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        The Rules Nasdaq Forgot

        By ROBERT H. FRANK

           ITHACA, N.Y. -- The story is told of two economists

           on their way to lunch who spot what appears to be a

        $100 bill lying on the sidewalk. When the younger

        economist stoops to pick up the bill, his older

        colleague restrains him, saying, "That can't be a $100

        dollar bill." 

        "Why not?" asks the younger colleague. 

        "If it were," comes the reply, "someone would have

        picked it up by now." 

        The older economist might have been wrong about that

        particular bill, of course. Yet his admonition embodies

        an important truth that Americans seem increasingly

        determined to ignore -- namely, that low-hanging fruit

        in public places gets picked very quickly. As in the

        past, the only way to make real money in the future will

        be through some combination of talent, thrift, hard work

        and luck. 

        Tens of millions of Americans, however, now seem to

        believe they can get rich in a hurry by simply

        transferring their money from old-economy stocks, like

        General Motors or Procter & Gamble, into Oracle,

        Cisco Systems and other high-tech stocks that have led

        the Nasdaq index. 

        So far that strategy has worked like a charm. Someone

        who invested $100,000 in the Nasdaq index in January

        1992 is now holding shares that are worth more than

        $850,000, and that takes this week's ups and downs into

        account. Many bullish analysts insist that the ride is far

        from over, and no one can doubt that the new

        technologies have thus far generated only a tiny fraction

        of the gains in productivity they will ultimately

        produce. It may be no exaggeration, for example, to say

        that business-to-business e-commerce will reduce the

        operating costs of many companies by 30 percent or

        more. 

        The ultimate value of an e-commerce company,

        however, depends not on the gains made possible by its

        technology, but on how much profit it generates. 

        As in the past, new technologies will continue to

        generate a burst of new profits for companies that are

        relatively quick to adopt them. But the historical pattern

        has been that competition will award the long-run

        savings from these technologies to consumers in the

        form of lower prices. 

        Thus dairy farmers who were quick to adopt bovine

        somatotropin, the hormone that increases milk yields by

        as much as 20 percent, reaped a short-term windfall,

        but as use of the hormone spread, increased production

        pushed milk prices steadily downward, eroding profit

        margins. 

        A similar profit trajectory will characterize most

        Nasdaq purveyors of new technologies. Organizers of

        business-to-business e-commerce may indeed save

        manufacturers hundreds of billions of dollars. But

        because the new technology companies are no more

        insulated from competition than dairy farmers, most of

        those savings will take the form of lower product

        prices, not higher profits. 

        Armed with this simple insight, economists have long

        warned investors against betting their entire fortunes on

        new technology companies. Many sophisticated

        portfolio managers share these concerns. 

        The reality, however, is that investors who want to

        insulate themselves from risk have no safe haven in

        today's market. 

        The cautious investor's natural inclination is to focus on

        old-economy stocks that are not yet selling for

        astronomical multiples of their annual earnings. Yet

        investing in those companies entails another form of

        risk. If millions of additional Americans continue

        putting their money behind high-tech companies each

        month, someone who fails to buy Nasdaq stocks will

        continue missing out on the greatest financial bonanza

        in generations. 

        Thus far, the latter risk is the one people seem most

        intent on avoiding. The small handful of investment

        firms whose cautious managers built portfolios that

        were light on high-tech stocks in recent years have seen

        their clients depart in droves. For such firms, to

        continue advising against high-tech stocks is to risk

        extinction.    Earlier this week, the Nasdaq index

        plunged almost 9.3 percent from its peak of more than

        5,000, set just last Friday. At the same time, the

        old-economy stocks of the Dow Jones industrials

        staged a modest rebound. 

        Is this the beginning of a major realignment,

        notwithstanding the index's gains yesterday? Someone

        who knew the answer to that question would not have

        to work for a living. 

        But the likely outcome is that the pattern of recent years

        will continue a while longer. After all, the Nasdaq has

        swooned many times during its protracted run-up, and

        each time investors have rushed in to buy tech stocks at

        the new "bargain" prices, as they seem to have done

        again yesterday. 

        If the Nasdaq's upward spiral resumes, still more

        investors will feel compelled to jump on board. In such

        an environment, the only thing certain is that a

        spectacular downturn lies out there somewhere. 
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