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Australia is in crisis. Not economically — despite slowing growth, the domestic
outlook is still one to which nearly all other major economies can only aspire.
As one senior diplomat put it last week, “Australian growth is slowing to a pace
that we are still striving to achieve”. Whether judged by economic growth, or
the budget position, or debt to GDP, Australia is enormously more resilient than
many other major nations. Of course this is no cause for complacency — it
remains important to bring the budget back into balance in due course. But

Just like the ramp up in volatility that often
signals impending meltdown in financial
markets, volatility in domestic politics has
reached unprecedented levels. Kevin Rudd
was elected in 2007 on the back of a populist
wave support, only to be dethroned after
barely three years. Julia Gillard, to her credit,
took the country to an immediate election,
seeking her own mandate. She retained
power, albeit in minority government. The
atmosphere was, however, highly fractious,
not least due to Labor’s failure explain
properly why a leadership change had been
made in the first place given the public
popularity of Kevin Rudd.

Then Abbott was elected in a landslide
victory, which delivered one of the larger
majorities in Federal Government of the
last 50 years. And yet within a few months,
the new leader’s popularity had begun to
wane, rapidly reaching the weakest position
recorded in opinion polls for a new leader
since polling began. Subsequently, Victoria
has seen a one term government ejected
from power, and Queensland has seen a
huge Government majority evaporate in a
manner that appears to have surprised even

the smartest electoral predictive statisticians.

Thus these dramatic reversals have affected
both the left and right of politics. It is easy
to blame this on the ever-shortening media
cycle, but | believe much darker forces are
at work.

In parallel, many of Australia’s largest
businesses have sat on the sidelines
and squandered the largest competitive
advantage ever seen in Australian corporate
history. For seven years of financial feast,
these organisations have benefited from the
strongest domestic economic conditions
of any major developed country, and an
exchange rate against the US Dollar, Pound
and Euro higher than seen at any time since
the Australian Dollar was originally floated
over thirty years ago. Put simply, this has
been the best window of opportunity for
corporations to export capital and invest
offshore to secure longer-lasting and more
diversified opportunities for growth. M&A
bankers have been sorely disappointed.

Through this period, many corporate
leaders have remained preoccupied by what
they have perceived as extraordinarily tough
challenges in their home market. As one

simple example, whilst domestic retailers
have complained of high labour costs and
unaffordable rents, leading global retailers
such as Aldi, Costco, H&M and Zara have
outbid domestic competitors for retail space,
seeing a huge opportunity for profitable
growth. Locals have clamoured for GST to
be added to low cost imports from offshore,
as if a 10% increase in prices will have any
material impact in the face of a 70% cost
saving: “Sorry, we now have to charge you
Australian GST - our products are only 67%
cheaper”. Indeed the myopia has been so
extreme and the complaints so loud that
offshore corporate Australia is earning a
reputation as being home to the whinging
poms of the 21st century.

These are strong words, so they are not
written lightly. Over the last two months,
| have spoken with numerous leaders of
large companies in North America and
Europe. Their organisations all operate in
old economies facing enormous structural
problems, including very high levels of
national debt and in some cases extreme
unemployment. All of these economies
have been through recessions, and market
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conditions have been dramatically more
challenging than the economic aromatherapy
room of Australia. Think of Spain, which still
faces unemployment of 23.7%, and youth
employment of over 50%. Its debt is 93.9%
of GDP and is still rising. Yet its leading
corporations are confident, and they are
expanding offshore.

Thus despite tremendous domestic
challenges, leading businesses in North
America and Europe have been investing,
innovating and reaching out for the next
phase of growth and opportunity. They
are playing their cards with purpose and
a sense of opportunity. At a deeper level,
they are embracing the complexity inherent
in the world they face, welcoming change
and waving goodbye to the status quo.

This mindset has seen extraordinary value
created, even in the face of the worst
financial meltdown in a century. Whether it
is new economy companies such as Uber
and AirBnB, tech leaders such as Google,
old economy innovators such as Tesla, or
much older companies like Apple (remember,
the iPhone launched in 2007 and the iPad in
2010), these organisations have thrived over
the last seven years.

