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In recent weeks the popular press has been full of stories about the dot.com boom and its apparent irrationality. Most observers are of the opinion that the market is overheated, and that it will all come crashing down one day.

That may or may not be the case. In the meantime, vast numbers of people are playing a high-stakes version of pass the parcel, each of them hoping that they are the penultimate owners of shares before the crash.

But for now, Internet and media stocks continue to rise and traditional blue-chip stocks continue to decline. Currencies are in turmoil as hot money chases hot profits. There is much hand-wringing from the pundits, and much speculation from columnists and others with little better to do with their time.

Most of their commentary is tinged with a mixture of envy and pre-emptive “told you so” predictions of the demise of the get rich quick brigade. You tell that there are many people just waiting for the bubble to burst, so they can bathe in the luxury of the lovely emotion of Schadenfreud (a beautiful German word meaning taking pleasure in the misfortune of others).

The fact is that nobody knows. Respected economic commentators have been saying for years that the market is overvalued. By traditional measures it is, but the rules keep being broken. There is no law that says it must end, just as there is no law that says that it must go on. So let’s not get too judgemental about it all, which is very easy to do. Let’s just observe some of the features of this crazy world that we now inhabit.

One aspect that has struck me in recent months is the amusing trend towards dot.com companies spending such a large proportion of their budgets (not their revenues – they have precious little) on advertising. Are they practicing what they preach and advertising on the Internet? No sir. They are using conventional print and television advertising.

It has become an article of faith in recent years that ads run in the US during the annual American football Superbowl can make a big difference for a small company. Astronomical rates are charged, but you reach more people than through any other medium. Ever since Apple’s famous Orwellian Macintosh ad in 1984, the Superbowl has been the place to go when you want to make a statement about your presence in the market.

This year, Superbowl advertising was dominated by small dot.com companies that no-one had ever heard of. One company reportedly spent three-quarters of its entire market capitalisation on one ad, which is as silly a thing as I have ever heard of. But all to no avail. The presence of so many similar ads from similar companies greatly diluted their effect, and most of them are now ruefully facing the fact that they blew their money.

There is a delicious irony in all this. Many people said that the Internet would spell the end of traditional media. Narrowcasting would replace broadcasting, video on demand would replace TV, webzines would replace newspapers, classified ads would move to the web, and print media would die.

Balderdash, baloney, and a few other words starting with “B”. Piffle, poppycock and claptrap. What has happened instead is that the massive activity generated by all these new Internet-based startups is helping fuel the revenues of traditional media. Commercial television is of course almost entirely funded by advertising (and favourable government legislation), but most people don’t realise that extent to which magazines and newspapers also rely on advertising revenue for their money.

Never had the TV stations had it so good. Never have their been more magazines in the market place. “Traditional” media are doing it better than ever before, and we see the New World Internet companies and Old World telecommunications carriers courting them for their content. On-line magazines have been a disaster, and no-one is making money from Internet advertising or Internet subscriptions.

It is the very companies that are supposed to be benefiting from the Internet boom that are driving the ad revenues of conventional media. No wonder that the shares of News Limited and PBL and John Fairfax and other traditional publishers are soaring, and that their profitability is as great as ever.

Common sense dictates that eventually classified advertising, the “river of gold” that funds this newspaper and many others, should eventually move to the web. If ever there was an ideal application for the Internet, it is classified advertising – searching is much easier and access is so much more ubiquitous.

But it is still not happening. Job ads for computer professionals, which are owned in this country by the computer section of Tuesday’s The Australian , have started to decline as recruitment companies and vendors move towards online advertising, but you would perhaps expect that in the information technology field. But even that decline is slower than predicted.

All of which tells me that the Internet is overhyped and that many Internet companies are overvalued. But it is drawing a long and dangerous bow to further assume that there is a bubble, and that the bubble must burst. One of the main reasons for the Internet boom is the widespread realisation that we have here a fundamental new technology that has as much potential to change the world as the invention of the printing press or the television.

The Internet offers a ubiquity and an immediacy that has never existed before. It facilitates new types of transactions, and new types of relationships.

It’s just not happening as quickly as a lot of people think. I believe we are in the very early stages of the Internet revolution, and that we will look back on the current state of the technology in five or ten years and think how primitive it all was.

Hype and inflated expectations are typical of the early stages of any new technology. What we are seeing today is a natural by-product of novelty. Things will settle down, and the world will indeed change, and some companies in the market will end up being bargains even at current prices.

But no-one knows which ones.
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