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PREFACE

t is easy to obtain fame; the hard part is to make it last. This holds true to the
exploratory journey of every discipline, the progress of internet economics is of no
exception. Not settling into the afterward clarity we would expect after the wild
roller-coaster ride of the internet economy in the year 2000, we are somehow
slipping into a deeper confusing state. Still, several aspects of agreement have been
hammered out. The revolutionary forces of internet economy have transformed
everything they touched, but the final outcome and fallout would be beyond
everyone's wildest dream. An analogy would be a person couldn't picture modern
China's openness and prosperity when he was right in the middle of the “Cultural

Revolution”. What we see is only the tip of an iceberg.

First, internet economy is truly a productivity revolution. The wealth it has
generated exceeds the total of the previous two hundred years’ accumulation,
through which the human history has achieved unmatched prosperity. It outshines

previous every period of economic progress. The following two exemplary cases
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would collaborate on the claim. Auto industry, one of the paragons in the 20th
century economy, has churned out 507 billions in its hundred years’ history, it only
takes 17 years for the internet economy to match it up. A good index to assess the
potential of a product or service is the time it takes to reach fifty million households.
For telephone, it is 58 years; radio, 38 years; PC, 16 years; Television, 13 years;

while internet, merely 4 years.

Second, internet economy has ushered in fundamental changes at every scale and
scope, not only in the economic arena, but in the political and social spheres as well.
In 1848, two young Germans —— Karl Mark and Fredric Engels —— published
monumental treatise The Communist Manifesto. Right in the days while Capitalism
were enjoying robust gfowth, “The bourgeoisie, during its rule of scarce one
hundred years, has created more massive and more colossal productive forces than
have all preceding generations together. ... What earlier century had even a
presentiment that such productive forces slumbered in the lap of social labor? ”
Marx and Engels pictured the eventual demise of the Capitalism. They pointed it out
that “What the bourgeoisie therefore produces, above all, are its own grave-diggers.
Its fall and the victory of the proletariat are equally inevitable. ” Since then a
hundred fifty years have passed, the tree of Capitalism still alive and displays even
more ferocious growth potential. Modern bourgeois society, with its relations of
production, of exchange and of property, has proved to be able to provide enough
space for the advancement of its modern productive forces. Along with the arrival of
internet economy, the knell for capitalism is more likely to be tolled. But the
“grave-diggers” are the class of knowledge workers instead of the proletariat. Before

they strive their way into becoming millionaires, the knowledge workers are pretty
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much like proletariats. They don’t possess any material resource but knowledge.
They are actually the paradigms of a most advanced class. They have enjoyed good
education, systematic scientific training and come with broad cultural background.
Along with the arrival of internet economy, they have ascended onto the main stage
of history, cherishing the leading role in the spotlight. Across the business spectrum
knowledge is becoming the key to prosperity. Knowledge, combined with capital,
has created enormous wealth for the new economy. The knowledge workers have
emerged as a new generation of entrepreneurs with scientific spirits. Wealth of a
billion’s worth usually requires generations’ good luck, hard work and accumulation
if not longer, now some knowledge works become self-made billionaires in just a
short span of time while still in their thirties. The first biliiop dollars took Bill Gates
ten years to garner, for Jerry Yang and David Filo, it was only three years.
Knowledge may now be the “key resource” of the world economy. This dynamic
interplay of knowledge and capital lies at the heart of the new economy —— and
promises to open up extraordinary new opportunities for wealth generation. The
feudalism brought in the ending to the serfdom because it had more advanced
productive forces; along the line, czipitalism stepped in when the feudal relations of
property became no longer compatible with the further developed productive forces.
Accompanied with every drastic change in human social history were freer
competition, wider outspread democracy and less autocracy. In the time of internet
economy, intellectual capital outgrows common capital; the intellectual capitalists
emerge to forming a dominant class. The essence of the forces which foster the
formation of this newly dominant class —— intellectual capitalists —— lies deep
inside of the fact that knowledge and capital have robustly interplayed. So Instead of

violent overthrow of one class by another, the newly acquired power of knowledge
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and capital has pushed the intellectual capitalists into the mainstream. The wave of
change promises to hit with astonishing force, rippling through the global economy

and transforming everything in its wake.

