Sign in wath % ¥ ogin | jain CHED
GHict News |Wnmnescncenom| News  [IESSHRRG Wteom oot Q

Latest News Apple Crave Business Tech GreenTech  Wireless Security  Blogs  Video Photos More =

Talking tech with Peter Thiel, investor
and philanthropist (Q&A)
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Peter Thiel, speaking at a recent event in Aspeig.C
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SAN FRANCISCO--Peter Thiel believes technology wwithke the world a much better
place. He's simply frustrated at how long it's maki

The billionaire entrepreneur is best known for oaffding PayPal, and, more recently,
for his very early investment in Facebook. He foeoh@larium Capital Managemerd
hedge fund, created the philanthropliel Foundationand co-produced the irreverent
2005 comedyrhank You for Smoking




In May, the Thiel Foundation announced the first@eipients of a fellowship that
awards $100,000 each to youth under 20 years skbngially encouraging them to drop
out of college to become entrepreneurs. Fbenders Fundvhere Thiel is a managing
partner, has invested in aerospace, robotics, imedhnology, in addition to consumer
Internet companies including Slide and Spotify.

Thiel'sunorthodox taken philanthropy, and keen interest in the padedinological
change, led him to organize a "Breakthrough PHilaqty" event last year at San
Francisco's Palace of Fine Arts. Just as entreprsrmtch venture capitalists, tech-
oriented nonprofits were given a few minutes tbtted audience why ideas like artificial
intelligence, nanotechnology, life extension, aedsteading deserved financial support.

CNET interviewed Thiel early last month in his offs in San Francisco's Presidio to talk
about the pace of technological change, a posBddebook IPO (he's on the company's
board), and the state of tech startups today. B&dte transcribed interview, lightly
edited for clarity.

Q: The stimulus legislation spent something like 10 billion on clean-energy tech.
Google's previous director of climate change, an astant secretary of energy under
Clinton, called for a new government agencto fund clean-tech companies. Good
ideas or corporate welfare?

Thiel: I think it's a bad idea. There's a lookingckward and looking-forward question.
Looking backward over the last decade, the quessitwow badly clean tech has worked
out. | think theSolyndra failuras--you normally can't read too much into one camp
failing. It certainly is dramatic. The amount wasge. It was fast. The expectations
changed pretty quickly.

The worry is that we'd like to see some real susE®800. There's a question of whether
there's something wrong with government pickingneirs, or picking winners and losers,
but there's definitely something wrong with the gmment only picking losers.

The question about clean tech is not whether thergonent is picking winners, but
whether the government is only picking losers. Bhise worry people have. There
would be no issue with Solyndra if we had justwa flings that were just working that
you could point to. Even in the tens of billionsdaifllars, if you could get a few winners
that would be worth it. It is not clear what theg dt is certainly not clear where they are
on the Silicon Valley venture capital side. | thithle people who invested in clean
technology have a lot of incentives to talk abdwet winners. There has been a deafening
silence.

It's striking how little one hears about clean teaithe venture capital side over the last
year or so. | wouldn't say they are always the smaney. They tend to be the less dumb
money. And so that seems to me to be a usefulatwlicThere's a question about what's
gone wrong with clean tech and a question about gdws wrong.



It was incredibly conflated with investment andatbgy. It's sort of like social
entrepreneurship, where people try to do well bynglgood and end up doing neither.
There's a strong argument that we needed to deaétknpmatives to oil. There may be a
climate change argument. But that becomes a vergattaus point when you start
thinking that you don't need to pay attention ® tdchnology because the government
will bail you out.

If | recall your investment portfolio correctly, you stayed away from this.

Thiel: We have not made any investments in it. Gindae other things that's been very
strange about the clean tech question--there biieegle things about it where | think the
thinking hasn't been disciplined, you've heardtadke ideological conflations and
commitments that confused the thinking.

One of the basic questions about clean tech isdisven by a shortage of conventional
energy or is it driven by climate change worries®@yare somewhat linked. But they
may be very different in nature. You could haveensirio where you have plenty of oll
and plenty of coal, and you could just producedba but it's too dirty. Or you could
have a scenario where you're running out of oil ymndneed to develop alternatives.

