a 1200 baud world.

But there is a bigger answer to the question posed. Simply put, that answer is that connections have consequences. Throughout history networks have been the driving force in defining economic realities, and economic realities define how people live their lives. In that construct, of course broadband has an economic impact.

The exciting thing about these times is that broadband and IP have created a network revolution that is reshaping the way in which commerce is conducted and lives are lived. It is the first such transformation at scale since the network revolution of the mid-19th century; and it is tearing apart the patterns and traditions that were established by that earlier network. 

The first high-speed network was the railroad. Its impact determined economic activity and the pattern of individual lives for the past 170 years. Prior to that time animal strength and stamina had governed networks. Because the distance that could be travelled was thus constrained, geography ruled. But the railroad network changed all that. Historian Jacques Barzun calls the railroad, “The completest change in human experience since the nomadic tribes became rooted in one spot to grow grain and raise cattle.” 

The railroad was the original death of distance. It became a defining force that enabled the economics of scope and scale to define the 19th and 20th centuries. As a result it destroyed the distributed subsistence economies that had existed since the beginning of time. In their place it imposed a centralized economy in which masses of raw materials were transported to a central point to be fabricated by masses of workers for distribution to a mass market. The urban areas that define America today were determined by the railroad hubs to which products were brought to be processed and/or switched to other lines for further distribution. 

And, since we’re in a telecommunications forum, the railroad’s handmaiden was the telegraph, coming on the heels of the iron horse and built along railroad rights of way. When the telegraph begat the telephone it followed the same paths to a central point where, like a boxcar, the call was switched to another line. Telephony not only co-opted railroad topology, but also its terminology like switch and trunk.

So why are we talking history in a forum about the technology of tomorrow? Consider this story and whether the analogy to what you are dealing with today is spot-on.

Chicago is known as the “Second City,” but why? The moniker is a remnant of the 19th century when the railroad made Chicago the second most important city in the country in terms of transportation, culture and finance. But it hadn’t always been that way. At the beginning of the 19th century St. Louis was the great city of the west, the Gateway City. Chicago was an upstart afterthought. St. Louis, however, was situated on the west bank of the Mississippi, the wrong side from the railroads that connected to the markets in the east. In part because of the shortsightedness of the boatmen who ferried cargo across the river, the town fathers refused to build a railroad bridge across the Big Muddy to connect with the rail lines heading east. 

Chicago’s leaders, on the other hand, aggressively pushed for rail connections. When it looked as though the extension of an eastern line would bypass the city the locals illegally built their own line to make sure traffic came their way. It worked. By 1861 Chicago had 15 rail lines with 100 trains coming and going on a daily basis, and St. Louis was still arguing about the bridge. The Second City was born; St. Louis could no longer claim to be the Gateway to the West.

Distributed broadband IP networks are the greatest change to how we connect since steam rolled on steel. You ask whether broadband has an impact on VC investment? The reply is that the previous network revolution became the basis of fortunes and great innovations. The last great network revolution also gave us precedents with which to help understand the network revolution of today.

One of those precedents is that network construction requires network demand. The “build it and they will come” model exists only in an Iowa cornfield on the silver screen. We could talk about how it was the demand for a processing mid-point in the movement of meat from western ranges to eastern markets that gave the impetus to Chicago’s desire for a rail line, but instead let’s get more current and more personal.

A few years ago, when Steve Case was still CEO of AOL, I was sitting in his office. “Didn’t you used to be president of NABU?” he asked. When I replied affirmatively he said, “We used to really worry about you.” My response: “We used to look down our noses at you, and now look where we both are!”

In 1984 I was the CEO of NABU: The Home Computer Network. We were delivering broadband data over cable TV lines to home computers at T-1 speeds. No one could touch our technology. At the same point in time Steve Case was CEO of Quantum Computing, headquartered only a few blocks away. He was delivering far more limited services over narrowband telephone lines at dial-up speeds. My company didn’t make it because there was a lack of demand. It’s hard to be “The Home Computer Network” when there are few home computers and even fewer needing that kind of throughput. Steve, on the other hand, was delivering to the small base of early, limited processing home computers. As the market grew and technology improved he improved his technology as well; but by then NABU had long-since gone to the graveyard of technologies in search of a market.

The relevance of this story is that demand is more important than supply, especially when you are asking folks (public or private) to put up risk capital for infrastructure. If I were to create a hierarchy of needs for broadband, it would begin with the stimulation of demand that insists on broadband ubiquity at reasonable speeds and then grows in throughput as warranted by further demand.

The poster child of the Economic Stimulus has been the Cash for Clunkers program. That program went right to the heart of the auto industry’s malaise by creating demand. Why can’t it be a model for a portion of a National Broadband Policy? Why can’t we have a Bucks for Broadband program that incentivizes the creation of demand that will drive the creation and expansion of networks?

I’m not sure this even requires the direct appropriation of funds like Cash for Clunkers did. Instead, public policy can create the demand by stipulating that government funded services must be able to operate at broadband speeds or there will be no funding. If the several billion being spent on electronic medical records required that all recipients needed to be connected to a specified broadband throughput...If education grants and eRate projects required that the receipt of funds occurred only if certain bandwidth was used…If transportation funding required not only that there be an intelligent highway system but also that it be interconnected with broadband…If grants to public safety agencies required that they needed to utilize existing broadband capacity…If green initiatives and Smart Grid projects all require interconnection to a broadband network. Individually these examples will create demand to stimulate broadband deployment. Collectively they could create an unprecedented broadband construction boom. Then, just like in Chicago, the new network would stimulate further economic growth.

The message is clear: there is a need to plan ahead and assure that there is sufficient broadband capacity, but there is also a need to help people get out of their St. Louis syndrome and demand that capacity now.

One last story as an example of the broadband opportunity. Core Capital has been an early investor in mashup technology. What’s mashup? Here’s an example. The Joint Chiefs of Staff need a continuing update on intelligence information from the over 25 different agencies that collect such information. The way that used to work is that each of the agencies would have a team that would cull their data and submit it to a team at the Pentagon who would further massage the information into a presentation for the Chiefs. It was a long process that meant that by the time the Chiefs saw it the information was old. Now thanks to JackBe, a Core portfolio company, the Pentagon has a software mashup platform that queries the multiple databases of the other agencies and assesses and assembles that information in real time. That is a classic iterative and compounding application of IP. Because the information exists in the common, transportable lingua franca of IP, then where else can it be moved and what else can be done with it? And, of course, the ability to move it ubiquitously and at speed is essential to the ability to perform the task in the first place.

The beauty of the task you have undertaken is that this regulatory agency can become an agency of economic growth and innovation. You are charged with recommending policy on the greatest network innovation since the network that created our cities and the patterns that still govern our existence.

In many ways broadband IP is taking America back to the dispersed economic activity that was destroyed by the centralizing force of the railroad. Our new networks are remorselessly flinging activity to the edge of the network. And at the edge are individuals and entrepreneurs. At the time when networks were a centralizing force innovation came from centralized R&D such as Bell Labs. Today innovation comes from two guys and a dog in a garage at the edge of the broadband IP network. These are the people in whom VCs invest. These are the people whose vision is enabled by broadband connectivity. These are the people who use VC investment to hire other people who use their wages at the grocery store, to pay the mortgage, and to send their kids to college.

To answer your question, yes, broadband availability influences the investment decisions of venture capitalists. But the story is even bigger than that. History’s great changes have been network-driven. We are now at another hinge moment in network history. Opportunity beckons. 
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