Third, internet economy has revolutionized the field of economics. In 1776 Adam
Smith published his prodigious treatise, An Inquiry into the Nature and Causes of
the Wealth of 4Nations. Declare of Independence drafted by Thomas Jefferson was
published in the same year under the context of the American anti-colonization
revolution. As Paul Samuelson brought it up, these historical events were not just
purely coincidental; quite on the contrary, there existed underlying factors deeply
interconnecting them. The intellectual spirit of The Wealth of Nations has much in
common with the intellectual spirit existing in America at the time of the Revolution.
Adam Smith’s theory is simple but profound. He revealed a genuine truth in
people’s everyday life but constantly being overlooked. “Every individual
necessarily labours to render the annual revenue of the society as great as he can.
He generally neither intends to promote the public interest, nor knows how much he
is promoting it...He intends only his own gain, and he is in this, as in many other
cases, led by an invisible hand ro promote an end which was no part of his intention.
Nor is it always the worse for society that it was no part of his intention. By
pursuing his own interest he frequently promotes that of the society more effectually
than when he really intends to promote it. I have never known much good done by
those who affected to trade for the public good.” When all individuals act from self-
interest, spurred on by the profit motive, then society as a whole prospers, with no
apparent regulator at work, this is the famous “invisible hand” theory. Smith is often

regarded as the father of economics, and his writings have been enormously
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influential. The “invisible hand” theory has become the cornerstone of the western
economics. But anyone who has read the biography about Smith knows that he
wasn’t born a prodigy like Guass, his work and fame were the creation of the time
he lived in. Numerous heroes emerged at the storms of changes in full swing, the
arrival of internet economy calls for its own heavyweights, like Smith, Marx and
Keynes. The majority of the internet economy proponents comprise of young
engineers, scientists and IT/network entrepreneurs with natural science background. So
during their course of vibrant exploration of internet economy, some inevitable mistakes
have been made largely due to the fact that naive passions not able to substitute the
methodical economic training. Recently, a new theory —— “information is equivalent
commodity” —— has been presented. Obviously, there is some catch-up work
needed for the author about the economics. Money serves as a universal measure of
value, and by virtue of this function, it is equivalent commodity par excellence.
Information is the product of labor, though contains internal value, not to be
mistakenly labeled as an immediate social incarnation of human labor in the abstract.
On the contrary, the value of the information could be realized through different
means. There is another article published in “Guang Ming Daily News” proclaimed
“ten principles of internet economy”, such as “internet is more important than

machinery”, “service is more important than product, ” “market is more important

7 (6 7

than profit, ” “connection is more important than ability, ” “market value is more
important than real value” etc. The principles seem quite daunting at the first look,
but after some thoughts, they are not that solid at all if not misleading. “Internet is
more important than machinery? ” Aren’t computers some kind of machine? How
about routers? Doesn’t the physical entity of Internet consist of computers and

routers? Without them, where is the Internet? And who generates the material gains?
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“Service is more important than product? ” Isn’t service the natural extension of
product? If it is, how do we soundly determine the importance between them?
“Market is more important than profit? ” The ultimate purpose of aggressively
grasping and expanding market shares boils down to two words ~ augment profit.
Company’s survival hinges tightly on one thing, the ability to eke out a profit.
Legions of startups operated at a loss with excessive high “burn rate”, living on the
constant infusion of venture capital, but painted a rosy picture about the future
prospects. On the heels of the NASDAQ’s shakeout, most of them went right belly
up. “Connection is more important than ability? ” Following the suit, connection
becomes the first productive force? How could someone compete in this ever-
changing market with the only card at hand being some personal connection?
“Market value is more important than real value? ” The truth about this is that the
market value only stands for the expected future value, and future is becoming less
predictable than ever before. In the long term, years’ work of analysis and
compilation by economists has drawn the conclusion that the market value actually
fluctuates along the real value of the company. The lesson would be nothing should
go to the unnecessary extreme. Similar stupidity has occurred on the economists as
well. In 1998, after the flood unseen in decades, some famous economist put
forward the premise —— “flood is the opportunity”, and received overwhelmingly
warm attention from media. So in the same token, fire, earthquake and tornado could
all be the prime candidates for opportunity. Then what in the world couldn’t be
called an opportunity? And the most confusing part is the “broken window theory”,
no matter how much demand boosted by fixing broken windows, there is just no

way to offset the net loss of 166 billion yuan exerted by the flood.
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Scientific revolution differs from religious revolution. Unlike its religious
counterpart which discovers fresh ideas and novel insights from existing principles
and doctrines, scientific revolution has to break the barriers of dominant theories and
demolish the establishment of the prevalent opinions. The course of scientific
progress is more segmented and sporadic. With more than two hundred twenty
years’ development and progress, traditional economics has matured into one of the
most well-established and comprehensive disciplines in social science arena. From
Adam Smith’s “Wealth of Nations” to Karl Marx’s “Das Kapital”, there was a
ninety years gap, then another long stretch, about seventy years before John
Maynard Keynes published The General Theory of Employment, Interest, and
Money. Then there was this long intellectually barren period without any
culminating figures. = Maybe there are just no more giants’ shoulders to stand on.
Internet economics has become the play field of the youth, when the tide raises all

ships, the ones sail the fastest are the leaders in the future.

With the train of new economy pulling in at full force, mixed emotions fill the
atmosphere: there is confusion, excitement, fear, uncertainty, hope and optimism.
We can’t afford the luxury to ponder since time is not on our side, we must make
our decision now. At the entrance to internet economy, as at the entrance to hell, the
demand must be made: Here must all distrust be left; All cowardice must here be

dead.

Jian Sun
Beijing, September 2000 -
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