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PREFACE


When the original hardcover edition of The PayPal Wars debuted in 2004, PayPal was a subsidiary of a large e-commerce company. Its founding team members, including Peter Thiel and Elon Musk, were largely unheralded figures. And the term “PayPal Mafia” had not been coined yet.


Back then, what PayPal did was admittedly obscure. Online payments were just a tiny niche in the world of retail transactions compared to in-person payments. Mobile phones had almost no means of making purchases, and smart phones wouldn’t go mainstream until Steve Jobs debuted the iPhone three years later. And payment alternatives like cryptocurrency did not even exist until Bitcoin debuted in 2009.


In that sense, the first edition of The PayPal Wars was ahead of its time. I had documented the origins of a company and the exploits of a team that were still obscure inside Silicon Valley and practically unknown outside of it.


It wouldn’t stay that way for long.


During the following years, PayPal’s former employees started making noise. YouTube, which was cofounded by several alumni, took off like a rocket and was promptly acquired by Google. Facebook, fueled by an investment from Thiel, made the jump from college gossip site to hypersonically growing platform. And SpaceX, started by Musk, literally started making rockets.


Such was the backdrop when the phrase “PayPal Mafia” first appeared in November 2007, in a Fortune magazine article bearing the same title.1 Sporting colorful staged photos of a number of PayPal alumni wearing Don Corleone–style clothing, the article noted how PayPal’s alumni had launched multiple promising tech companies and often invested in each other’s startups. The term stuck, and “PayPal Mafia” entered into popular usage in the tech industry and the larger business world.


In the years that followed, PayPal’s prominence also rose as online payments went from obscure to ubiquitous. The company left behind its eBay-auction origins as large retailers adopted PayPal as a payment option. Today, you can use PayPal to buy clothes at Bloomingdales, order lunch at Panda Express, book a flight with United Airlines, and pay for pharmaceuticals at CVS.2 And the proliferation of smart phones means that online payments are now available anytime and anywhere.


Given subsequent events, it was inevitable that the company’s story would be thoroughly documented. Magazines, news outlets, blogs, and podcasts have chronicled many facets of the company’s tumultuous origins. Authors have dashed out books on Thiel, Musk, and other members of the early-PayPal team. Like something out of Joseph Campbell’s The Hero with a Thousand Faces, PayPal’s story is being retold with increasing frequency as the years go by.


But it was The PayPal Wars that first captured the company’s tumultuous, death-defying beginnings.


In that sense, this book is a first draft of history. When I wrote it, I believed that PayPal’s history would be important to preserve, so I set out to retell it in the most compelling narrative style at my disposal. As a participant in the story, I opted for a first-person account, supplemented by a healthy amount of context and documentation. I felt that the anxiety-inducing events I had experienced firsthand should be captivating to the reader, so I used a plot-driven narrative to highlight a cast of compelling characters.


In that sense, The PayPal Wars makes no effort to be a typical business book. Although the ostensible focus is on a company named PayPal, this is not a corporate biography or a tome on strategy. This is a book about people: Thiel, Musk, and the many incredible entrepreneurs, engineers, and professionals who worked together to pull off a miracle.





ACKNOWLEDGMENTS


Writing a book is only slightly less crazy than joining a tech startup. And, like a startup, it is not a one-person job.


Heartfelt thanks are owed to Eric Kampmann, Alfred Regnery, and the entire team at Republic Book Publishers for believing in this project. Their patience and understanding throughout the process of preparing this edition (during which my second child was born) is especially appreciated.


There is a long list of people who previously inspired, shaped, and influenced the creation of this book. At the risk of omitting anyone, I’ll simply give a shout out to the old World Ahead team and everyone who helped me bring this book into being.


Family and friends played no less of a role. Thanks to my parents, Ron and Teresa Jackson, for always believing in me—I would not have joined PayPal, much less set out to write a book about it, without the confidence I received from you. My sister, Kristina Dominguez, gave me feedback on my initial drafts and didn’t try to talk me out of it.


Patricia Campbell literally made this edition possible. My thanks to her and her family.


I’d like to thank my former PayPal colleagues. All these years later, I can still honestly say that working alongside you was the highlight of my professional life.


Finally, above and beyond all others, I must thank my wife, Stacey Kim-Jackson, for her continued belief in and support of me. Through all these years of work, dogs, health, illness, and (now) kids, you continue to inspire me. Riley and Zoey have an amazing mother.





INTRODUCTION


PayPal’s story is one of war. Not conflict with guns or tanks, but a mighty business struggle waged with ingenuity, determination, and plenty of midnight oil. When PayPal’s online payment service debuted toward the end of the dot-com boom, it set in motion a chain of events that would ultimately pit the company’s talented entrepreneurs, revolutionary technology, and bold vision for global currency change against one of the fiercest series of challenges ever endured by a Silicon Valley startup.


At the risk of giving away the ending, PayPal managed to survive the onslaught—but just barely. After several years of erratic ups and downs, the venture reached profitability, registered forty million users, became the first internet company to stage an IPO following the 9/11 terrorist attacks, and eventually was sold to a much bigger firm. Although this is an impressive track record by most standards, it’s far short of what our group initially hoped to accomplish.


I may not have fully appreciated it when I accepted the CEO’s invitation to join what was then a tiny startup, but it stands to reason that the creation of most technology ventures is by necessity a tumultuous process. Joseph Schumpeter, a Harvard economist, dubbed the process of entrepreneurs unleashing new innovations into the marketplace “creative destruction” because it invariably shakes up the existing economic order.1 Looking back, this term is certainly appropriate to describe what PayPal set out to do, and it also hints at the turbulence that accompanied our efforts.


Vigorous competition provided one source of that tumult. A torrent of competitors, including multinational banks and established internet players, also saw the profit potential of our startup’s payment system and raced to construct their own versions. This slew of entrants into a brand-new market touched off a furious race for dominance, one which ultimately led to a bruising one-on-one confrontation between PayPal and an unlikely rival.


