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Preface

The bulk of this book was written in Rehoboth Beach, Delaware, during August of 1999—as the NASDAQ stock market’s tidal wave surged toward its final frenzied months of vertical ascent. The last revisions were made in March of 2000, as that giant wave crested.

Then it broke, crashing down on the business plans of thousands of would-be entrepreneurs, drowning countless stock-option fortunes, turning yesterday’s instant billionaires into mere millionaires—or, in some cases, petitioners at the bankruptcy courts—and causing starry-eyed dreamers to shed their blue jeans, don a coat and tie, and wonder: Is there a New Economy after all? 

Rereading this book a year and a half later, I’m surprised and pleased with how well it survived that deluge. Unlike other books of the time, The Wealth of Choices doesn’t promise a new millennium for corporate profits or investor returns. It doesn’t predict Dow 36,000. Its thesis, instead, is that the profound changes shaking our economy have put new power not in the hands of corporations but in the hands of individuals. New technology and expanded markets have given people the ability to make more choices than ever before and thus shape their own lives as they see fit. The book’s message is one of consumer empowerment—and it holds true whether the NASDAQ is at 5,000 or 2,000. 

In fact, the thesis of this book suggests investors should have questioned the market’s wild ride long before March of 2000. For if consumers have more clout, doesn’t that mean companies have less? If people have more ability to comparison shop, to demand lower prices, and to search out quality—why should companies expect to make the kind of exorbitant profits implicit in sky-high stock valuations? If technology and deregulation and globalization have created a bigger, faster, more fiercely competitive marketplace, then doesn’t economic theory suggest profits will fall, not rise?

The real story, of course, is more complicated. At work in the stock market turbulence of recent years are two competing myths of the New Economy. Both are rooted in truth, but neither offers a complete picture. The first is what I call the Monopolist Myth. That myth holds that the New Economy is putting ever more power in the hands of a few successful companies. Its logic is based on the unusual cost structure of idea-based businesses, which can lead companies to stunningly rapid growth. Computer programs, entertainment websites, and online databases are all similar in that they cost a great deal to develop but little or nothing to duplicate. As a result, companies may invest heavily in research and development; but once the product or service is completed, it can be offered to an almost infinite number of customers at little additional cost. And there are often “network” benefits to growth: a bicycle shared by 10 or 100 people has a declining value to each user. But AOL’s instant-messaging service shared by 25 million people has an increased value to each user.

The result is that a few companies—like Microsoft and AOL—win big and create unprecedented riches for their shareholders.

In the software business, “you have no cost of goods. We don’t even ship a physical diskette anymore,” David Peterschmidt, chairman of software maker Inktomi Corp., explained to my Wall Street Journal colleague Greg Ip. In describing this phenomenon, he added, “Next to the federal government, this is the only business that’s allowed to print money.” It was the promise of owning a piece of such a money-making machine that led investors to bid the shares of new companies to such exorbitant heights.

But working against this is the Populist Myth. It argues that technology has indeed become competition’s friend. Buyers can search for products and services around the world, comparison shop, reject sellers who offer low quality or high prices, and avoid companies that insist on high margins. In this view of the new world, companies no longer have the clout over customers they once did. If the neighborhood car dealer refuses to offer a decent price, you can go online and find a better deal. If the supplier down the road won’t give you what you want, a supplier across the ocean will. Competition has been supercharged, markets have become more perfect, and companies no longer have the freedom to provide shoddy goods and services at exorbitant prices.

It was the power of the Populist Myth that caused so many of the dot-com companies to buckle under. They found that in this rugged and competitive environment, they simply couldn’t make money. Faced with fierce competition, companies like Amazon.com proved far less valuable than their investors had thought. How can a company that sells books ever hope to make spectacular profits if book buyers know that numerous competitors are just a mouse click away? How can online newspapers and magazines ever satisfy their investors’ high expectations if their readers insist on receiving publications for free?

Economist Bradford De Long compares these two myths to the musings of two blind men who attempt to describe an elephant by feeling different parts of its body. Each has a piece of the truth; neither has the whole truth. The undulating stock market reflects investors’ crude attempts to come to terms with a complex beast.

