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PAPER ON TRADE & INVESTENT ISSUES

1.  Background

This paper is a reflection on major issues in trade and investment for Australia, based on observations working offshore in the investment attraction field.  The first section is an overarching commentary on the importance of clusters, followed by ideas relevant to Investment Attraction, Trade Development, Innovation, Regional Development and R & D.

2.  Clusters

After 3 years working in Singapore and 5 years working in San Francisco, I am convinced that global business is moving more and more towards clusters.  Globalisation has many effects, but it is clear that in the future there will be less need for a business to service a geographic market with a physical point of presence.

In the manufacturing industries, global scale has gone up immensely – so the size of a market required to justify a world scale plant has risen inexorably.  Many of the manufacturing plants established in Australia after the Second World War were built at what was world scale at the time – and the Australian market was large enough to support at least one world scale plant.  Nowadays this is the exception rather than the rule – even securing 100% of the Australian market may represent only a fraction of the plant’s output.  The entire Asia Pacific region may only require one world scale plant, and thus an Australian manufacturing business case faces a wide range of competitor locations and must address international logistics issues that were not relevant 30 years ago.

In the technology and knowledge industries, electronic communication means that there is no need for content to be developed within a market.  Markets can be served remotely with minimal need for on-the-ground staff.

In other words for both manufacturing industries and knowledge industries, the global supply chain will rule.  For a location to be a point of presence in a global supply chain for a particular industry, it must be able to demonstrate that it has a world competitive cluster of relevant skills.

A cluster is a nebulous concept but in my view it contains the following key ingredients:

Universities

- world class academic research;

- high quality, creative graduates

- MBA programs

Multinational companies

- undertaking globally significant R & D and product development

Local companies

- delivering high quality goods and services

- top companies succeeding in export markets

Start up companies

-formed by former staff with spinoff ideas from MNCs, local co’s, universities and research organisations

Venture capital firms

- funds available and firms skilled at identifying and nurturing start up companies

Research organisations

- private and public laboratories focussed on market relevant research, with a process for commercialisation

Sophisticated customers

- local customers have sophisticated needs and open to new approaches and technologies

 The important feature of a successful cluster is the high degree of interaction between the various elements.

The wide-ranging nature of the above issues makes it difficult for governments to influence cluster-forming behaviours.  Certainly in the Commonwealth sphere, there are many government organisations that focus on specific elements only, including Austrade, Invest Australia, AusIndustry, DEST, DCITA, Treasury, CRC’s etc.

What is needed is a holistic view of whether a successful cluster exists, if meaningful interaction is taking place, and how the cluster is performing.

3.  Innovation

Perhaps the holy grail of clusters is one that has a reputation for innovation.  Silicon Valley clearly has that reputation, but when one visits Silicon Valley for the first time it is typically underwhelming.  There is no central business district of skyscrapers clearly indicating an innovation success story.  The components are subtle and intangible. 

Silicon Valley’s success is based upon informal linkages between people who are the best in their field – in all the fields that make up a cluster.  For example:

Stanford University – has very high standards of excellence for academic staff and students, and a successful 1/3 : 1/3 : 1/3 method of apportioning the commercial benefits from a technology spinoff between the individual university researcher, the relevant department and the University.  University staff are encouraged to innovate and to take sabbaticals to pursue their research as ventures in the private sector.

Venture Capital Firms – the most skilled assessors of the value of new technology on the planet, comprising staff experienced in all relevant disciplines such as technology & science, running companies, marketing and finance.

Sophisticated customers - who have high expectations of suppliers and readily adopt new technology. 

Government funded applied research – companies undertaking projects for NASA and Defence related contracts.

Clusters cannot exist in isolation, they must be connected to other clusters to remain globally advanced and relevant.  To generate these connections it is important that clusters comprise players who have experience working in other highly regarded locations.

