
Editor’s Corner
Dear Friends, Investors and Associates,
For fear of being redundant, I checked my files

and revisited the letter I wrote in the cold grip of
Winter, 2013 and will avoid giving vent to my cur-
rent sufferings during New York’s dark season.  I
have learned and made some adjustments since
2013 prompted by one of my sons-in-law who
lives in Chicago.  Last year during a visit to that gla-
cial city, I was bewailing my fate and advised that I
should take the advice of a Swedish friend of the
family who was quoted as remarking that, “there is
no inappropriate weather, just inappropriate cloth-
ing.”  This message has reached me and, evidently,
many New Yorkers who appear bundled up in mul-
tiple layers to cope with the elements.  I have taken
to wearing two scarves and accepted that the price
of being warm is that I am dubbed an eccentric.
However, it was gratifying to note recently in
Womens Wear Daily that what they referred to as
the “two-scarf-look” is gaining currency among
some fashionistas.
More concerning than the weather, is the chill-

ing effect of the political pronunciamentos coming
from New York City’s newly-elected Mayor and
the U.S. President.  These too are emblematic of
Swedish attitudes.  The underlying leitmotif of this
rhetoric is the assertion that the persistent inequali-
ty of wealth distribution in the U.S. is corrosive of
our democracy and getting worse.  A recent study
illustrates that wealth distribution in the U.S. is the
same as it was in 1923 and that mobility, up and
down the income scale, is also about the same
today as then.  Incomes, however, did reach their
most equable point in the early 1970s and upward
mobility for U.S. citizens is, relative to some other
countries, less common than heretofore.  That
unequal wealth distribution is now more pro-
nounced than 40 years ago is disturbing and
requires serious policy discussion.  Unfortunately,
the Mayor and other politicians and editorial writ-
ers prefer rhetorical flourishes, arguments ad
hominem and demonization of the successful and
wealthy.  Also very much in vogue are references
to “fairness” but without policy prescriptions or
recommendations.  For example, today the wealth-
iest 1% in the U. S. pays 27% of all income taxes.
What does “fairness” suggest to you – 10%, 40%,
80% – and do you think differently about this ques-
tion when applied to yourself rather than the body

politic as a whole?
Also, distinctions among the wealthy are in

order.  There are only a few ways to acquire wealth
– to inherit it, to marry it, to earn it and to steal it.
Through reckless political speech, we should not
conflate these.  It seems to me that inheritance tax
rates legitimately give rise to a very robust debate
weighing the capacity to pass wealth on to one’s
progeny, presumably a big motivator for many
people, versus the desire to avoid perennial concen-
trations of wealth in society.  I don’t think any
responsible party believes we should inhibit those
who are inclined to marry for money as well as
love.  As to those who earn their wealth, the gov-
ernment should be doing all in its power to nurture
and encourage them.  Finally, the thieves must be
vigorously prosecuted.
In some instances the president and the mayor

are approaching income inequality by attacking the
symptoms through, for example, calls for higher
taxes on the wealthy and for a national minimum
wage.  Not addressed are the possible collateral
effects of such policies such as capitalists curtailing
investments, business people moving to more hos-
pitable locales and perhaps fewer entry-level work-
ers hired.  President Obama and Mayor de Blasio,
to their credit, also advocate policies which attack
some root causes of inequality.  These include ini-
tiatives to provide pre-grade school education for
children, efforts to curtail the escalating costs of
higher education, funding for basic research and
investment in the decaying U.S. infrastructure.
Regrettably the positive impact of these measures
will become evident only over the long term and
our political class and media culture are not very
much interested in or motivated by long term out-
comes.  So the environment within which we work
is shaped primarily by harmful rhetoric and dema-
goguery.
Unfortunately, in the slipstream of the presiden-

tial campaign, we still witness the same tone dom-
inant in political and economic discussion – name-
ly denigration of the wealthy and the wealth cre-
ators.  It is a dispirting environment within which to
conduct a venture capital business which is all
about identifying talented dynamic individuals
who want to build great companies and create
wealth for themselves and their investors.  
The media is now buzzing with news of the