For readers of this book, I’d argue its best to ignore the stock market’s meanderings, and focus on the basics. I still believe the U.S. economy is in the midst of the most profound economic transformation since at least the 1920s, and possibly since the late 1800s. The convergence of three great trends—the globalization of the world economy, the increase in the role of markets throughout the globe, and the revolution in information technology—has supercharged economic activity. It is changing the way we work, the way we shop, the way we think about health and education, the way we communicate with one another. It is changing the way we live. And those changes continue, despite the fluctuating value of the stock market.

At a small seminar in February of 2001 at the World Economic Forum in Davos, Switzerland—a gabfest for the nation’s business and government elite—former treasury secretary Lawrence Summers put it in interesting perspective. He compared the NASDAQ crash to the classic economic dilemma of water and diamonds. Water is absolutely essential to sustain life and thus of great value, but nevertheless it is cheap. By contrast diamonds are not that necessary, but they are very, very expensive. The gap in price between water and diamonds is a market phenomena that tells us little about the value of water to human society. Similarly, the precipitous drop in the NASDAQ is a market event that tells us little about the ultimate value of the new technologies.

The truth of Summers’s statement became clearer to me a few months later, when I spent two days interviewing executives at the Microsoft Corporation in Redmond, Washington. At the time, most of corporate America was still suffering the after effects of the dot-com collapse, and the subsequent downturn in the economy. My own newspaper, The Wall Street Journal, had just laid off a group of first-rate reporters.

But the folks at Microsoft were nearly giddy with excitement. For years, they had heard their leader, Bill Gates, say that the effects of new technologies were always overestimated in the short term, but underestimated in the long term. They had watched the Internet euphoria, largely from the sidelines. But now that the bubble had popped, they were ready to step in and develop the remarkable potential of the new Internet technologies for the long term.

The crash of the dot-coms has been “an unbelievable opportunity” for us, said Yusuf Mehdi, vice president of MSN, the Microsoft website. Much of MSN’s competition has fallen by the wayside. Others, unable to make money, have sought to team up with Microsoft. And in the meantime, Microsoft has developed a package of services known as “Hailstorm” designed to remake the Internet on a Microsoft platform. That strategy may or may not succeed. But the excitement about it on the Microsoft campus proved to me that the technological revolution underpinning this book is still very much alive and well.

So yes, Virginia, there is a New Economy. It will continue to unfold in the years ahead. And the Populist and Monopolist forces will continue to vie for dominance.

But here is the key point: You don’t have to be a passive bystander in this great struggle. You have more opportunities, more power, more choices, than ever before. And if you exercise those choices wisely, you’ll come out ahead.

That’s what this book is all about. It is designed to help you understand the myriad choices the new world offers and to provide some basic, easy-to-follow advice on how to make those choices in a smart and sensible way. In a way, it is a survival guide. It’s designed to help all of us living through a period of remarkable, and sometimes unpredictable, change.
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Not My Father’s Economy

My first foray into national journalism came in 1976, when Life magazine invited me to write a brief essay for a special edition about youth in America. Then a junior at the University of North Carolina, and still very much an adolescent, I took the opportunity to complain about my father:

When I first came to the university, my father sent me packets of articles from The Wall Street Journal and Fortune magazine that praised the virtues of free enterprise. Someone had told him that all college professors had socialist tendencies, and that many were outright Marxists, Maoists, or both.

I thought of that article in October of 1998, while flying home to Chattanooga, Tennessee, to attend my father’s funeral. His fear for me in those days had been that I was part of a lost generation. We had missed the character-building hardships of the Great Depression, and as a result, we would never fully appreciate the value of the dollar and never understand the power of the market economy—or, as the title of one free-market tribute he sent me called it, The Incredible Bread-Making Machine. The nation and the world, he worried, were headed toward some sort of inevitable socialist decline. And the way would be led by his son, who preferred poetry to physics.

How surprised he must have been at the way things turned out. During the last year of his life, confined to his bed with cancer, he took comfort in tuning the television to CNBC and seeing me, with stock market quotes streaming across my chest, the Dow Jones average planted firmly on my shoulder, and the words The Wall Street Journal nestled just below my chin.

But he must have been even more surprised to see how the world changed in that last quarter-century of his life. There was no socialist decline, no creeping expansion of the welfare state. Instead, just the opposite happened. The incredible bread-making machine proved more pervasive, more powerful, more incredible than he or anyone else could have imagined back in 1976.

