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No Hype, No Hoax: It's in the Cloud
May 24, 2016
There is no area more prone to hype and hoax than the technology sector. We saw this clearly in the dot-com era
of the late 1990s leading into the crash of 2000. In this era, the Nasdaq Composite Index led the U.S. market and
has been leading again over the past five years. We observe this in terms of returns as well as corporate
performance, as technology companies continue to deliver strong operating margins.
The chart below shows select U.S. index performance since 1995. In August 1995, Netscape went public, with more
than 40 million global online users, which seemed massive. But by the height of the dot-com madness in 2000, that
number had grown to 400 million, and the market seemed fully saturated. Today, it is projected that there will be 4
billion global online users by 2020. To put that in perspective, the global population is only 7 billion.
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So, the world will be nearly completely connected by 2020. More importantly, we will be connected with devices
that are at least 300 times more powerful than those used in 1995. We expect these trends to continue, and we
believe they will continue to change the nature of corporate performance.
In particular, cloud Solutions are leading to more computing power at a lower cost. The venture capital firm
Andreessen Horowitz, according to an 8/20/11 article in The Wall Street Journal, says that software is eating the
world in terms of its importance, and we believe there is truth in this. We would put mobile computing in the same
realm.
Last year was interesting in terms of growth and scaling. The fastest-growing technology company ever at the
enterprise level is a cloud-computing platform that is rapidly growing its top line at 80% and by its own estimates
is projected to reach $10 billion next year.
The significance cannot be overstated as cloud computing is allowing scalability within technology that we have
never seen before. This scalability drives a higher growth and return profile not just for the company offering the
cloud-computing platform, but more importantly for users more broadly, and it changes the rules of the game. The
multiplier effect of technology will be more evident as cloud computing continues to gain share across industries
and begins moving across countries.
How does this scalability benefit the individual? In 1995 or 2000, the cost of launching an Internet start-up was
about $5 million. Today, using cloud computing, the cost is $5,000—99% less than 15 years ago.
We have seen, and will continue to see, a rapid change in the nature of scaling. WhatsApp, the mobile messaging
app, is an interesting example. There are 20 billion SMS messages sent via global telecommunications systems,
versus 30 billion sent via WhatsApp. The fact that WhatsApp handles this volume with only 24 employees is
remarkable.
The beneficiaries of this scalability are not found only in technology. It is almost trite now to talk about what
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online retailing is doing for consumer convenience, but the impact on consumer prices is also significant.
Although technology will continue to be a beneficiary of scalability, it is not all positive. The impact technology is
having, though broadly positive, is also clearly negative in parts of the economy. In our opinion, it is no
coincidence that for some time we have seen the decline of traditional booksellers, Walmart numbers have been
weakening, and Nordstrom’s sales have been decelerating.
But from an investment perspective, we believe technology is the most important and enduring theme in the
global capital markets. We believe that technology can continue to proliferate because it is scaling faster and
further than ever before. We have moved from an environment in which assets were based on hard goods to an
environment in which software, data analytics, artificial intelligence, and deep learning dominate. This will
continue to radically change return profiles, not just in technology, but in every industry. The scalability of
technology will create haves and have nots at both the corporate and geopolitical level.

The issuers referenced are examples of issuers William Blair considers to be well known and that may fall into the
stated sectors. William Blair may or may not own any securities of the issuers referenced and, if such securities are
owned, no representation is being made that such securities will continue to be held.
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Disclosure:
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Information and opinions expressed are those of the authors and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC, or affiliates. Factual information has been taken from
sources we believe to be reliable, but its accuracy, completeness or interpretation cannot be guaranteed.
Information is current as of the date appearing in this material only and subject to change without notice.
Statements concerning financial market trends are based on current market conditions, which will fluctuate. This
material may include estimates, outlooks, projections, and other forward-looking statements. Due to a variety of
factors, actual events may differ significantly from those presented.
Investing involves risks, including the possible loss of principal. Equity securities may decline in value due to both
real and perceived general market, economic, and industry conditions. The securities of smaller companies may
be more volatile and less liquid than securities of larger companies. Investing in foreign denominated and/or
domiciled securities may involve heightened risk due to currency fluctuations, and economic and political risks.
These risks may be enhanced in emerging markets. Different investment styles may shift in and out of favor
depending on market conditions. Individual securities may not perform as expected or a strategy used by the
Adviser may fail to produce its intended result.
Investing in the bond market is subject to certain risks including market, interest rate, issuer, credit, and inflation
risk. Rising interest rates generally cause bond prices to fall. High-yield, lower-rated, securities involve greater risk
than higher-rated securities. Sovereign debt securities are subject to the risk that an entity may delay or refuse to
pay interest or principal on its sovereign debt because of cash flow problems, insufficient foreign reserves, or
political or other considerations. Derivatives may involve certain risks such as counterparty, liquidity, interest rate,
market, credit, management, and the risk that a position could not be closed when most advantageous. Currency
transactions are affected by fluctuations in exchange rates; currency exchange rates may fluctuate significantly
over short periods of time. Diversification does not ensure against loss.
There can be no assurance that investment objectives will be met. Any investment or strategy mentioned herein
may not be appropriate for every investor. References to specific companies are for illustrative purposes only and
should not be construed as investment advice or a recommendation to buy or sell any security. Past performance
is not indicative of future returns.
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