recent interview with the doyen of the venture
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“The ranks of those harping on “unfairly” high earners include figures in American political life at all levels who have been entrusted with the care of
our open society; in channeling blame for today’s deep-rooted and seemingly intractable problems toward the beneficiaries of that society’s competitive
freedoms, they are playing with fire.”  Ruth R. Wisse, professor of Yiddish and comparative literature, Harvard, Wall Street Journal, February 4, 2014
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The What and Why 
of Cloud Computing

At Milestone’s last annual investor meeting in
November 2013, we had a lively discussion about cloud
computing and its potential as a disruptive force within
the information technology (“IT”) industry. Cloud com-
puting is a well-known concept in the worlds of venture
capital and IT, and though it is slowly moving into the
mainstream, our annual meeting discussion suggested to
me that cloud computing is still not well known within
the broader business community.  Given that my part-
ners and I believe we can make a lot of money over the
next decade backing young technology companies
focused on cloud computing, I thought I would try to
provide a high level explanation of the concept and
some reasons why it may prove to be one of the greatest
transformations in how businesses use technology
we’ve ever seen.  
At its core, cloud computing is about freeing busi-

nesses of all sizes from having to buy, deploy, manage,
maintain, and regularly upgrade their own dedicated
technology resources, including software, hardware and
other related data center infrastructure, needed to run
their businesses.  Instead, cloud computing enables busi-
nesses to essentially “rent” the technology resources
they need when they need them and for as long as they
need them.  These technology resources are typically
delivered as a service through the Internet by leveraging
software, hardware and infrastructure housed in data
centers owned by vendors such as Amazon (Amazon
Web Services), Microsoft, Google, IBM and
Salesforce.com.  With cloud computing, businesses pay
for their technology resources based on usage often
measured by either seats (e.g. number of users) or by
workload (e.g. amount of computing resources con-
sumed) or by capacity (e.g. amount of data storage uti-
lized).  It is this providing and consuming of any tech-
nology-resource-as-a-service that is perhaps the sim-
plest, yet most comprehensive, way to think of cloud
computing.  
There are multiple layers of cloud computing and the

services it enables.  Perhaps the most well-known and
mature layer is software-as-a-service (“SaaS”), led by
Salesforce.com.  With this layer, businesses access and
use software applications through the Web without hav-
ing to purchase and provision any related hardware.  The
hardware and the infrastructure required to deliver the
application is owned by the SaaS vendor.  Gartner pre-
dicts the SaaS market will grow from roughly $20 bil-
lion in 2013 to $33 billion in 2016.  Much of this growth
will come as large businesses finally begin to adopt a full
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community – Tom Perkins, one of the founders of the acclaimed venture firm
– Kleiner, Perkins, Caufield & Byers.  Unfortunately, the discussion is all
about Mr. Perkins preposterous hyperbolic analogy of the attack on wealthy
Americans to the horrors of Kristallnacht.  So his underlying anguish and
lament about class warfare in American culture has been lost.  It is sad that
Mr. Perkins, now eighty years old, is not the object of veneration for his
tremendous contribution to fostering the U.S.’s entrepreneurial culture and
his central role in creating many great companies (for example; Genentech
and Google), thousands of jobs and substantial wealth for his investors (pre-
dominantly university endowments and pension funds).  Along the way, he
apparently made a terrible mistake; he also created great wealth for himself
and ostentatiously enjoyed it.  He has, admittedly in an ungainly manner,
pointed out the unhealthy and divisive drift in public discourse which is
repeatedly referred to as the new “populism.”  Populism means grass-roots
democracy and working-class activism in the interest of helping those on the
lower rungs of society.  The chattering classes have encouraged the expan-
sion of the concept of “populism” to embrace attacking and demonizing the
wealthy.
I think this turn in our civic dialogue is truly counter-productive and con-