The triumph of capitalism is, by now, a well-known story. British prime minister Margaret Thatcher and President Ronald Reagan heralded in a revitalization of the market economies of the West, while Soviet prime ministers Mikhail Gorbachev and Boris Yeltsin signaled the end of communism. The dramatic collapse of the Berlin Wall allowed the triumphant doctrine to spill over into every corner of the globe, with only a handful of people out of its powerful reach. The global financial crisis of the late 1990s underscored the darker side of markets and prompted some ponderous reevaluations of the free-market faith, but produced no substitutes. Today, the entire world agrees with my father: Capitalism, whatever its faults, beats the alternatives.

Less widely appreciated, however, is just how profoundly the American economy has changed in those same two decades. No barbed-wire-laced concrete walls needed to fall here, and no arrogant tyrants needed toppling. No hidebound central-planning bureaucracies were dismantled. Yet the changes here, while less heralded, were no less revolutionary; perhaps even more so.

Consider what life was like just one generation ago. Sure, if you wanted to buy breakfast cereal, the market gave you options. But in other ways, markets were limited, and choices restrained. On Lookout Mountain, where I grew up, our electricity was provided by one company, the Electric Power Board, and our phone service, like every other American’s, came courtesy of Ma Bell. When we were sick, we went to the family doctor and we bought medicine from the neighborhood druggist. And if we were very sick, we went to the local hospital—no choices necessary. Television options were limited to UHF and VHF; banks were open from nine to three.

Airline fares were fixed at levels far higher than even affluent folks like us could easily afford. So when we traveled, we took the car—a station wagon purchased at Andy Trotter’s Pontiac. When the car broke down, which it often did, my father turned red in the face and let loose a string of curses that would end with a threat to “take this car and drive it right into Andy Trotter’s swimming pool.” It never occurred to me to ask why he kept buying cars from the cursed Mr. Trotter. The answer was obvious: Mr. Trotter was the only Pontiac dealer in town, and General Motors made the only affordable station wagon.

It was a simpler time. Fewer choices meant less complexity, less confusion. Businesses were more likely to treat their workers like family. Wages weren’t allowed to diverge too much, for fear of creating rivalry in the company. Employment was often for life. Things were stable, comfortable, and predictable.

But that world was a far cry from the picture of a competitive economy portrayed in The Incredible Bread-Making Machine, or in any economic textbook. And it was a far, far, far cry from where we are today.

Today, the basic market principles of competition and choice have swept into every aspect of American life. Consumers face a bewildering array of choices not just for cereal, but for air travel, phone service, medical care, even postal service. In parts of the country, home owners have begun choosing from a menu of companies for their electricity. Health care has undergone a radical market-driven transformation, and education is following not too far behind. If you want to buy a car today, you start by going on the Internet and shopping for the best price available at any dealership within a thousand miles. The same goes for countless other consumer products.

Companies that seemed like unshakable behemoths a generation ago now fight like scrappy entrepreneurs against foreign firms and ever-emerging domestic competitors. Vast fortunes are made, literally overnight. Workers have become free agents, shifting jobs frequently and feeling little loyalty to their employers, who show little loyalty in return.

The world has gotten smaller; competition has gotten more intense; choices have become more plentiful.

Not long ago, former Senator Nancy Kassebaum asked me to give a dinner speech to the U.S.–Turkey Business Council, which she co-chairs. I immediately agreed. Senator Kassebaum had employed my wife, Lori, for nearly a decade and is a wonderful, public-spirited politician. I would do almost anything she asked.

But after arriving at the dinner, I began to regret my decision. It was a raucous group of more than six hundred people who talked right through the master of ceremonies’ opening jokes. My dinner partner, the wife of the U.S. ambassador to Turkey, leaned over and whispered: “Don’t worry. This is what all Turkish dinners are like.”

The crowd turned appreciatively silent, however, when I got to the thesis of my short talk: The New Economy, I told them, is like the Istanbul bazaar, that five-hundred-year-old covered maze where thousands of vendors sell carpets and curios, icons and samovars. The orderly world of a generation ago, with its limited choices and fixed prices and clear lines of distribution, is being transformed into a chaotic, bustling, teeming global marketplace. Countless sellers court countless buyers, with an endless array of merchandise. Prices aren’t fixed. Each merchant tries to extract the highest price for his wares; but each customer has the power to walk to the next booth in search of a better deal.