Intense internal debate, coupled with clashes over the direction of the company’s strategy, was another tumultuous challenge. Entrepreneurs attempting to do something that no one else has done often lack a precedent to guide their choices and are forced to grapple with each decision. Fortunately, PayPal’s founders instilled in the company a culture that accommodated this reality and even tried to turn it into an asset.


With hindsight, competition and uncertainty could be said to be par for the course for innovators attempting to launch a potential-laden service like PayPal. Others will want to beat your team in the race to the prize, and the best course of action is not always clear at any given moment. But what proved less predictable, and ultimately far more dangerous to PayPal’s prospects, were the challenges completely unrelated to the marketplace that emerged out of nowhere as soon as PayPal stood on the threshold of success.


Scheming mafiosi, capricious regulators, opportunistic lawyers, savvy online identity thieves, volatile capital markets, an antagonistic press—collectively these external challenges proved more daunting than we could have ever foreseen. The modern business environment itself turned out to be more hostile to our band of entrepreneurs than even our fiercest competitor. While Schumpeter intended to imply a certain level of instability when he coined the phrase “creative destruction,” he didn’t mean to suggest that entrepreneurs should have to worry more about these noncompetitive threats than about the products they wanted to bring to market. And yet, as PayPal’s experience suggests, today’s innovators must often do just that.


These daunting threats and the blood, sweat, and tears they extracted make PayPal’s story all the more important to tell. While this book documents the amazing exploits of the talented men and women I had the pleasure of working alongside, it is best understood as a cautionary tale told firsthand from the high-tech trenches.


I hope you enjoy it.
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THE NEW RECRUIT


NOVEMBER–DECEMBER 1999


My entrepreneurial summons came with an abrupt qualification: “You need to start this Friday.”


“W-what?” I stammered in reply. “Are you serious?”


Peter Thiel smiled and nodded. Evidently my reaction amused him.


“No, no. Look, it’s already Sunday,” I responded, shaking my head. “That would only be four days’ notice—I can’t possibly quit my job with Andersen that quickly! We’re in the middle of a project.”


The chief executive officer of Confinity, Inc., didn’t find that argument exceptionally compelling. “We expect to close our next round of financing at the end of this week, so the strike price of the options will go up. Now, let’s see …” he paused, his hawkish nose pointing upward as the computer housed under his short sandy hair rattled off a series of calculations. “Given your stock options, if you wait two weeks, then it’s going to cost you another $8,000.”


I shivered as we continued our walk next to the bay. The gusts of wind whipping under the Golden Gate Bridge from the Pacific sliced through my light jacket. San Francisco sees plenty of gray skies and blustery weather year round, and this December afternoon was no exception. The chill distracted me as I tried to follow Peter’s rapid train of thought—something many found difficult to do under the best of conditions.


“Eight thousand dollars?” I had no idea how he had calculated the figure. In fact, I had no idea how stock options even worked. I was a babe to such startup matters. The only thing I knew for sure was that startup stock options made people rich. Very rich.


Northern California on the eve of the millennium was the geographic epicenter of the dot-com boom. Young people in their early twenties, including many of my Stanford classmates, fled their old economy jobs in droves to cast their lots with internet companies. Leaving behind stodgy, seniority-based firms, they turned to small companies that let them make important decisions and bring their dogs to work while they earned IPO riches. Or so I’d heard.


Eight thousand dollars certainly didn’t mean much to these people, but it did to me. I worked for the oldest of the old economy firms, the buttoned-down Arthur Andersen, which at the time was still viewed as one of the world’s most trusted and respectable professional services companies. The partners running the firm called it a privilege for people my age to have the opportunity to start out at such a venerable institution, and in return they paid stingy salaries to match.


Peter made sure I would not mistake Confinity for another Andersen. He was offering me stock options and an increase in salary even though he wasn’t sure exactly which position I’d fill. It didn’t matter, he assured me, since Confinity had just launched its software product and needed talented people as quickly as possible. The product let people exchange money for shared expenses such as dinner bills and utilities, a novel idea that seemed poised to catch on despite its silly name—PayPal.


“Yes, an extra $8,000,” Peter chirped, refocusing my attention. “Now, let’s see, you could always ask Andersen if they’re willing to pay you the $8,000 to stay another two weeks,” he added, smiling.


He had me and he knew it.
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My PayPal journey began when I met Peter Thiel five years earlier at Stanford University. At an activities fair during my first week on campus, I joined an independent student newspaper named the Stanford Review. Founded by Peter in 1987, the paper ardently defended the value of classical education and had itself received a good deal of media coverage over the years. Peter, a philosophy major, shepherded the Review with editorial guidance and fundraising during its lean early days and helped to transform it into a campus institution that attracted dozens of student members every quarter.


Peter left California for New York following his graduation from Stanford’s law school in 1992. After working for the Wall Street law firm Sullivan & Cromwell for a year, he took a position trading derivatives for CS First Boston. He then began collaborating with another former Review editor, David Sacks, on The Diversity Myth, a book critical of recent changes to Stanford’s curriculum. Shortly after I joined the Review, an upperclassman introduced me to Peter, who needed someone to do legwork on campus as he put the finishing touches on his research for the book. I assisted him for several weeks, and the two of us remained in casual contact during the remainder of my time at Stanford.


When I graduated in 1998, I took an economics degree and a pile of student loans with me. I set out to tackle the world of finance, accepting a consulting job with Arthur Andersen in nearby San Francisco. I thought it would allow me to get hands-on experience with multiple clients in a variety of industries, preparing me for business school and a gradual-but-certain climb up the corporate ladder. In the process I’d pay off those loans, make a name for myself, and earn the respect of my peers in the financial world. At the time I had no way of knowing that meeting Peter Thiel would eventually derail those plans and change my life in a way I could never have imagined.
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Soon after my departure from Stanford, Peter returned to the campus to deliver a guest lecture on the link between market globalization and political freedom. It was a topic dear to his heart. A libertarian wary of concentrated government power, Peter’s philosophical underpinnings were influenced by accounts of totalitarian oppression such as those in the works of Aleksandr Solzhenitsyn. Peter had recently moved back to the San Francisco Bay area to set up his own hedge fund, and the lecture opportunity enabled him to discuss an issue he knew well. The animated speech Peter delivered inspired a twenty-four year old programmer in the audience to introduce himself afterward.