One scenario is more economic. One is more envieoahin nature. In practice these
two things have gotten hopelessly confused andatedf As the technology and politics
have gotten confused, the economics without a ¢angith the environmental stuff has
gotten confused.

The Warren Buffet rhetorical point is H#84 billion investmenin late 2009 in a railway,
the single biggest investment by Berkshire Hathaautgide of finance. It is an all-out
bet against clean tech. It was described as arbAtwerica, but 40 percent of what gets
transported on railroads is coal. You have to labBuffett's railroad investments as an
all-out bet that clean tech is going to fail.

It's a bet that we're going to send coal to smdsong Beach and send it to China to
power Chinese factories to send us stuff. That$h®eclean-tech vision of the 21st
century.

Your speech in Aspen last montlargued that technological change was stagnating,
especially in energy. What's the solution? Is it tht progress in energy is more
difficult than progress in, say, chip design, so wkave to be more patient?

Thiel: It goes back to the why-things-have-slowedvd question, which is the one that
I've tried to avoid.

Unfairly tried to avoid?

Thiel: I'm not sure it's unfair. Because as sooyaasget to the "why" question, it gets
much more controversial. It makes people lose ftte what, which is the thing |
want people to pay attention to. | think that if e@ild get people to agree that there's a
really big problem in innovation, then we can havenstructive conversation on what
to do about it. As soon as we fixate people on theye's been an innovation slowdown,



if you're on the right you can blame environmestali if you're on the left you can blame
Reagan and financial engineering. And we don't @&etrio the question of whether a
slowdown has happened. That's why I'm somewhadtegdito going straight to the
ideological or political question.

That being said, with respect to the energy isthee;what" is that there has been a
remarkable failure as well as a reduction of exguemts. It's both a backward-looking
failure--if you look back over the last 40 yeats®re has not been a great deal of progress.
You look at real oil prices, today they're gredken they were during the Carter
catastrophe of 1979-1980. If you look at oil depsmy, energy dependency, it's way
above where it was anytime during the '70s in ti& You can look at things like the
famous Simon Erlich bet. [Ed. Noteneell-known wageion the falling price of
commodities.] Erlich would have probably been wimgnfor the last quarter century,
something like 1985 onwards. That's again notgasrgy but a failure of innovation on a
lot of the upstream commodities and resources.

At the same time this has also, and quite natyrkdtito a reduced set of expectations
about the future. Nixons974 State of the Union speewias, basically, we would make
the U.S. 100 percent energy independent by 1988mah2011, it's one-third oil
independence by 2020

You're quoting politicians, though, and their promises...

Thiel: But they're reading polls. And the polld tekm what people reasonably expect.
And the interesting thing is that, | think, Obanagptures the zeitgeist today in the same
way Nixon did in '74. And people realistically imet U.S. expected full energy
independence in six years. Today they might recdity expect 30 percent independence
in nine years. There's been a historic failure, @nd result we have dramatically reduced
expectations in the future.

The question about a tech innovation slowdownyénearkable question is really why
this question is not at the surface. If you wertate a very simple Socratic method, and
start with just what are the common opinions petbjlee, not in Athens but in America,
the common opinion is that things are on the wrimagk. That their kids, that the next
generation, will not be as well off as the currgaheration. These common opinions,
while they may be right or wrong, are completelpadls with the sort of techno-
optimism that is so prevalent in these discussidnsl. it's at least worth asking why are
people wrong to think this.

You oncetold The Wall Street Journal, referring to President Obama: "I'm not

sure I'd describe him as a socialist. | might evesay he has a naive and touching

faith in capitalism. He believes you can impose adlorts of burdens on the system

and it will still work." Is that still true?