The metaphor was right for the crowd, but it is also right for the times. The New Economy is, in a strange way, a return to something older—a world where the economy’s rhythm is determined by countless transactions among individual buyers and sellers, rather than being a staid dance among corporate hierarchies. Globalization, deregulation, and digitization are turning the entire world into a modern version of the Istanbul bazaar.

But there is a new twist: pervasive information. Throughout capitalism’s history, sellers have usually had an edge over buyers, because they have been better informed. The merchant in the bazaar knew more than the buyer about the quality of the carpet he was hawking and knew what it cost him to acquire.

Today, the tables have been turned. With a little effort, the consumer has access to information about the quality and cost of almost any product or service he or she chooses to buy. As the new millennium begins, the power balance, for the first time in the history of capitalism, has shifted in the consumer’s favor. Consumers come to the bazaar armed not only with choices, but with knowledge, and the result of that combination is power.

Consider the case of Norman Ornstein, a political scientist and one of Washington’s most peripatetic television commentators. Recently, he decided he wanted to buy a Lexus sport utility vehicle. (Talking-head-dom has been a lucrative occupation for Norm.) Instead of driving to the nearest dealer, he logged on to the Internet, visited the manufacturer’s website, read reviews of the car in Road and Track, and then logged on to Auto-by-Tel (Autobytel.com). He entered the exact specifications of the car he wanted to buy.

The next day, Norm got a call from a Lexus dealership in Alexandria, Virginia, offering him a good price on the car he wanted. It was $1,200 below list—for a car that was in short supply and that almost everyone else was selling at full list price. Shortly thereafter, his wife, Judy, went to a nearby Lexus dealer in Rockville, Maryland, test-drove the car, and then offered to pay that dealer the same price suggested by Auto-by-Tel, and not a penny more. The dealer agreed.

Norm had a similar experience when he needed to buy a new tennis racket to help ease the pain of tennis elbow. First, he visited a tennis store just a block away from his office and tried out several different rackets, even taking some home for the weekend to play with them. He found the titanium racket he wanted, but it was expensive—nearly $350. By visiting an Internet site called playpro.com, he found a dealer who was willing to ship him the same racket for a price just above $200.

Norm returned to the tennis shop and cut a deal. “I’m willing to pay a premium for your help and service,” he said. “But I’m not a fool.” They settled on a price of $250. The store’s owner, Darrell Haines, says this was not the first or last time someone had come in asking him to match an Internet price. Indeed, he said, it happens about once a week.

In the New Economy, these sorts of stories are becoming commonplace. The old economy’s watchword was caveat emptor, “Let the buyer beware.” But today, it’s the seller who must beware, because the buyer may be arriving armed with information.

I recently asked a prominent doctor to tell me the biggest change that has occurred in his business in the last decade. I expected to hear a rant against managed care. But he said the biggest change in his business is this: Patients come to him with information. They research their illnesses before they arrive at his office. They have opinions about the options for their treatment. And they expect him to discuss all this openly with them. That’s not the way it was a generation ago.

The economics-textbook notion of perfect competition, with countless buyers facing countless sellers, all armed with the same information, all aggressively pursuing their own interests, is closer to reality today than it has ever been before. The world, in short, has become a more perfect bazaar.

New Economy, New Rules

What does all this mean for you? Quite a lot. This isn’t your father’s economy, so your father’s rules for managing financial affairs won’t work any longer. New rules are needed.

This book is intended to do two things: First, provide a simple explanation of what the New Economy is and how it came about and, second, provide some simple but valuable rules for coping with and conquering that economy. In the process, it will clear your mind of antiques and cobwebs, in order to make room for new furnishings.

Can the rules of financial management really be so different today? You bet. For starters, here’s a sampling of some of yesterday’s financial wisdom and the new rules that need to replace it.

Your father told you: Don’t use credit cards, and don’t buy annuities or other investment products from an insurance company

That’s the kind of uncompromising advice you’ll find in almost every personal finance book on the market. And it used to be good advice. But no longer.

There was a time when all credit cards charged usuriously high interest rates and all annuities included high fees and low returns. But in the New Economy, the powers of competition are so uncompromising and intense that everyone—even credit card companies and insurance companies—must bend to them. Companies will still try to fleece the unsuspecting consumer. But if you pay attention, you can get good value for your money.