Max Levchin had good reason to show interest in Peter’s remarks. Growing up as a Jew in the Soviet Union, he and his family faced limits on opportunities for education, housing, and employment because of their religion. When they emigrated from Kiev to Chicago in 1991, they made the most of their newfound freedom by buying Max a used computer. Max went on to graduate from the University of Illinois at Urbana-Champaign and formed a startup called NetMeridian that focused on automated marketing tools. After selling NetMeridian to Microsoft, Max moved to Silicon Valley on the lookout for his next startup idea.


Peter and Max hit it off. After several lunchtime discussions over the following weeks, the pair decided to launch a company with a security focus allowing users to store encrypted information on Palm Pilots and other personal digital assistant (PDA) devices. They settled on the name Fieldlink, since Palm devices use infrared ports to link up and beam information to each other. Peter initially agreed to help finance the venture with seed money from his fund, but with additional persuasion from Max he consented to become the company’s full-time CEO.


Although digital Palm security appealed to the privacy-loving instincts of the company’s founders, the commercial applications appeared limited. Who would need to encrypt information on their handheld PDA device, and for what? And how would it generate revenue for the company? As the duo fleshed out the business model for the venture, its raison d’être began to evolve. Peter’s background in finance prompted him to suggest money as a potential area of focus. It immediately felt like a good fit.


The need for making payments was universal, but the marketplace had yet to offer technology that addressed every form of that need. In prior decades the credit card and ATM networks had vastly expanded the payment options available to consumers, but these infrastructure-heavy systems also had significant shortcomings. Only merchants could obtain the permission and equipment necessary to accept credit cards, and ATMs were often not physically present when a consumer needed one. With such limitations, neither network met the needs of a consumer who wished to make a payment to another. Without exact cash on hand, a consumer’s only option was to write a check, a cumbersome form of payment that required a trip to the bank and a wait of several days before the check cleared and the recipient could take possession of the funds. Peter and Max surmised that technology had yet to offer a viable alternative to cash for person-to-person payments.


Fieldlink, they reasoned, could be positioned to develop a solution. Palm Pilots, designed to travel with their owners, would be an ideal platform for a digital wallet. The convenience of such an invention could earn Fieldlink’s product the status of killer application, especially if the software behind it could be beamed through infrared ports from one Palm user to the next. But privacy and security, Fieldlink’s original focus, were just as important as convenience—no digital wallet could be successful without addressing these two concerns. This is where Max’s original encryption idea came into play. Encrypted data on a digital device theoretically could not be stolen, making it more secure than cash carried in a wallet.


The only problem was the Fieldlink name itself. While not exactly a misnomer for a payments company, it failed to hint at the new strategy. Peter and Max settled on a new name, Confinity, a combination of “confidence” and “infinity.”


With Peter at the helm and the business plan centered on payments, Confinity began to look for talent. Max recruited three engineers from the University of Illinois while Peter brought over Kenny Howery, a former Review writer and classmate of mine who worked for Peter’s hedge fund. Marty Hellman, the inventor of public key cryptography, joined the company’s advisory board, and Bill Melton, the founder of VeriFone, provided his backing as well.


Of course a startup with no revenue, much less a working product, needs more than talent. Attracting investments is critical, and selling private equity through a round of venture financing is how most Silicon Valley startups receive cash infusions. At a hyped press conference in July 1999, a year after Peter and Max first met, representatives from Nokia Ventures and Deutsche Bank used a Palm Pilot to “beam” $3 million in venture funding to Peter in front of a gaggle of media onlookers. It was a public relations hit. Wired magazine published a glowing profile of the company’s product demo, and the International Herald Tribune quoted an analyst predicting that millions of Palm users would sign up for the service.1


With cash in the bank, a quickly increasing number of employees on staff, and a new set of offices just down the street from Stanford University, Confinity hummed along at full speed developing its software. It was not long after this that I entered the scene.
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White fog shrouded Arthur Andersen’s thirty-fifth floor offices in a haze. San Francisco typically has Indian summers through October. It’s a pleasant time of year but all too brief. When it ends, the jackets come out and the fog comes back, as it did on this dreary November afternoon.


Boredom made the day all the more downcast. An intense litigation support case that had filled my time for several months had just abruptly concluded when the client grew upset over Andersen’s ever-mounting fees. Although I had little historical perspective on it then, this was just another instance of the company’s obsession with aggressively growing its lucrative consulting practice beginning to backfire. It was the same obsession with consulting fees that would eventually lead to Andersen’s downfall in a cloud of auditing scandals three years later.2


What I did have ample insight into was Andersen’s disillusioning treatment of its younger employees. The company’s partners and managers, sequestered behind glass-walled offices, shipped staff consultants from one assignment to the next, giving the staffers little view of the big picture facing the firm—much less any control over their own career paths. When their current project ended, staffers unceremoniously reentered the internal labor market. Their names were added to the list of unassigned consultants while they sat in the office from nine to five, surfing the net and waiting for a manager to swoop in to claim their idle time. Lucky staffers would get plucked for a new assignment in just a couple of days; unlucky ones might have to wait several weeks before being asked to join another job.


It was an exasperating process for young employees who took pride in their work, especially for those who thought they might contribute to the making of any decisions. Andersen rigidly adhered to hierarchy to the point where title meant more than skills or experience. A total lack of ownership and frequent bouts of inactivity frustrated the entrepreneurial members of the young staff, and that frustration manifested itself in the form of constant cynicism. It was little wonder then that many of them over the past year had headed south to work for Silicon Valley startups. The thought had certainly crossed my mind more than once, especially on days such as this one, when I sat idly waiting for something to do.


This early-November lull proved fateful. Cranky and dejected, I decided to waste some of the long day by catching up on personal correspondence. When I opened the inbox of my personal email account, I came across an unusual message. The email’s subject line curiously exclaimed “PayPal User Beamed You Money!” The title sounded like spam—I had never heard of PayPal before. But given the lack of competing demands for my time at that moment, I opted to see what it was about. “Ken Howery has just Beamed you Money!” the message’s text read. “You now have $1.00 waiting for you at PayPal. Visit www.PayPal.com to set up your PayPal account today!”