Thiel: Yes. | think there is an incredible faithdapitalism--that you can put any burdens
on business, and people will just work. It's lileople are hardwired to make money and
there's nothing you can do to change that, irrdspeof politics. In that sense it is an
incredible faith in capitalism that | don't quitesse.




| think it's also that the left in the U.S., therDacratic Party, is not socialist in the other
sense in that there is actually no plan for tharfutWhat socialism and communism was
characterized by were five-year plans, these dewedmt plans of what you're actually
going to do. What's remarkable is how little oflarpthere’s going to be.

| don't think most of the economy should be planmBad | think to the extent you're
going to have large government, it would be godtiefgovernment should be planned
rather than unplanned. If you're going to investliernate energy, you should have a
plan of what kind of alternate energy you shouldnyesting in, and you shouldn't be
randomly buying lottery tickets. Planning is prefele to buying random lottery tickets
or politically motivated lottery tickets, which ke concern with the clean-tech stuff.
That's levels worse than having a rigorously cdigtpanned economy a Krushchev

You endorsed Ron Paul for president and you've wrten for the Cato Institute and
have been affiliated with thePacific Research Institute Does that make you a
libertarian?

Thiel: | self-identify as a libertarian. | don'téw if that makes me a libertarian either. |
describe myself as a libertarian politically.

Most of the issues, if you had various libertarigpe questions, I'd tend to come out on
the correct side of all of them. You might be sneardugh to come up with some where |
would not.

But on most of them, I'd come out on the genetabg restrictive government, more
capitalism, more civil liberties, and so on. Youndze pretty libertarian without being a
purist. The question is not whether we're goingriwatize roads or prisons or the
military or things like that. It's directionallyhére's a directional question. Is there too
much regulation, is there too much governmentesd too little freedom?

You can believe that the role of government shtvaeldeduced without going anywhere
near the extreme point that it should be eliminatiéagether. We have so much
government in our society that you can reducdat.aHong Kong's not really libertarian
in the purist sense but from a 15 or 18 percengmaltax rate, (going in that direction)
that would be a very different country from whae 11.S. is today.

Why have so many prominent figures in Silicon Vallg embraced the Democratic
Party? Is it revulsion against the Bush era? Why don't gu have more libertarians
who are out of the closet?

Thiel: I'm always nervous about the "why" questibesause you're asking me to
speculate on people's motivations, why they'regltimgs.

You don't have to name names.
Thiel: 1 think a lot of the engineers tend to betpyr libertarian in Silicon Valley. A lot of
the nonengineering people tend to be more Demagcratihad to give the cultural split.



That includes company executives, it includes peogio are lawyers, it includes people
who work in other capacities, for all sorts of cditgted reasons. The actual Silicon
Valley demographic, the engineering part of iacsually quite libertarian. The
nonengineering part is more demographic. | thirgeels a pretty big split between the
technical or engineering people and everyone else.

Ron Paul got a verywarm welcome at Google during the 2008 campaigt think
especially from the engineers.

Thiel: I don't know the politics at Google spedig, but | suspect that most of the
people on the engineering side would be quitetidvem. They might be Democratic in
terms of political party affiliation but ideologibgathey'd be libertarian. The
nonengineering people would mostly be party linenDeratic, with all sorts of
exceptions.

It's also that a lot of the libertarians tend tosbeially liberal, fiscally conservative, and
so if you're in that quadrant, which set of issdes/ou prioritize? If you prioritize social
issues, you tend to become Democratic. If you fiizereconomic issues, you tend to be
Republican.

There is a way in which a lot of libertarian Denadsrand libertarian Republicans may
not disagree about specific issues, but disagreetdtow heavily to weight various
issues. It's more of a weighting disagreement #maissue-by-issue disagreement. This
issue, this civil liberty issue, gets a weightiridl®. The marginal tax issue gets a
weighting of 1.

Even though in theory we might agree on both, we gagree on the weighting?

Thiel: We disagree on the weighting. You get topaifferent political outcomes. | think
that's what actually happens a great deal: Peapi# actually disagree that much on the
issues. They disagree on how important differenias are, how to weight them.

There's aheadlinein the UK Daily Mail, referring to your financial support for the
Seasteading Institute "PayPal billionaire plans to build a whole new lbertarian
colony off the coast of San Francisco." OK, so whefs this colony? Or did it get a
bit mischaracterized along the way?

Thiel: It's certainly been weirdly exaggeratede Iheen a supporter dd€asteading
Institute foundey Patri Friedman. | knew his grandfather Miltondehinan. His
grandson's been very interested in this questiontdiow does one start new
communities, where would one start one? Do you ltabceans? Do you look at other
parts of the world? How do we get back to this joasof the frontier?