Take credit cards. I have an annual spring bulge in my expenses, thanks to tax bills, tuition bills, and a few other unpleasant expenses that all seem to crop up at the same time. I use credit cards to manage that bulge.

Every couple of weeks, I get another letter in the mail asking me to sign up for a new credit card that offers a 3.9 or 4.9 or 5.9 percent “introductory rate,” usually lasting six to nine months. Each offer comes with an easy-to-use form that lets me transfer balances from an old card. So in the spring, I let my balances build up and I switch cards when necessary to keep the rate down. It’s easy, and it’s cheap.

Now, no one is going to get rich rolling over credit card balances. But there is a lesson here. Credit card companies that used to routinely charge 18 percent interest have decided to meet the stiff competition of the New Economy by offering teaser rates. Their hope is that once you switch, you won’t switch again. But if you understand the new competition, you’ll become a frequent switcher. Move your balances every six months, and you’ll end up ahead.

The story on annuities is much the same. These are hybrid investments that are part insurance, part mutual fund. Until recently, they were invariably a rip-off, charging high, often hidden, fees and then using the proceeds to pay large commissions to brokers, who in turn eagerly pushed the products on their unsuspecting customers. Not surprisingly, annuities got a bad name.

But competition and information have transformed this business, like so many others. Mutual fund companies such as Vanguard and T. Rowe Price now offer variable annuities with low fees and attractive investment options. They still don’t make sense for everyone. But armed with the right information—available on websites like insure.com and annuity.com—the consumer can get a good buy.

The world is still full of people eager to make you buy things you don’t need at prices higher than you should pay. But if you keep your head up and spend the small amount of time necessary to arm yourself with information, you can demand better—and most likely you’ll get it.

In the New Economy, competition forces companies to respond to the demands of informed consumers—or go out of business.

Your father said: Your home is your nest egg; the bigger the mortgage, the better

For a generation of Americans, that was probably the best financial advice anyone could give. But not today. And most financial guides haven’t caught up with the new reality.

If you bought a house in the early 1970s, odds are that by the late ’80s you had made a bundle. Home owners found the accumulated equity in their house could help finance college or pay for retirement. In a time of inflation, it was the ultimate hedge.

My wife and I enjoyed only a part of that boom. The Sears house we bought on the outskirts of Georgetown in 1983 for $130,000 sold for $300,000 only five years later.

Others, who started earlier, scored even more spectacular gains. Ken Bacon, who was my first editor at The Wall Street Journal, went on to become the chief spokesman at the Pentagon. Through a bit of bad luck, he gained fame as the employer of Monica Lewinsky and Linda Tripp; later, he was the steady voice of the war in Kosovo. But in real estate, he couldn’t have been luckier.

He and his wife bought their first house in 1969, in the shadow of the Capitol building, for $36,000. They put another $14,000 into it and sold it in 1975, getting back almost double their money. That year, they bought their next house, just past Georgetown University, for $125,000. Today it’s worth at least five times that.

With such spectacular gains, Americans came to think of their homes as their very best investment; and a bigger home, or even two homes, only made them feel financially wiser.

But here’s the catch: That investment miracle was driven by inflation. Houses were a safe harbor against the ravages of price increases. Mortgages shrank in relation to inflation-driven incomes. And Uncle Sam made the deal sweeter by providing a generous tax break for inflation-swollen interest payments.

Those days are gone. Inflation appears to have been tamed, thanks to the efforts of Paul Volcker, Alan Greenspan, and a generation of tough-minded central bankers around the globe. And the dynamics of the New Economy will help to keep it from coming back. In the old days, unemployment of 4 or 5 percent would have led to inflation, as companies felt forced to pay more to workers and then raise prices accordingly. Today, fierce competition seems to have helped keep a lid on prices. Certain cities and neighborhoods have hot housing markets, but overall, houses have become, well, a place to live. As investments, they are no longer the best alternative. And mortgages are no longer the bargain they once were, in spite of relatively low rates.

Many financial advisers are still peddling the wisdom learned yesterday. “We must buy today to avoid tomorrow’s price increase,” writes Ric Edelman in the introduction to his best-selling guide The Truth About Money. And on mortgages, he advises that you should “carry a huge one—and never pay it off.”