At this point I realized that this had to be the money transfer service that Confinity was developing. Evidently the site had just launched, and Kenny had sent a buck to everyone in his address book to get them to try out the service. This was the first time I’d heard their digital wallet software referred to as “PayPal,” a name that struck me as a little juvenile compared to Confinity’s futuristic and sophisticated corporate name. But the email piqued my interest, so I clicked on the link to visit the PayPal website.


The site surprised me. When I’d last heard from Peter and Kenny a few months earlier, their company specialized in Palm Pilots, but here was a fully functional online money transfer service that operated with or without a PDA. The site advertised that anyone could instantly open an online account; all that was needed was an email address and a credit card. The email address was the critical ingredient—PayPal used it as a unique identifier, meaning that any person wanting to pay someone else only had to know their email address to send them money. After a payment was sent, it was credited to the recipient’s PayPal account, who received an email notice. The money could then be withdrawn from the account by requesting a check, initiating an electronic transfer to a bank account, or by using it to pay someone else.


The online service, I later learned, came as an afterthought. Because users of the Palm software would need to upload their encrypted financial transactions to the PayPal website anyway, Peter, Max, and the development team agreed that it made sense to create an online account that could work with or without a Palm. This enabled Confinity to expand PayPal’s appeal beyond just the 3 or 4 million Palm owners in the US to include everyone with access to the internet. If the Palm Pilot wallet did turn out to be a killer application, online accounts would at least let consumers without Palms take advantage of the service while the penetration of PDAs continued to grow.


Whatever the source of inspiration, the system was brilliant. It was both simple to understand and to use. Better yet, Confinity offered it free of charge. The website explained that Confinity earned interest from the “float,” the funds that users kept in their PayPal accounts. By placing this money in the bank, Confinity secured interest while keeping the funds liquid so customers could use them to send payments or withdraw them at any time.


But PayPal wasn’t just a free service—its promotional bonus program rewarded all new account holders with a ten-dollar deposit just for registering and linking a credit card to their account. And that wasn’t all. Confinity would also pay users ten dollars for every new customer they referred to the service who completed the registration requirements! It was an obvious ploy to gain new customers, but an effective one. I spent the remainder of that gray afternoon blasting dollars into my friends’ inboxes.


[image: Image]


My ’88 Merkur looks out of place, I thought as I slammed the door of my little white coupe and strolled past a fleet of Beamers and Benzes parked in the lot around the corner from the restaurant. Not that these high-priced examples of European engineering came as a surprise—they were just a sign of the times. Il Fornaio, an Italian eatery in downtown Palo Alto, attracted many of the Valley’s wheelers and dealers, people flush with cash from the internet boom. In fact, I had driven down here on a Friday evening in early December to have dinner with two of them.


Peter had extended the invitation to thank me for brokering an introduction. I’d placed him in contact with a former colleague, Steve Kuo, when I heard that Confinity sought to hold another financing round. Steve joined the growing exodus of Andersen staffers after our head partner unceremoniously shipped him off to a multi-week assignment in Brunei a few weeks after he proposed to his girlfriend. This pushed Steve out the door, prompting him to take a position as a senior analyst for a medium-sized venture capital firm. Following my introduction, the discussions between Steve’s company and Confinity progressed quickly. Impressed by Confinity’s management team and product, the venture capitalist sought to pull together a syndicate of other investors to support the startup, good news that Peter felt deserved celebrating.


Entering the restaurant, I spied Peter and Steve at a table toward the back. We exchanged greetings and settled in for dinner.


“I’ve got to come clean,” Steve said with a grin. “Peter, did you know that my fiancée started working for you today?” Steve went on to confess that Confinity’s new marketing hire, Jennifer Chwang, was also his bride-to-be. After learning about Confinity, Steve had encouraged her to apply for an opening posted on the company’s website. Careful to avoid a conflict of interest, she interviewed for the position without revealing her relationship to a potential investor.


“I guess that’s quite a vote of confidence in the company,” Peter replied with a broad smile. “We’ve really been ramping up our staffing quite a lot lately. It’s been a challenge to get people in fast enough.” I’d seen evidence of Peter’s hiring push firsthand. He had recently lured in several more of our associates from the Stanford Review, including David Sacks, his friend and the coauthor of The Diversity Myth.


Steve then steered the conversation back to me. “So, Eric, how are things back at Arthur?” he asked, exchanging a glance with Peter. “I hear you’ve been working with the Troll.”


At that moment I realized that I’d been set up. The Troll, as I’ll call him, was a hard-driving senior manager who thought the road to becoming an Andersen partner was paved with the burnt-out bodies of staff consultants. He was rumored to have a wife and kids, but most of us felt he’d never been outside of the office long enough to acquire either. Because of his penchant for demanding long hours and assigning inane tasks, Andersen staffers didn’t ask people working for the Troll how things were going—they knew what the answer would be.


I settled for a euphemism. “It’s been busy.” Steve clicked his tongue and said what a shame that was, given Andersen’s salary stinginess.


Peter had his opening, and he wasted no time. “You know, you should come work for us. We have a couple of new positions that you’d be good at.”


Out of the blue this Italian dinner morphed into a pivotal moment in my young life. And pivotal moments are something I tend to take seriously. I generally consider myself a left-brained, analytical type who weighs options carefully before passing judgment. But this time I had a ready answer. Maybe it was because of my disappointing stint working in the old economy. Perhaps it was a little greed set off by all those German cars sitting out in the parking lot. Or, most likely, it was because I was young and naïve. Whatever the reason, deliberation went out the door, and I immediately offered a confident answer to Peter: “Yes, that definitely sounds interesting. Let’s do it.”


“Great! On Sunday I’m going to be up in the city to meet with some potential Japanese investors,” Peter replied. “Let’s meet around one o’clock in the Marina.”