What attracted me to seasteading is, it's linketieéadechnology question. We have this
guestion about: Where in the world can one do emgs? There's a technological
version of that, and there's also a "Where canwid bew communities and new
societies?" All the critiques of utopianism appyseasteading, just as they do to a lot of
people in the tech industry. At the same timejrikithere's also a problem of giving up



on all utopian ideas and having no theories abowt things can be different or better.
And saying that, "This is how things are, nothiag ever be different or better."

The reason the seasteading question's been sesiieris that a lot of people do think
that we can do much better as a society. And ifryouthe thought experiment, could we
be doing things better in our society, people maggtee on the particulars, but an awful
lot of people think things can be done dramaticbéter.

There is a certain lack of freedom that we have fblunders, when whey wrote the U.S.
Constitution in 1789, had the freedom to set akthbasic parameters. They got most
things right. There are a few things we might ndtrely agree with. In California, we
have two senators. Alaska has two senators. Isealy a completely just system? It's
not something that can conceivably be changedsaptint. There is a certain lack of
freedom we have in thinking about our society thetry different from what the
founders of the U.S. enjoyed.

It's a very parallel question that comes up whespfeestart companies versus working in
large existing companies. In a large existing camyghere are set ways things have
happened. Sometimes there's a sclerotic bureauttratty taken things over. You can
change things at the margins, but you often cadnange the fundamental fabric. The
reason people start new companies is becausestheneed to have a certain amount of
freedom to explore doing new things. That's why'¢gtiart a new business. There's a
guestion: If you can start a new business, whyyoannot start a new country?

So we need entrepreneurs starting not just comparse but countries?

Thiel: 1 think it's at least worth thinking abouhwthe question is different. There may
be some differences, but | think there are somg eresting parallels between the two
guestions. And | think that's what attracted Pasian engineer working at Google, with
libertarian interests and an interest in technaldtg/ saw the two as very parallel. And |
tend to think there are a lot of parallels it raise

You have these questions about the point of orifjirere is a sense where you have a lot
of freedom at the point of origin. The point whgoei start something new you have a
great deal of freedom. Once things are set, yoe kess freedom. Going back to the
origin, back to the founding moment, is very, vemportant. The founding moment of a
company is important. The founding moment of a ¢uis important.

Is there a way to somehow recapture this? Eveoufdon't want to move to a boat or
platform, which may or may not get built and mayray not be a pleasant place to live
in, it is nevertheless a worthwhile question. Wiethere are elements of our society
that can be refounded, or whether it's like weliad in a company that was created in
1789 where very little has changed. It would benesting to look at what companies
were started in the late 18th Century, and whiaksan that category are still extremely
dynamic and entrepreneurial? If they are, theyrabably changed radically.



And of course seasteads may not be libertarian. Yocan imagine a religious
seastead--this is what traditionally has prompted gople to move to the frontier. So
there may be very nonlibertarian groups as well.

Thiel: You have certainly a lot of different kindscommunities people would start.
They could be socialist. THebbutz movemenin Israel was people moving to a new
place, and it was kind of utopian in a socialisywiais an indictment of the left in the
U.S. that people can no longer imagine any sout@ianism of the left. And so people
do not actually think of joining a kibbutz, as ameample. | don't know if there's any
analogue of that. There's no reason theoretidatlguldn't be any number of things.

How did you reach your political views?

Thiel: 1 think I've had them mostly since | washiigh school. It's changed, some pieces
(moved) around, some thoughts, some issues. laésitabiographical version of the
"why" question.

It's really a "how" question...

Thiel: The how was basically free market, anticomimts Communism seemed like a
bad thing in the '80s. A lot of it was anchore@micommunism, and the view that it was
very bad because there were no free markets arg\tleze no civil liberties. That was
probably formative in the late '70s and early '30s] became politically aware, the first
thing | became aware of was the great evil of tiata&nism, which at the time was
primarily totalitarianism of the left.

The most opposed, the opposite pole of left-wirtglitarianism, is libertarianism. That's
what naturally attracted me to that position.

You were right about the dot-com bubble becoming &ousing bubble, and maybe a
financial bubble as well. Where's the current bubbé? It can't be gold. It's not high
enough yet.