Good advice a decade ago. Not so today. Consider this: If you suddenly found $100,000, what would you do with it? Invest, or pay off your mortgage? If you pay 7 percent on your mortgage and are in the 25 percent tax bracket, the true cost of that mortgage is 5.25 percent. If you can invest tax-free in an IRA or 401(k) plan, perhaps you can get a better rate of return than 5.25 percent and come out ahead. If your investments are taxable, however, the odds start to move against you. You may end up earning less than the 5.25 percent you are paying out in mortgage interest. Ignoring Ric Edelman and using the money to pay off your mortgage could make perfect sense.

Old habits die hard, and inflation created a lot of habits. Today, senior citizens bellyache when their social security cost-of-living increase comes in at less than 2 percent. Factory workers gripe about annual pay increases of only 3 percent. Savers complain that their money market account brings in only 3 or 4 percent, when it used to earn 5 or 6 percent. No one is quite willing to accept that inflation was merely a mirage, and now it’s gone.

In the New Economy, inflation has been suppressed. Get over it.

Your father said: Location, location, location

Wake up and smell the silicon. In the old economy, geography meant everything. “Convenience” referred to location; the store nearest your house was most likely to get your business. In the new economy, distance has been conquered. “Convenience” is Amazon.com.

The Internet has been the most powerful culprit in the death of distance. But it only accelerated a trend that was already well under way.

Federal Reserve Board chairman Alan Greenspan likes to point out that the physical weight of the nation’s output of goods and services changed little in the latter half of the twentieth century, while its value increased more than twenty-fold. In other words, things are getting smaller and lighter. Plastic has replaced steel; transistors have replaced vacuum tubes; fiber optic cable has replaced tons of copper wire. Most important, software has become more valuable than hardware. Knowledge has become the number one source of value in the New Economy, and knowledge weighs very little indeed.

As the physical substance of the nation’s output vanishes, physical geography becomes less important. Products can move on airplanes instead of ships or can be bounced off satellites instead of being shipped on airplanes.

Remember the Club of Rome? They were the wise men and women who, in the 1970s, issued dire warnings about the need to keep the world from running out of physical resources. They needed an upgrade. The last generation ignored their warnings, and the world survived. Much of today’s consumption—from video games to Viagra pills—draws little from the earth’s physical resources. (In the meantime, the Club of Rome has acquired a website—clubofrome.com.)

New Economy rule: The world has become smaller, and all within your reach.

In your father’s economy, prices were fixed; everyone paid the same amount

When I was growing up, it never occurred to me to walk into Sam Robinson’s drugstore and demand a 20 percent discount. The price was marked, and everyone paid it. Or at least, so I thought.

But in the New Economy, prices have gone squishy. If you pay full price, you’re a chump.

Airlines are the most obvious example. If you want to start a riot, get all the passengers on an airplane to confess what they paid for their tickets. The differences are astounding. On a flight from Washington, D.C., to Portland, Oregon, for instance, you’re likely to find a business flier, paying the full coach fare of about $2,000 round-trip, sitting next to a tourist who booked a Saturday night stay-over and is paying only $475. Nearby, there could be a traveler who bought a ticket on Priceline.com, which allows you to “name your price,” and who paid only $200. And of course, one or two passengers are likely to be flying free with frequent flier miles. All get the same narrow seat, eat the same skimpy snack, and endure the same wait on the runway.

In the New Economy, airline-style price discrimination is rapidly becoming the norm. Take long-distance telephone service. The range of options is mind-numbing. But if you find another long-distance provider who is offering a better deal, call your provider first—odds are, yours will match it.

Reporter John Schwartz wrote in theWashington Post of going to a Home Depot store and watching the customer in front of him whip out a coupon for a 10 percent discount. “How do I get a coupon like that?” he asked. After some back-and-forth with the clerk, a manager walked by and said, “Give this man 10 percent off.”M

Such stories abound. In today’s economy, savvy people have learned never to pay the regular rate for a hotel room. Instead they ask, “Don’t you have a better rate?” and the bargaining begins.

This, by the way, is one facet of the New Economy that is sharply at odds with the textbook notion of perfect competition. Economics textbooks teach the law of one price for one product. But in the New Economy, price discrimination has become the key to profits. That means consumers have to keep their guard up. Never pay full price; never assume prices are fixed. Choice and information put pricing power in your hands, but it’s up to you to exercise that power.