And so it began, innocently enough, over a plate of ravioli. Within forty-eight hours I had received and accepted a verbal offer from Peter and agreed to start the following Friday.
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Monday afternoon I left Andersen early to head south along Highway 101 to Palo Alto. Peter suggested I stop by a few days before beginning work so he could introduce me to my new colleagues. After giving notice at Andersen that morning, I looked forward to seeing a few welcoming faces. The Troll actually surprised me by offering congratulations on my decision, but our group’s head partner turned red with rage and roared that I had burned my bridges. I was rashly giving up a chance to acquire marketable skills, he sputtered, to chase after fool’s gold. His strong reaction left me shaken—it was only at this point that I realized I didn’t even have a written offer, much less a job description.


The scenery along 101 at least provided enough distraction to keep my mind off the morning’s conflict. Flashy billboards littered both sides of the highway with endless pitches for internet companies. I tried envisioning how to make a large, prominent display for “PayPal.com by Confinity” stand out from the legions of online pet food and herbal health services. I’d heard that billboards along this route commanded as much as $100,000 per month, but for a company like Confinity, which would soon pull in additional millions in venture capital financing, that amount was small potatoes. Maybe we should rent two?


My little daydream ended as I exited the highway onto Palo Alto’s swank University Avenue and made my way to Confinity’s office. My new office, I thought, my heart racing.


Marked only by a vinyl banner with Confinity’s name, the offices were located on the upper floor of a two-story building above a bike store and a coffee shop. Though it looked like many other unassuming beige buildings on this shady downtown street, 165 University had a good track record—internet search engine Google and mouse designer Logitech previously leased the same location.3 But startup karma had less to do with Peter’s choice than good old-fashioned supply and demand. The internet boom had made commercial real estate hard to come by, and when Confinity outgrew its old offices just down the street, Peter was able to offer equity to this building’s landlord to obtain a lease.


I parked my car nearby and headed through the front door. A wide but slippery interior staircase covered in glazed terra-cotta tiles led up from the ground level entrance to a small exterior courtyard surrounded on all sides by the Confinity offices. Ascending this treacherous staircase and then winding up outdoors again in the bright light was visually disconcerting—it took me a minute to locate the unmarked door that opened up to the lobby.


I introduced myself to the receptionist, who had no idea that I was expected. She quickly circled the office only to conclude that Peter was not in the building. Her call to his cell phone went straight into voice mail, prompting her to ask if I wanted to come back later. I began to feel uneasy—I had just burned my Andersen bridges for an unspecified position without so much as an offer letter because Peter said I needed to start immediately, and now he was nowhere to be found.


“Could I meet with Kenny Howery, then?” I asked, thinking that my friend and Peter’s right-hand man surely would have heard about my job offer.


I was wrong. “Oh, really? That’s great,” my buddy said with his mild Texan accent, looking up from his computer with a slightly bewildered expression. Evidently he knew less about my job offer than I did, but he mused aloud that the company’s sole human resources specialist should be in the loop.


“Lauri, have you heard about Eric?” he asked as he walked to a cubicle on the other side of the compact room. I trailed a few feet behind, hoping that this latest person would have some answers. “He said Peter told him he’s starting this week.” Lauri, I later found out, only oversaw Confinity’s human resources operations on the side; she also managed a host of legal and financial matters and reported directly to the CFO. This very busy woman responded to Kenny’s inquiry with a quizzical frown—she had no clue who I was. She asked which position Peter had hired me for, which of course I couldn’t answer.


My concern grew. Three people in the company who should have known about my job offer seemed completely stumped. Could Peter have changed his mind? Why then did he press me to join immediately? I had no idea what was going on.


Kenny clearly needed to get back to his desk to resume working, but my friend made a point to give me a quick tour around the office to meet a few people. “This is Jamie Templeton; he’s our product manager and works with the engineers. … And you know Sacks, don’t you?”


I first met David Sacks, whom everyone called by his last name, several years earlier when he visited Stanford to promote The Diversity Myth. Hearing his name, he looked up from his computer and commented that it was great to have me on board. He instantly asked for my cell phone number, which he entered into his own cell’s memory, prompting his neighbor to quip, “Uh oh, once you’re in there, you’re always on call!” Sacks ignored the joke and got back to work, leaving Kenny to figure out what to do with me.


After checking on his availability, Kenny handed me off to Luke Nosek, the company’s vice president of marketing. A lanky young man with wavy, dirty blonde hair, Luke popped up from his chair. “Hi! I’m Luke,” he said, the first zestful greeting since I’d walked in the door. But my own enthusiasm was short-lived. “And what position are you interviewing for?”


“Actually Peter just hired me,” I replied, a little dumbfounded by both the question and this bouncy twenty-four-year-old vice president. “He said I could do either marketing or press and investor relations.”


“Oh,” Luke exhaled, settling back into his chair sideways with his legs draped over one of its arms. “So why do you want to work at Confinity?” he continued, displaying a genuine smile and interest in whatever my response would be.


Before I could answer, a loud “ding” sound rang out from Luke’s computer. “Another one!” Luke said. “Take a look at this!”


On Luke’s monitor was a rectangular pop-up box labeled the “World Domination Index.” It was a counter linked to the PayPal database that refreshed every few minutes. The number inside the box stood at 2,413.


“Isn’t that great?” Luke asked. “I just always have to check whenever I hear it go off. It’s gone up so much in the past week alone.”


The counter’s name caught my attention. I liked the concept of a tool to let employees keep a close eye on how well the business was doing, but a name like that was sure to set people’s expectations pretty high. At Andersen we used tools with names like Knowledge Space or Risk Management Matrix, but nothing so megalomaniacal as a World Domination Index. This kind of swagger could at least make Confinity an interesting place to work—assuming I really did have a job, of course.


The index dinged several more times that afternoon as Luke “interviewed” me. Peter never turned up, and I ended up leaving Palo Alto more confused and concerned than when I’d arrived. My angst lasted through the evening until I finally managed to catch the CEO on his cell phone; he explained that unforeseen events had forced him to be out of the office, and he assured me that everything would be in order for my first day on Friday. Despite the false start, my journey into the new economy was indeed under way.
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If I’d expected to see a little more structure on my first day on the job than during my introductory visit, this notion was quickly dispelled. Following Peter’s suggestion, I reported for work at ten that Friday morning. This struck me as a little late to get started, but I reasoned that the extra time would allow my new colleagues to get ready for my arrival. After I ascended the slippery stairs and crossed the tiny courtyard into the reception area, it became apparent that my expectations were again off the mark. Except for a pair of engineers who walked past me, evidently on their way home to sleep, the stillness and darkened hallways hinted that I was the only person in the office.