Thiel: It's pretty high! There aren't very many blés. Because | think to get a bubble,
you need to have something that's overvalued att$ thelieved with incredible deep
intensity by a lot of people. | don't think thera'bubble in Web 2.0. It's possible that
companies are somewhat overvalued, I'm not sugeréheuch overvalued--1 don't want
to speculate too much on valuations here.

But the public at large is not really involved ms. There aren't hundreds of IPOs like in
the 1990s. If you're a dentist in New Mexico, yam'tjust call up your broker and buy a
portfolio of 50 different Web 2.0 stocks. Theretssense in which the public is involved.

In fact, we have a very cynical public at this gofeople don't believe in very many
things. If you think one of the necessary ingretlidar a public is to have an intense
belief, the question would be: What do people beli@ as intensely today as they
believed in housing in 2005 or technology stock$989? Maybe not technology, but
technology stocks.



My top, my only candidate in the U.S. is educatgrthe be-all and end all. It has
become the solution to all of our problems. Andrsocandidate is that there is a higher-
education bubble. If you look at the costs, thegore up a factor of four in real terms,
over 10 in nominal terms. The quality's probablgwaithe same. And so there is a very
interesting question about whether it's overvalaed, the intensity of belief about it is
very, very high.

My sense is that it's very overvalued if you taki® iaccount that most of it isn't about
learning. It's about credentialing. If you takeoiaiccount that people are amassing this
massive amount of debt, which destroys a lot afriabptionality in terms of what they
can do with their careers and their lives. Pardidaky, it's very hard to get out of debt.
It's worse than housing in the sense that a hooge&gn always walk away from. Debt is
typically nonrecourse.

Although federal student loans...

Thiel: Education loans are fully recourse. And tingyically, post-2005 with the
bankruptcy law changesyen survive bankruptcyso the education bubble is the one that
strikes me as very serious. And | think it's claséhe point of breaking with the sort of
long recession that this country is in, where bgle are graduating from college and
they're not getting the really good jobs--the hpglying jobs that were the implicit quid
pro quo for the ridiculously high costs--that'stitey to call the whole thing into question.

Is this why you created the20 Under 20 Thiel Fellowship which gives $100,000
grants from the Thiel Foundation? Did you intend ths to be a bit of a poke in the
eye to the education establishment?

Thiel: It was not actually intended as that. Wendidven think it would...

The people you're giving grants to are under 20 yea old--you're essentially trying

to convince them to drop out of college!

Thiel: It was 20 people. It was just 20 people. Y@awe something on the order of 6
million people a year in the U.S. who graduate ftagh school. If you're saying that of
the top 60,000, the top 1 percent let's say, ametR0 of those 60,000 who should
perhaps not go to college--that does not seenaliiegribly controversial statement. That
the more talented you are, the more narrow thefsgtoices you should make? And that
if you're a really smart person, the only thinghe world you can do is to go to Harvard?
That certainly is an odd state for the world tarheeven though it's surprisingly close to
the state we find ourselves in today.

We focused on inventor-engineering people, whogessions about specific ideas and
wanted to build them out. What struck me when pgltinis together is how widespread
the anxiety around education is. Which is why hkhihere is a bubble and it's also close
to breaking. It is like housing in '05 and techd8. We're very late in this bubble.

The specific failures is that there are all thesagexpectations people have at all these
levels. It's people who went to subprime diplomadeaes and didn't learn a thing. It's
people who went to second or third tier colleges got a diploma but worried that it's



kind of a dunce hat in disguise because they'recafk the rest of their lives, "Why
didn't you get into a better school?" We have bbhigal great chain of being that's known
as the US News & World Report university rankingtsyn. Which ranks with brutal
precision where you fall on the great chain of geibsets you for life. It's something
like a feudal caste system.

Even the people at the very top who get into tle belleges--there is sort of the great
expectation that this will set them up for lifenlhot sure that's correct. When you're 17
or 18 and if you get into a very good universitlg important to have the perspective that
you're still at the very beginning of your life apou're just getting started. The idea that
you have burned out from all the piano lessonssahdol sports and community service
and SAT prep classes that you had to take fromegr&dthrough 12, that's probably not
even healthy.