This is an area where Australia has enormous potential through the ‘re-attraction’ of Australian expatriates.   A sprinkling of returning expatriates every year would significantly enhance all the elements of a cluster. For example:

Universities – expatriates enhance the standing and global experience of a university’s academic research program;

Multinationals – an expatriate who is a highly valued senior employee of a multinational can bring along a business unit, to enable the expatriate to stay working for the company when based in Australia;

Local companies – can increase the global experience of their management by hiring global expatriates;

Start ups – there are many Australian entrepreneurs living overseas who have already been through the start up process successfully many times over, and many others working as employees in senior roles in top companies who are well credentialed to start a business.  It is this vital first hand experience of start ups and commercialisation that is in such short supply in Australia;

Venture Capital firms – venture capital is a highly skilled business and expatriates who have worked alongside the worlds best could transform the Australian venture capital community;

Research organisations – the topics and techniques of a research organisation can be greatly assisted with a diversity of experience from staff who have worked in offshore organisations;

Sophisticated customers – the greatest challenge facing Australian based companies, universities and research organisations is to overcome geographic isolation and develop a product or solution that is globally relevant – ahead of unknown competitors on the other side of the world.  To be successful, research must be started with the customer need in mind.  This is where returning expatriates provide the greatest benefit – by bringing the worldviews and insight of international customer needs to Australia.

Encouraging the return of expatriates is just one way of expanding the capability of a cluster.  Another is immigration of suitably skilled scientists and engineers, whilst another positive initiative would be increasing government facilitated linkages and partnering between Australian companies and organisations with foreign counterparts.  

I note that the Irish Development Authority has undertaken such a program of linkages focussed on research institutions for many years.  Through this initiative they have identified both areas of research where Ireland has world expertise, and Irish academics around the world with valuable contacts that can be leveraged for investment attraction.

In summary I believe focussing on clusters as a vehicle to enable innovation is a very worthwhile strategy.


4.  Regional Development

Working and travelling in the USA has enabled me to appreciate the regional development success of the USA.  Economic activity is spread throughout the country, with even Fortune 500 companies headquartered in medium sized towns in small states.

Government facilities are a significant component of regional economies, including military bases, prisons and defence contractors.  However there is also a vibrant private sector providing skilled jobs in relatively out of the way places.

In some cases investment attraction has played a role, with companies being lured from one state to another.

However there is another piece of the puzzle that is rarely found in Australia.  Start up companies are being formed in small towns (especially college towns), and often funded locally.

One example of this is Boise Idaho. Idaho is one of the smallest states in the USA by population, and Boise has a population of around 180,000.  However this small city has an abundance of Fortune 500 companies and major private companies, including Boise Cascade, Albertsons, Washington Group, Simplot and Micron Technology.

Simplot invented the frozen french fry and is one of the largest private companies in the USA.  Simplot is well known in Australia as in 1995 it acquired the food businesses of Pacific Dunlop including Four n Twenty pies, Edgell Birdseye and other brands.  It retains its Australian business with its head office in Melbourne.

The Chairman of Simplot has provided ‘angel’ financing to numerous local business start-ups.  In 1978 he funded four engineers who formed Micron Technology.  The company developed a successful line of semiconductor chips and is now the largest employer in Boise.  Micron remains headquartered in Boise and employs 18,000 people worldwide.

In towns such as Boise there are typically vibrant chambers of commerce with both high standard physical facilities and active membership.  This sense of corporate community encourages successful business operators to assist the next generation, and creates an all important source of finance to enable relatively small cities to participate in the start up process.

5.  Trade Development

Establishing export sales of non-commodity products is very difficult, and there is a valuable role government can play to assist aspiring exporters.

From my vantage point the key issues are the screening of aspiring exporters and the prioritisation of government assistance.

Many aspiring exporters make visits to the US market who are clearly not ready.  This is unfortunate as the unfavourable reception makes it harder for those with genuine prospects to gain attention and secure appointments.