I breathed a sigh of relief when Kenny bound through a side entrance twenty minutes later and rescued me from the eerie silence of the small lobby. A handful of employees had begun to trickle in by this point, one of whom turned out to be the company’s lone tech support specialist. The young man shrugged when Kenny inquired about my computer, responding that no one had bothered to mention my arrival to him, and even if they had, it wouldn’t matter, since the company had no empty desks. After exchanging a few ideas on what to do, the pair decided to deposit me at the unoccupied desk of a customer service representative whose shift began several hours later.


What have I gotten myself into? I pondered as I tested the password to my new Confinity email account on a borrowed computer. I had no job description, my colleagues didn’t know who I was, and there wasn’t even a desk for me in the building! At least Andersen gave its new hires places to sit.


The appearance of another familiar face provided a welcome distraction from the doubts now surfacing about my career choice. Dave Wallace, a fellow Stanford alumnus, extended a friendly handshake as he took a seat in the customer service bullpen next to me.


I had previously met Dave—a wiry and meticulous man with neatly trimmed brown hair—at several Stanford Review functions. He had gone into journalism after graduating in the early nineties, and following a stint as a reporter for the San Francisco Examiner, he became an editor for a weekly paper in Palo Alto. I half-expected him to tell me Peter had tapped him to write content for Confinity’s website or deal with media inquiries. Instead I was surprised to hear from him that he was the company’s director of customer service.


As Dave booted up his computer and went about his duties, I mused that his journalism background seemed an odd match for his role with the company. Journalism and customer service have little in common. As anyone who’s been around reporters knows, journalists often have to be persistent and sometimes a little scheming to get the story they’re after—skills that are the opposite of what a company presumably looks for in an employee tasked with helping exasperated customers deal with their problems.


Although this apparent miscasting of a journalist might have seemed like another haphazard action on the part of my new employer, as I met additional colleagues it turned out there was more of a pattern to Confinity’s staffing decisions than I initially realized. Many employees, like Dave, had pasts that bore little resemblance to their present. Peter would later tell me that he preferred talent over experience when looking for people to take jobs within the company, a philosophy that certainly explained why he hired me. In the case of Dave, he saw an intelligent, well-educated man whom he trusted to work hard and make good decisions. Even though Dave’s background had nothing to do with customer service, Peter valued these known traits more than the experience some unknown candidate might have brought to the table.


And at the moment, that work ethic was on clear display. The director of customer service had fielded a phone call with a customer who worked at Hewlett-Packard and had trouble getting the PayPal software on his Palm Pilot to synchronize with our servers. “I’ll be sure to look into it for you, sir, and call you back,” Dave reassured him while jotting down some notes. “I don’t think you can synch up your Palm from behind a firewall, but maybe there’s a workaround that I can come up with.” It seemed like a labor-intensive assignment for the team’s director to worry about, but he dealt with the inquiry in stride.


Watching Dave address a matter that was beneath his position in a field in which he had no experience at least suggested that I wasn’t the only person in the company whose responsibilities were not set in stone. Employees’ roles at Confinity were certainly more free-flowing than at Andersen, a firm that treated its own internal hierarchy with as much deference as the US military. This stark difference and the flexibility it demanded would take some getting used to.


The morning crept along, and I kept busy on my borrowed computer doing some odd tasks that Kenny had asked me to tackle. Nearly a month had passed since PayPal’s launch, and Confinity was gearing up for its first online advertising campaign. In need of somebody to do the initial legwork for the campaign, Kenny thrust the contact information for a dozen internet advertising companies under my nose and requested that I call them to find out what their CPM rates were. I had no idea what CPM even stood for, but by this point I was happy just to have a role to play, even if that role meant sounding like a complete idiot on the phone with total strangers.


A few minutes later my impromptu orientation guide returned again, this time to announce triumphantly that he had located a spot for my desk and it only needed a small amount of work. I followed Kenny into the central courtyard and back through the reception area, where we turned right into a darkened room I had not seen during my earlier tour around the office. “Here it is,” he exclaimed as he flicked on the lights, “the ping-pong room!”


I looked around at a twenty-by-twenty-foot room that sported no windows, one door, and a solitary piece of furniture—a folding ping-pong table. Clearly the least desirable room in an otherwise open and bright office, the fact that such a tiny box had only earned the status of a seldom-used recreation space didn’t surprise me.


“Great,” I said, shrugging my shoulders. “But don’t I need a desk and a computer?”


“Scott’s going to bring you a computer in a couple of minutes,” Kenny replied, referencing the IT guy. “As for a desk, I think they’ve ordered some more, but for now we’re going to borrow a table.”


The table in question turned out to be a banquet-sized rectangular slab of wood ensconced in the CFO’s office. The CFO—David Jaques, a British national and the former treasurer of Silicon Valley Bank—remained at his desk, immersed in signing what appeared to be hundreds of checks by hand. He greeted us in a proper upper-class English accent but barely looked up as Kenny and I lumbered out of his office with the giant table.


The massive plank served as my makeshift workstation until I finished assembling my own particleboard desk over the weekend. With the help of several engineers, the displaced ping-pong table made its way into David Sacks’s cube. Taped to it was a copy of a commentary he had penned for the San Francisco Chronicle extolling the virtues of firms that empower young employees by giving them stock options and letting them do informal things like play ping-pong. The engineers gleefully noted that since they had never actually seen the Chicago School of Law graduate set foot in the ping-pong room, they wanted to help Sacks out by bringing the game to him.


[image: Image]


My unnerving hiring experience and disorderly first day on the job suggested that Confinity wasn’t exactly a structured environment. Even though a young company with few resources devoted to HR and IT can be forgiven for not planning an orientation session for its new employees, this apparent chaos was still a little unsettling. As much as I didn’t want to entertain the thought, by mid-afternoon on that first day I found myself wondering if my blind trust in Peter and eagerness to make a quick buck had led me into committing a terrible mistake.