There are all these great expectations that pd@sle around education. They're very
different for different people. But they're unitiecthat the expectations are impossible to
meet across the board. And that's why | think weehhis broad disappointment with it.
It's all the way up from the subprime diploma mitighe Ivy League schools.

What are you investing in now? What are you investig in next?

Thiel: On the technology side, the question is gbv&Vhat are the breakthrough
technologies that will take our civilization to thext level? And that is the question |
keep coming back to. There are certain types afjththat are very underinvested in. |
think people find it hard to invest in anything thakes more than a year. Anything with
a long time horizon is very hard to invest in. Wetb find things that represent
somewhat of a quantum leap and that are a soméavigsr time horizon and have some
sort of reality check against the sanity of som#éefpeople involved in it. And how well
the team dynamics work, and if the technology woaksl if the market works, and
things like that.

Probably the area that I'm most confident of that will happen--it's worth exploring
many different areas and we've looked at everytfrimm space to robotics to
bioinformatics--is the next generation of computargl where the information age
gradually gets applied to more and more differestiglines. We've looked at a lot of
medical IT companies. It's very screwed up. Itsrbgcrewed up for a long time. It
doesn't mean that it's going to get fixed now. tBete's an argument that this is a good
time for this to start shifting. Maybe medical red® will finally go online, doctors will
move from the 19th to the 21st century, somethikeythat. We've looked at applying
computers to education, applying computers to heate, applying computers to X
where you fill in the blank for the field.

Law would probably be an interesting one to look.abk at what fields are still stuck in
the 19th century, and could they be automated wepkil dramatic ways.

How worried are you about the economy? It seems l&kwe never got out of the
recession--can we call it a small-D depression yet?



Thiel: It's certainly at least a Great Recessiatm\&icapital G and a capital R. | think it's
a depression even if it's not the Great Depres3iba.'30s was the Great Depression--it
wasn't just a depression. | think it definitely ptite lie to the notion that there are no
economic cycles left and we were in a world of @reat ModerationThat was sort of
the 2005 optimistic view that people had. It tuons that it's more like a Great
Stagnation.

| like Tyler Cowen's ide#hat we're in this prolonged period of very slosewgth. One of
the ways to ask the economic question--you canya\wave opinions about what's going
on in the economy that are independent of the niswkeit you could just start with what
the markets are saying. Today the markets are gélyare's a 91 percent chance that
Greece defaults in the next five years. The spreadeany European banks are
uncomfortably high. Italian, Spanish sovereign,amfortably high. The gold price of
$1,850 an ounce is probably telling you somethingua people having no good ideas of
what to do with their money. These are all thesg s&aightforward stories about these
various prices.

The one that | think is a very good market prica fheople aren't paying attention to are
10-year TIPS yields. This is a market that's biggan Greek bonds or European bank
credit or gold. It is the Treasury inflation proted securities. It's hundreds of billions of
dollars. It's basically the yield you're guaranteedet after inflation. As of today, the
yield on 10-year TIPS is zero.

It's gone negative in the last few years.

Thiel: It's gone negative in the last few monthise Tive year is at something like minus
90 basis points. The 10 year is zero. What the Tii#®e is telling you on a risk-free
investment, you can expect zero percent returm afl@tion for the next decade. There's
not a lot of inflation that's being predicted. Tyear bonds are at 2 percent. We're
basically predicting an average inflation rate qfe2cent for the next decade. So it's not
clear that there's a worrisome buildup in inflatr@ppening.

But the thing that's worrisome is not that we hde#ation or inflation. Two percent
expected inflation is actually very good. It's tieg have no growth at all. The real yield
after inflation is often, | think, a pretty goodopy for the expected growth rate in the
economy.

If you were earning 4 percent after inflation, thabughly like the economy is growing 4
percent a year. If you're expecting to earn zerogyg after inflation, to a first
approximation that reflects an implicit view thaéte's going to be zero percent
economic growth in the U.S. for the next decadeat Brikes me as a shocking market
fact that people should make much more of. Thegtthat strikes me as different from
the '30s is that in the '30s, the collapse was nmuate cataclysmic. There was no social
safety net. You had much crazier political ideoésgihat came to the fore.