stitutes a serious misreading of the views and aspirations of young people.
As a venture capitalist and Yale graduate, I was recently invited to a meeting
of the Yale Entrepreneurial Institute.  YEI is a 501(c)(3) organization support-
ed by the university which seeks to encourage and to support the entrepre-
neurial aspirations of its undergraduates.  Astonishingly, a recent survey of
undergraduates revealed that 65% of them aspire to be entrepreneurs.
Notwithstanding the fact that many of these young people may not fully
grasp what this ambition implies, it is a striking measure of a shift in attitudes
and values among a segment of the country’s educated elite. Subsequently,
Yale’s recently installed president, Peter Salovey, has advised the YEI that he
wants their assistance in engaging at least 500 Yale students in entrepreneur-
ial activities by fall 2014.  He has expressed his admiration of the entrepre-
neurial catchments of Cambridge, Silicon Valley and New York.
At Milestone we are happy to be investing in young companies in and

around New York and beyond and hope that, in due course, Mayor de Blasio
may come to understand the wonderful entrepreneurial legacy that Mayor
Bloomberg understood so well and helped to nourish.
With best regards,

Edwin A. Goodman
General Partner
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range of SaaS solutions.  A less mature layer of cloud computing but with greater dis-
ruptive potential is cloud infrastructure-as-a-service (“IaaS”).  Using IaaS, business-
es can rent computing and storage infrastructure to run their applications and store
their data.  Similar to SaaS, all of the hardware and infrastructure is owned by the
IaaS provider, and is accessed and delivered as a service through the Web.  The leader
in this market is Amazon Web Services. Gartner predicts this market will grow from
$9 billion in 2013 to $24 billion in 2016, not as big as SaaS but growing faster and
perhaps having greater market potential in the long term.
Businesses that adopt cloud computing, especially IaaS, will radically change

how they budget, purchase, operate and maintain the technology resources they need
to run their businesses.  As an example, by leveraging cloud computing, businesses
can reduce long-term capital commitments for building out data centers and buying
infrastructure technology for those data centers.  Instead, businesses can, in essence,
rent someone else’s data center and infrastructure on-demand.  For most businesses,
renting can significantly lower their IT costs and can free up capital that can be
deployed for other strategic purposes.  While cost savings and reduced capital expen-
ditures garner the most attention, the other key benefit of cloud computing is
increased business agility and flexibility.  Since businesses don’t own the technolo-
gy resources, all layers of computing (except for the devices used to access the
resource) can become virtual as opposed to physical.  Therefore, technology
resources can be deployed, powered down or reallocated at a much faster rate.  This
means businesses can react more quickly to changing business or economic condi-
tions without needing to add, sell or depreciate physical technology-related assets.
Adopting cloud computing will likely enable businesses to compress their planning
cycles and to accelerate decision making.  The days of waiting for IT to catch up to
the needs of the business are over.  
Many of our current portfolio companies leverage some layer of cloud comput-

ing to deliver their solution as a service.  As cloud computing continues to evolve, we
are bullish on the investment opportunities that it will create.  As we saw in the 1990s
when businesses moved to the Web, the move to cloud computing will require the
need for additional technologies to manage, monitor, secure, and optimize cloud
computing environments.  We have already made one investment in this area, a com-
pany called Cloudnexa, which provides monitoring and optimization services for
businesses using Amazon Web Services.  In addition, businesses, especially large
ones, will likely want automated solutions to help them migrate legacy applications
to cloud IaaS environments and analytics to help ensure performance and service
requirements are being met.  Given the flexibility, agility and speed cloud computing
offers, we believe new and innovative business models will develop and new tech-
nology services will come to fruition.  As in the 1990s, most of the innovation will
come from start-up companies that can develop new solutions faster and respond
more quickly to customer demands and needs.  At Milestone, we will do our best to
back some of the big winners in the growing cloud computing space.   

------F. Morgan Rodd, Jr., General Partner
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