Glancing around at my new physical surroundings, this was a reasonable conclusion to draw. The interior didn’t look at all like Andersen’s staid high-rise arrangement of staff consultants’ nondescript cubicles sitting opposite their managers’ glass-encased offices. Heck, it didn’t even resemble the dot-com work environments with vaulted ceilings and postmodern furniture shown in television commercials. Instead it felt more like a dorm. Board games, especially “Risk,” littered the floors. Engineers collected old Domino’s pizza boxes on their desks. Employees wore shorts and T-shirts to work, convenient attire when the occasional water-gun fight broke out in the hallways. A ratty couch with sagging cushions sat next to the entrance of Max Levchin’s office, which he shared with two other coders. Could anything but chaos come out of such a setting?


I had plenty of time during the afternoon to mull over that question as I sat largely ignored behind my mammoth desk. Might the youth of Confinity’s employees be the source of the company’s erratic behavior? I wondered. After all, the company’s average employee was about twenty-five years old. At thirty-two, Peter was the second oldest person, and the rest of the business side of the company was around three to six years younger. Max was twenty-five, and most of the engineers that he had hired were either college classmates or people who were in the same age group. Only David Jaques, the CFO, could claim more than four decades. Maybe Confinity didn’t act like a real company because too few of its people were old enough to know any better?


My musings were mercifully cut short when the receptionist—my first visitor in over an hour—stuck her head into the ping-pong room and announced that Peter had called a company meeting. I gleefully sprang up and shot through the lobby toward the corner of the building where my twenty-six colleagues were beginning to congregate. Already some of them were lined up in both of the perpendicular aisles leading up to the space, with several employees opting to sit on the desks of nearby cubicles for a better view.


Peter stood in a small corner and chatted with David Jaques as he waited for people to arrive. When a sufficient number of his employees had sauntered in, Peter cleared his throat to quiet the din and began the impromptu assembly.


“It’s been a little while since we’ve had one of these, and I think a lot of people have joined us since then,” the CEO said. “Let’s go around the room and have everyone say your name, when you started, and something about yourself.” I did my best to memorize as many names as possible while thinking of a quip about my tenure with the old economy to introduce myself to my new colleagues.


“Now, for another piece of news,” Peter casually added when the introductions wrapped up. “It looks like it’s going to be a few more days before we close the next financing round.” My jaw dropped—the imminence of the financing round, after all, was the reason I left Andersen hastily. “But don’t worry; we’re just haggling over details, and we’re oversubscribed. Everyone wants to invest in this company!


“And why not?” he went on. “We’re definitely onto something big. The need PayPal answers is monumental. Everyone in the world needs money to get paid, to trade, to live. Paper money is an ancient technology and an inconvenient means of payment. You can run out of it. It wears out. It can get lost or stolen. In the twenty-first century, people need a form of money that’s more convenient and secure, something that can be accessed from anywhere with a PDA or an internet connection.


“Of course, what we’re calling ‘convenient’ for American users will be revolutionary for the developing world. Many of these countries’ governments play fast and loose with their currencies,” the former derivatives trader noted, before continuing, “They use inflation and sometimes wholesale currency devaluations, like we saw in Russia and several Southeast Asian countries last year, to take wealth away from their citizens. Most of the ordinary people there never have an opportunity to open an offshore account or to get their hands on more than a few bills of a stable currency like US dollars.


“Eventually PayPal will be able to change this. In the future, when we make our service available outside the US and as internet penetration continues to expand to all economic tiers of people, PayPal will give citizens worldwide more direct control over their currencies than they ever had before. It will be nearly impossible for corrupt governments to steal wealth from their people through their old means, because if they try, the people will switch to dollars or pounds or yen, in effect dumping the worthless local currency for something more secure.


“Granted, that’s still some time off,” Peter continued, glancing around at the faces transfixed on him. “In the meantime, our great Palm and internet products are making quite a splash closer to home. Our user growth continues to ramp up nicely. I think we’re going to generate a lot of media buzz in the next few weeks. I have no doubt that this company has the chance to become the Microsoft of payments, the financial operating system of the world.” Everyone around me burst into a combination of laughter and applause. Though most had evidently heard a similar version of Peter’s speech before, they still seemed to enjoy it.


For my part, I stood there with a reaction bordering on being awestruck. I knew Peter was a deep thinker who held a strong sense of vision for the world, but when convincing me to join the company he spoke primarily of its great product and omitted any mention of these global aspirations. Now, hearing him articulate such a grand, sweeping mission for our little startup at an otherwise routine company meeting set me aback. Bold vision and corporate management don’t always go hand-in-hand—the few Andersen executives who bothered to attend company events invariably had seemed content to stick to a few platitudes about excellence and empowerment, two qualities in short supply at that firm. Peter, on the other hand, offered a grandiose but specific vision for his company without mentioning the milestone most dot-com CEOs dwelt on—an initial public offering (IPO). Why would he? His talk about changing the very workings of international commerce made an IPO sound small by comparison.


There is a cynical interpretation to the speech, of course. Every successful company needs some form of a big-picture vision to guide its decision-making processes. Management teams also need to motivate their employees by making them feel that their company is somehow special. Both cases certainly applied to Confinity. But those observations alone don’t diminish the magnitude of Peter’s vision. Even though he never used the exact words, he was pledging to turn Confinity into nothing less than an initiator of the “creative destruction” that Joseph Schumpeter described sixty years earlier. He genuinely seemed to believe that this little startup had the ability to upend the world’s financial systems by giving consumers unparalleled power over their own finances.


Say what you will about this vision’s credibility, but in the days that followed his speech I became convinced that Peter wasn’t the only person in the office who believed it. The company’s website designer created a T-shirt that showed God and Adam from Michelangelo’s Sistine Chapel ceiling exchanging cash with a pair of Palm Pilots. Many of the engineers carried around copies of Cryptonomicon by Neal Stephenson, a novel about the offspring of World War II army coders who conspired to build an offshore haven for encryption-protected data in Asia. In between the dings of the World Domination Index emanating from their computers, employees laughed that paper money was passé and insisted on using PayPal to settle their lunch bills and office pools. As a colleague in programming put it, why move atoms in order to exchange bits?