There is always going to be more demand from companies for assistance in exporting than government resources (especially skilled advisors) available.  This imbalance is typically met by either:

· helping all companies – and reducing the actual assistance provided per company, or 

· prioritising exporters with a track record – thus disadvantaging start ups and new export ventures

I believe there are two categories of companies that warrant export assistance:

· established companies with proven export capability in areas of strategic importance to Australia;

· emerging companies with new products focussed on global customers, with a genuine prospect of securing export sales.

The first category is very important, and I believe warrants support despite the argument that established companies should stand on their own feet and should not take government support away from the next generation.  The reality is that exporting is very hard, and most Australian companies fail at exporting, even larger companies.  Companies such as Cochlear and CSL are very much the exception.  However one sustainable export success can be transformational for the local industry.  There are government contributions that do not cost much financially, but can be of great value to these companies, such as linkages with helpful advisors, introductions to foreign partners, and support for arranging speaking slots at international conferences.

The next category of emerging exporters is also vital to the future, as it is quite likely that the breakthrough ideas will come from very small or start up companies.  The difficulty with these exporters is the sheer volume of companies in the small and start up category.  

It is not possible to adequately assist all companies in this category who aspire to export.  The best approach is to enable companies to help themselves understand if there is a genuine market for their product.  The customer relevance is key.  Genuine prospects could be encouraged to submit a business plan in a competition, with the winners entitled to export assistance for 12 months, including perhaps a ‘learning tour’ with other successful companies to a relevant international trade show.   

UK Trade Investment have moved towards this model, providing a reduced number of UK exporters with increased assistance.

A key factor in such an approach is judging the screening of applications.  It would be beneficial if the judges focussed on the existence of a viable export market, and the ease or difficulty of accessing international customers.

6.  Investment Attraction

It was instructive to have 3 years experience in Singapore, a country where even the taxi drivers will tell you about the importance of the work of the Economic Development Board (Singapore’s investment attraction agency).

Singapore’s economy has a much higher dependence on international trade and investment than Australia, and so the government places enormous importance on investment attraction.

Earlier in this paper the issues of globalisation was discussed, and there are two key implications for investment attraction:

· global multinational companies are likely to assume a greater proportion of the world’s business activity; and

· in line with the ever increasing efficiency of the global supply chain, activities of the multinational companies are likely to consolidate into fewer locations (typically existing locations not new locations).

Singapore understands these trends very clearly.  Hence the Economic Development Board  (EDB) is very attuned to the need of multinational companies, and it employs top graduates not just to analyse the activities and strategies of multinationals, but also to consider and document business trends that will affect the operations of multinationals in 10 years time.  The intention is for the EDB to have its own view on the strategic issues multinationals are facing, and to be able to bring to the table their own solutions for a particular company (utilising Singapore as a key location).

The EDB also places very high importance on maintaining good relationships with the multinational companies already located in Singapore.  Accordingly it treats existing multinational offices in Singapore as ‘accounts to be managed’, and assigns its most senior officers with ‘account management’ functions, responsible for liasing with the local office and identifying expansion opportunities.

All significant multinational companies are attended to in this way, even companies who have only single person sales offices.  It is believed that a sales office is a good sign for potential expansion, and that sales representatives can provide good insight to internal reporting relationships and potential projects that could be located in Singapore.

It is recognised that getting the attention of local management of multinationals is not always easy, and that some companies may be reluctant to share information with government agencies.  In this respect Singapore’s willingness to provide financial incentives provides ongoing dividends.  Companies who have received a financial incentive are likely to agree to meet with government officials in the future.  The Singapore EDB typically meets with companies every six months, and most of the EDB’s investment projects from multinationals have first arisen in these meetings with local representatives in Singapore.

This model could be implemented in Australia.  Australia’s objective for investment attraction is to attract high value knowledge functions, that expand the capability of Australia’s business landscape.  In the current time of high employment there is no necessity to pursue less significant operations.  However the high value knowledge functions are the most footloose and most desirable of investments – Australia will be up against the most sophisticated international competitors including Singapore.  It is imperative that Australia’s investment attraction efforts are structured for these types of transactions and the officials involved have the requisite experience and background to compete at this level.