But there's something this time along that it fé&ks it's going to go on for a very long
time. And there's no obvious way out of it.



Would you agree?

Thiel: If you want to segue back to the politicabeomy of it, it's that people are too
focused on the economics question and not enougdiheatechnology question. So we
have lots of debates in the U.S. about what's gmirigappen to the economy in 6 months,
12 months: Are we going to have a double dip rece8sAre we going to have a

recovery in 20127 Is there not going to be? Butveoy much about what's going to
happen over the next decade, which is more offadaestion.

There's a question of how important is macroeconsmas a category independent of
everything else. What's very different today frdma 130s is we believe in
macroeconomics as an unbelievably important indégetncategory. And it's not clear
that's true.

All the Keynesian kind of thinkinguggests that macroeconomics is important
independent of the micro stuff. So it doesn't miattieat the regulations are--it matters
what's necessary to get the animal spirits backatters to print the right amount of
money for the monetary policy. Get the fiscal stimsuright.

| think this is also true on the right, where mokthe thinking is around the economy,
and it is about reducing marginal tax rates, ampthof that sort. And much less on, say,
the micro, on all the regulatory issues, which@@ehaps much more serious, and will
have much more of a tech impact over the next decad

| wrote a retrospective piece for CNET recently about how significant thepost-9/11
regulatory shift was, especially when it comes toryacy.

Thiel: It's not exactly clear to me whether Paygalld be built as a business today. That
may be too strong.... As a startup, these kindsguilations are much more onerous.
Paypal was able to be built at a time that was9pt&-on a regulatory basis. Post-9/11 it
would be much more difficult to build. It makes tin@nchise more valuable. | think no
competitors will ever be built.

What regulations will screw over the tech industry?Things like data retention...

Thiel: ...It depends on how you define the tectustdy. So if we define it as just the
Internet, the amount of regulation has been redtitnodest to date. We can be hopeful
that it will remain modest. We can have differelgws on that. But I'd flip the whole
causation around, and say the reason the Inteasedden the one area of technological
growth is because it's been the one unregulated are

There are all these other areas that we don't ttmeki about as technological areas
because there's not been a lot of progress. Antd thecause regulations have badly
stalled it out. Energy is probably the most dramathere probably are versions of this
that extend--I believe there is a big set of issndsotechnology, where it could be
moving fast if it's less heavily regulated.

| think that probably the worrisome versions dedhwhings like food production. The
green revolution of the '50s and '60s and '70as®d food crop yields by about 125



percent from 1950 to 1980. They've only gone ug®ypercent since 1980, slower than
population growth in the last 31 years.

Is improving agriculture a subject that's fit fechnology? Is that a technological area? If
you were to look at the Middle East issues, yodatgive an interpretation that's bullish
on technology. It's thArab spring ahappy byproduct of the information age

Or you could say we have a political green revoluthat is the result of the failure of

the true green revolution, which is agriculture.tAs true green revolution has failed, we
have a lot of people in that part of the worldptdf desperate people who have become
more hungry than scared. And that's basically Ieggered by food price increases on
the order of 30 to 50 percent in the last year réally not a story of technological
success but technological failure. There are olshopolitical and social dimensions to
this. But if you want to look at it through the gm of technology, it's interesting that we
always look at this through a prism of technologgcess, and never technological failure.

And that's because | think that we've defined teldgy as being just the Internet.

It's also easier to say: Look! People arerganizing on Facebookor Twitter .

Thiel: 1 think it's very easy to tell the other stolt started with avegetable dealer in
Tunisia It was a food problem. People couldn't buy anldfeed at the right prices. And
so we could very easily tell the food story tooaf$ not the right paradigm.

You're saying that journalists might be economical illiterate?
Thiel: No, | don't think it's a problem specificjtmrnalists. The economic illiteracy
guestion isn't specific to journalists.

As a society, to come back to where we startedjovét think of most things as being
technological. We think of technology as being anelere there's a lot of innovation
happening. In most areas of our society there tlsah a lot of innovation. We don't
think of airplanes as technological anymore, eleugh in the '50s or '60s, people did,
because you went from propeller planes to jet @aoe¢he Concorde in the course of 20,
25 years. At this point there's been no meaningfahge in air travel. It's gotten slower
since the Concorde's been decommissioned and leechtie nightmarishly low-tech
airport security measures that we have post-9/bi. ¢an think of travel as a very
specific example of technological failure.

