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History Repeats Itself, Again

By Randy Zaharia

ne year ago, we printed an
article, “Two Tales and Holy
Grails,” addressing over-

valuation of Internet stocks and
booms and busts of the past (e.g.,
electric light, autos). Subsequently,
with surprising speed. the tech-
dominated NASDAQ fell by over
60% from its peak. The other major
stock indexes declined as well, al-
though not as deeply.

Given the history of "new technol-
ogy” shake-outs, 1t 1s most construc-
tive to view the decline of the
NASDAQ as a normal correction of
excessive valuations. But with the
market's decline, there has been a
deterioration in confidence and
spending. Our economy is now fac-
ing two hurdles, both part of the nor-
mal economic process: 1) a more re-
alistic outlook for technology com-
panies, and 2) the downside of the
business cycle. Ultimately, this en-
vironment provides opportunities
to construct attractive equity port-
folios for the next three to five years.

THE INTERNET & NASDAQ COLLAPSE
The collapse of the NASDAQ (see
the chart on page 2) and the hob-
bling of the Internet sector has been
most painful to those investors con-
centrated in that area. Recent sta-
tistics showed “dot.coms” closing at

the rate of a dozen per week, out of
the hundreds that were started dur-
ing the Internet boom. Amazon.com,
an Internet leader, continues to
project significant losses, while
major tech companies continue to
consolidate and restructure.

A recent Business Week article
{(March 26, 2001) presented a timely
report called “The Rethinking of the
Internet.” The authors noted that
the impact of the Internet is not lim-
itless and unending, but sporadic
and variable. Some areas such as fi-
nancial services, healtheare, educa-
tion and government, could benefit
substantially, Other areas, such as
retailing, manufacturing and travel,
will see more modest impacts,

The Internet is an efficient commu-
nication tool, lowering costs sub-
stantially for some users. Despite
the current shake-out, we expect
that the next decade will see accel-
erating application of the Internet
by “old economy” companies. For
example, while hundreds of automo-
bile companies disappeared early in
the 20* century, Henry Ford’'s as-
sembly-line production technology
revolutionized manufacturing.
Similarly, the Internet should pro-
duce revolutionary changes in some
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