7.  R & D

Investment attraction targeting R & D functions is a critical subset of the general investment attraction work.  R & D investments provide possibly the highest salaries and knowledge transfer of any investment type, and accordingly are highly sought after by investment attraction agencies.

R & D functions are also by their very nature made up of intangible attributes, and thus difficult to define and target through a business case.

There are two critical issues relating to R & D that I will comment on:

· developing compelling case studies; and

· selling Australia’s ease of interaction.

Case Studies

Presumably Australia wishes to attract high level R & D functions that are core to a company’s global strategy.  These functions are the crown jewels of a company’s intellectual property, and require a sophisticated pitch.  One of the most important ingredients to a pitch is relevant case studies.

The reality is that there are very few examples of multinational companies undertaking core R & D in Australia.  The worst thing we can do is present an R & D case study as an example of core R & D, when in fact on detailed examination it is peripheral R & D undertaken for historical Australian related reasons.  Compelling examples of core R & D would include attributes such as:

-  high level of strategic skills that are not readily replaceable;

-  projects with significant market potential or that were part of a company’s most important products;

- research heads held international positions (eg globally accredited Vice President) and reported at senior levels in the international parent company;

- significant headcount (especially for medium sized international companies where Australian research represent a significant proportion of the global R&D effort – eg Varian Inc in Melbourne)
Ease of Interaction

A key feature of core R & D projects is the necessity for effective and extensive interaction with company headquarters and other company research facilities.  In my experience this factor can be the most difficult for an Australian case to overcome.

In many discussions I have had in the USA, executives are willing to acknowledge the strengths of Australia for availability of skills, the quality of infrastructure or low costs.  These can be believed.  

The real issue is US executives lack confidence in their own ability to manage the relationships for a long distance facility.

I believe this lack of confidence is due to a presumption that interacting with offshore locations (including Australia) has a higher risk level than interacting with another US / Canada facility.  This is due to differences in language, culture, business practice, interpretation, context etc leading to misunderstandings and sub optimal work outcomes.

I define a company’s assessment of the degree of difficulty involved in day to day management of remote locations as “ease of interaction”.

So the challenge could be viewed as correcting an existing misconception concerning an Australia’s ease of interaction.

An opportunity exists for Australia to prepare compelling information that takes Australia out of the high risk / tricky category - away from the India, China and Eastern Europe options and closer to the Canadian option.  

Canadian investment agencies can say with confidence that they offer:
· US standard quality;

· with US level risk;
· at a cost reduction; and

· ease of interaction

US decision makers in relation to Canada readily understand ease of interaction. This is not the case with Australia.
 How do we turn this around?  I suggest it is by identifying some very precise examples of US companies interacting with their Australian operations in a positive way.  Ideally our examples should go beyond the typical positive environment statements to include comments on work culture and attitudes, such as ability to listen, willingness to seek clarification up front, no loss of face issues, creativity, initiative, cultural affinity with US management style, western customer oriented mindset, understanding of the company's global strategy etc.  These issues sound intangible but they are important to global interaction, and they are a great positive for Australia, rarely found elsewhere.

I once heard a US executive familiar with his company’s Australian operation  comment that employees there had a highly valued propensity to take controlled risks and an ability to deal with uncertainty and ambiguity.  He noted that Australian employees were not constrained by a hierarchical management structure and narrowly defined roles.

These types of comments in a case study format could be like gold for attracting R & D functions, because they are unlikely to be made (or believed) about other locations, and they benefit the corporate bottom line.  The implication of the above comment is that projects are finished quicker, with less management time / monitoring from the US HQ.

I believe that developing compelling material to demonstrate Australia’s attributes for ease of interaction relating would be extremely valuable in attracting R & D functions. 

8.  Conclusion
The issues considered in this paper are both complex and subtle, and there are significant lag times before government initiatives have an effect.  However Australia already has an excellent capability in these fields and the potential for exciting growth.  It is a fascinating time to be involved in the trade and investment development policy direction for the nation.
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