This belief that Confinity was developing something far more important than the standard e-commerce site that peddled groceries or pet food encountered little internal dissent. My colleagues genuinely thought that PayPal could change the world, and they spent far more time talking about this prospect than growing rich from a public stock offering. Although I may have been lured out of the old economy by a longing for a more rewarding workplace and the promise of wealth, most employees only seemed concerned with creating something new and different—and in this case, that something held the potential to have a positive impact on the lives of millions.


It was this potential that made Confinity’s vision of “world domination”—which might have been more appropriately called “world liberation”—all the more credible. The recent currency crises in Asia, Russia, and Latin America had shown that people around the globe really did need increased control over their own money. Many of the bouts of contagion that plagued currency markets in the late nineties were caused by governments trying to manipulate both exchange and interest rates. When investors caught on to these governments’ sleight-of-hand practices, they began selling off the local currency, putting downward pressure on the exchange rate as countries doled out their reserves of US dollars to traders who no longer wanted the local money. These sell-offs forced many countries to devalue their currencies by lowering their official exchange rate against the dollar, an action that effectively made the local currency worth less by weakening its global purchasing power. This in turn caused local prices to skyrocket, which decreased the value of money held in savings accounts.


Whenever this scenario played out, the citizens of these countries—especially the poor and middle class, who seldom had access to offshore banking options—were always hit the hardest. If PayPal could find a way to empower these people to move and transfer money with the click of a mouse, then we would indeed be on the verge of creating something far more revolutionary than just a new way to split up dinner bills. As the use of the internet spread, even the lower classes could theoretically whisk their money away to safety by exchanging it for a more stable foreign currency and storing it far away from the reach of their own floundering governments.


I may not have appreciated this potential when I hastily fled Andersen to join what at first seemed like a disorganized and chaotic startup, but in the days following Peter’s speech I gradually began to understand its implications. A company staffed by young entrepreneurs who had set out to upend the world financial system couldn’t be bothered with putting desks together or conducting formal orientations. Peter wanted to recruit good people—and fast. He needed them to help him pull off a technological revolution, and the specifics would just have to be sorted out later.
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As the days went by, the details regarding my own ambiguous role with Confinity eventually became clearer. Early the following week I officially received a title—marketing manager—and a department. Along with Kenny Howery and Jennifer Chwang, the fiancée of my venture capitalist friend, I became a member of Confinity’s new marketing group reporting to Luke Nosek.


The direct mail campaign that Kenny had tossed to me during my first day on the job turned out to be more than just busywork. PayPal’s well-publicized launch and bonus promotions had steadily increased the number of users, and by this point in mid-December we had several hundred new users registering daily. But with an imminent infusion of cash from the upcoming venture round, Peter wanted to use some of the funds to scale up PayPal’s user base even faster. In meetings with his team, Luke echoed this strategy. Growth, he insisted, was critical for a startup at this stage to deter potential competitors and position us to implement a business model that would begin to generate serious revenue.


With this focus, Luke tasked our team with introducing a combination of advertising banner and direct mail campaigns to acquire new customers. Caught up in this push, my transition from financial consultant to junior marketer didn’t take long. Soon I found myself surfing direct marketing sites and calling smoozy salesmen to ask about their clickthrough rates and opt-in lists, terms I hadn’t even known a few weeks earlier.


Meanwhile, David Sacks, collaborating with a public relations agency, worked on refining Confinity’s image in advance of this major marketing push. Inspired by an article titled “Beam Me Up Some Money, Scotty” that profiled our Palm wallet, Sacks suggested that the company hire Star Trek actor James Doohan as Confinity’s spokesman.4 It sounded like a good idea—Scotty was a recognizable character, and the beam branding complemented our Palm product. The Star Trek celebrity spokesman route had also served another dot-com well. Priceline, the online travel service, rocketed in popularity when it unveiled a series of commercials featuring William Shatner (Captain Kirk) reading beat poetry that described the benefits of its website. If Priceline could venture to the final frontier, then why not Confinity?


Within a few days our agency inked a deal with Doohan to endorse PayPal. However, Scotty would not be following Captain Kirk back onto the TV screen—at least not initially. Forthcoming venture capital infusion or not, Confinity’s cash on hand was in the millions, not hundreds of millions, so a Super Bowl commercial remained out of the question. Peter and the other executives harbored a basic mistrust of television’s ability to generate internet users. The TV ads used by so many other dot-coms, they maintained, were generally expensive, untargeted, and—because they required viewers to remember a particular website when they later sat down at their computers—less cost-effective than online promotions. Instead we opted to have Doohan preside over a media event to kick off PayPal’s growth campaign. Scotty would use his “beam me up” message on our website and emails to introduce our futuristic service to potential customers.


But before work on the user acquisition campaign shifted into high gear, the company paused to collect its breath. If “world domination” was to be the eventual outcome, Peter realized that camaraderie and teamwork were necessary ingredients. He scheduled an afternoon for the company’s offsite holiday party so employees could relax and bond away from the office before making a final preholiday push.


Employees caravanned over from the office to the party, which was held at a meeting facility on Sand Hill Road in adjacent Menlo Park. For anyone not familiar with the reference, Sand Hill is to venture capital what Wall Street is to the stock market. A broad, ambling road in the undeveloped foothills behind Stanford University, Sand Hill houses many of Silicon Valley’s top venture capital firms that provided four-fifths of the funds that poured into California startups during the late 1990s. This might be hard to guess just by looking at the road itself; most of the buildings nestled along it could not be called noteworthy. Typically two or three stories with wooden facades and nondescript signs, the offices conveyed a message of frugality to visiting entrepreneurs in search of money.


The afternoon began with drinks and appetizers served by a blazing fireplace in a large lounge. After mingling over cocktails for a half-hour, the group migrated into a private dining room furnished with large round tables. Looking around, I realized I still had not met all of my colleagues. In just the week that I had been with the company, another six employees had joined, and the list of open positions posted on the website was long and still growing.
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