And air traffic control, which is still using 1950s-era technology.

Thiel: You have all these areas where we don'ktbimproblems as being technological.
This is where | want to quibble with the econontliteracy point. We think of the
problem as economic and not technological. So #uple we have solving all of our
problems are economists. This is the dominant pgrad

| do think if you get the economics wrong, you sarew things up very badly. So it's not
like you can do without (an economy). But at thenedime, there is a way in which this
focus on economics has distracted us from the$mbdagical and regulatory-type



guestions, which are microeconomic in charactei think are best thought of as
technological in nature.

Should Facebook go public and when?
Thiel: | can't answer that.

But it has generally been the correct strateggdmnpanies to defer IPOs for as long as
possible. This has certainly been an area where'shigeen a lot of regulatioBarbanes-
Oxley stuff. But way more than Sarbanes-Oxley, theigiply a degree to which public
companies are given a scrutiny that is much greatémuch more heavily regulated
than private companies.

| think Google did a very good job by staying ptevas long as they did. It was a critical
piece in Google's winning the search wars in 2@02004. Nobody paid attention. The
regulators didn't pay attention. Competitors paidatiention. There are all these issues
that happen once companies become public comptnaieare difficult. There's an
argument that this is what companies should ulétgato. The correct decision that
people have made in the last decade in Siliconeydihs been to try to defer the IPO
process as long as possible.

You said "should." If investors and founders can gecash when they want it,
including offering on the nonpublic markets, then elaying makes sense for them.
Thiel: It's all a little bit complicated becauselkinvolves these counterfactual debates
about what would happen if companies were publicifithey were private, and in
practice you can't do the experiment both ways.

| would say the way the counterfactual narratives weade in the 1990s, however, is very
different. People would say that there was tremaad@lue in having liquidity. The back
of the envelope estimates | remember hearing 819999 is that it it roughly doubled
the value of your company.

Yes, there was a private equity illiquid secondagrket. But if you had a liquid public
market, there were far more investors. You'd beencomfortable buying a share in a
company if you knew you could sell it the next diagn if you knew you might not be
able to sell it for a few years. There was a ligyigremium attached to having a
company be public. And in the late '90s the bakparmbers that one heard was that the
liquidity premium was 100 percent.

That's not the view we have anymore. The Linke®®@,lwhich was a reasonably high
profile company that people were pretty awarewd months pre-IPO the secondary
valuation was $2.5 billion. It went public at $3libin. It's worth quite a bit more since its
IPO. You could certainly use LinkedIn as a dataaptor the '90s version of this rather
than the 2011 conventional wisdom. The liquidisuis is a very big issue for going
public. There are all these other reasons thatatélagainst it.



Could you rate the IPO market for tech startups?

Thiel: The threshold for IPOs has gone way up. Aonazomwent public in 1997t a
market cap of $460 million. LinkedIn is more pagdatic. There are some companies
that do it, but now you go public when you havealuation of something on the order of
$5 billion. That's what people are expecting arotimedbigGroupon ZyngalPOs,
assuming those happen.

As a first ballpark, it's Amazon to LinkedIn. Thalwations for IPOs have gone up by a
factor of 10. You need to have a company that v@asnies as valuable as it was in the
'90s, maybe 7 times after inflation, for it to gabjic.

It's a whole complicated combination of regulatayltural shifts--people don't want to
go public. It's not necessary to go public when'ngonot competing with other public
companies. There aren't companies people wantuarac The M&A model has failed.
Tech IPOs have a higher threshold. Tech M&A is evtefieels, more stalled out--it's so
difficult to get these things to work. Most of teesompanies do make sense as a
standalone business.

The threshold's gone way up. What that means astane capitalist is that you have to
invest in these companies and assume you're goibg holding these for a very long
time. And that has both good and bad things to it.

Read morehttp://news.cnet.com/8301-31921 3-20114584-28lftalkech-with-peter-
thiel-investor-and-philanthropist-g-a/#ixzz1Z|EyRbZ