In the New Economy, you can’t take any price as a given. Everything is negotiable.

Your father said: Don’t squander your money; capital is the key to riches

The old economy was built by men who amassed great quantities of capital. Thrift was the highest virtue. And many prodigal sons and daughters were chastised for “wasting” their inheritance on frivolous travel or endless education. Money was the surest path to wealth.

The New Economy is being built by those who amass great knowledge. A well-trained, supple human mind is the greatest prize, and pursuit of knowledge an increasingly promising road to wealth.

If you doubt that, take a trip to MIT or Stanford University or any other major university and you’ll find people who in the last few years have turned their knowledge into enormous wealth. The balance of power has shifted away from those who have capital and toward those who have ideas.

As the value of knowledge rises, of course, so too does the value of education. Consider these simple statistics: In 1970, a college graduate could earn, on average, about $2,667 more annually than a high school graduate. By 1997, that differential had risen to $14,745.

Formal education is one way to accumulate useful knowledge, but not the only way. The history of the New Economy is filled with tales of those who dropped out of college to pursue their interests. The point is this: In the New Economy, the person with the most flexible mind, the broadest array of experience, and the kind of intellectual curiosity and knowledge that define education at its best will continue to be in great demand.

My colleague Walt Mossberg is a wonderful illustration of the change. For years, he rotated through jobs in the Washington bureau of The Wall Street Journal, as energy reporter, deputy bureau chief, economics reporter, and defense reporter. But for years, his real passion—which he pursued to the distraction of his family and colleagues alike—was computers. He spent hours tinkering with computer programs, customizing programs for Journal reporters, learning about different sorts of software.

Today he has found a new life as one of the nation’s leading computer pundits, writing regular columns for The Wall Street Journal and SmartMoney magazine. Computer magnates, eager for a kind word from him, stream in and out of his office. He won’t talk about the generous pay package he negotiated with Dow Jones as a result, but it is the envy of the newsroom.

In the New Economy, you need to keep your mind active, open, and engaged, because in the end, it is your best investment.

Your father said: Investing is an insider’s game; let someone else do it for you

The investment story of the last two decades has been the explosion of mutual funds in this country. A generation ago, they were unheard of; today, they hold more than $4.5 trillion. We’ve taken our savings out of the bank and turned them over to professional investors.

But here’s a sad fact: In 1998, only 12 percent of mutual fund managers did better than the market averages. In 1999, fund managers did better, but still more than a third were outperformed by the broad market averages.

The truth is, there are no insiders in today’s information-besotted economy. Everyone has instant access to the same information. As a result, mutual fund managers struggle to beat the market, even as they charge you fees for the privilege of doing so.

That leaves you with two alternatives. One is to invest your money yourself; with today’s technology and information, it’s not that hard or time-consuming. The other alternative is to simply invest in an index fund, which is like a mutual fund but has lower fees and simply tracks the movement in an overall market index.

In the New Economy, professional money managers don’t know much that you don’t.

Your father said: Don’t count on social security. It will be bankrupt before you retire

How many times have you heard that warning? It has sunk deep into the consciousness of every American.

But the truth is, social security is one of the surest bets for the future. And the reason is the very same fact that leads some to question the program’s solvency: the retirement of the baby boomers.

The baby boom generation is the largest generation in American history. It is heading into retirement at a time when medical science has extended the length of human life. The strain that will be put on our society is daunting. When social security was created, there were 10 working Americans for every 1 retiree. Today there are 3.5. By the middle of the next century, if present trends continue, that number will fall below 2. That means fewer workers paying payroll taxes into the social security trust fund, and more retirees taking money out. The latest projections show the trust fund running out of cash in the year 2034—although the strong economy could stretch that out considerably.

But because it is so large, and because it is so demanding, the baby boom generation is also the most politically potent in American history. As the number of retirees swells, their political clout will swell as well. And make no mistake about it: They will get their social security payments. “I want it now” is a refrain that has followed the baby boomers through life; there is no reason to expect it to fade in retirement.

Bottom line: Social security does not, and will not, provide enough money for a lavish retirement. But don’t be fooled by the Chicken Littles; it’s not going away.

I’ve talked about what the New Economy is. But it’s probably a good idea to mention a few things the New Economy isn’t.

It isn’t an end to recessions. For reasons that are discussed in Chapter 3, the
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