In contrast to this, there is now an
increasing sense that Australia has somehow
lost the plot. So recently a poster child for
personal positivity and corporate success,
offshore observers ask how a country with
such a positive domestic outlook could be
home to so many businesses that are so
extraordinarily cautious.

To put this into context, name a major
Australian business that has successfully
differentiated itself from its domestic
peers over the last decade or two? In
many sectors, there have been occasional
periods of modest outperformance (or
underperformance), but over the long term,
few have achieved transformational growth.

So, although Australia’s leading companies
remain disproportionately large (in market
value terms, compared to the size of the
economy), their reach into offshore markets
remains very limited in most cases. As a
nation, Australia punches massively above
its weight in areas such as scientific research
and innovation, but rarely does this trickle
through into corporate success and value
creation.

In short, Australia needs to reboot. This
is delightfully easy to say, but the message
for boards and political leaders is that — with
determination — it is also entirely within their
grasp.

Firstly, Australia must shake off its
collective propensity to favour the status

quo. We need to look up and out from what
has worked before, and set a clear long term
destination that transcends the recent focus
on resources. As Einstein once said, “We
can’t solve problems by using the same kind
of thinking we used when we created them”.
There are many opportunities to do so —
whether in agriculture or tourism or education
or financial services, the country has very
high potential. And looking forward, Australia
will have amongst the cheapest power of any
major Western nation, thanks to high solar
intensity and ongoing reductions in the cost
of solar PV (and battery storage).

Secondly, Australian leaders must be
prepared to shut out the short term noise
and focus on a long term agenda. If recent
elections aren’t a blindingly obvious lesson in
the perils of responding to a short term media
cycle with short term tactical messaging,
then I honestly don’t know what is. And for
the corporate sector, the evidence of the
last twenty years is that the increasing focus
on quarterly or half yearly reporting cycles
has lead to strategic confusion and shorter
CEO tenure. In short, short-termism simply
doesn’t work.

Thirdly, Australia’s voters and shareholders
simply must take control of their own
destiny. There is an old adage that people
get the politicians that they deserve — so
voters must recognise that they too will
do better by asking much more searching
questions of their would-be political leaders
and taking a longer term view. Current
electoral volatility is a clear sign that this is
already happening. Meanwhile businesses
that refuse to comment on matters of policy
importance, using the lame excuse that “we
don’t get involved in politics” are abrogating
their responsibilities to the community and
shareholders alike. The truth is the policy
debate is of critical importance to the nation,
and individual and corporate citizens avoid it
at their own peril.

There is plenty of evidence that a bolder,
longer term approach works.

In business, the greatest successes of the
last twenty years have come from companies
that have though well beyond the near term.
As a certain Sergey Brin and Larry Page
wrote in the Google IPO prospectus:

“As a private company, we have focussed
on the long term, and this has served us
well. As a public company, we will do the
same. In our opinion, outside pressures
often tempt companies to sacrifice long
term opportunities to meet quarterly market
expectations.”

Meanwhile, in contrast to so many
political promises of short term results,
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in his first speech after becoming NSW
Premier, Mike Baird spoke of the long term
transformation of NSW. Despite challenging
circumstances in relation to ongoing
enquiries into corruption in and around
the NSW Government and Opposition, he
has remained resolute in his focus on this
objective. He has also had the confidence
to reach beyond the confines of traditional
party ideology, including powerful recent
statements on immigration:

“[Australia should] open our arms to
those around the world who are much less
fortunate than us. ... NSW stands ready ... to
take more than our fair share. Yes, we have
strength in our finances but my strong sense
is that means nothing, unless we offer help to
those who are vulnerable amongst us.”

Baird’s long term approach appears to
have paid dividends already — his popularity
remains high, and he has been successful
in framing a political agenda that remains
largely focussed on long term objectives.

In short, there appears to be much less
short term static in NSW politics. The proof
of this particular pudding will be seen on
28th March 2015 - a test both for the Baird
administration, and the core arguments

set out in my book The Long Term Starts
Tomorrow.

Incumbent leaders in Australian business
and politics face a clear choice. If they have
the energy and stomach for this new, bolder
approach, then they must step up, speak out,
and put a new face on Australia. This will, of
course, require courage, vision, and an ability
to enunciate a very clear long term corporate
or political strategic destination. Pottinger is
thrilled to help leaders seeking to forge a new
path like this, and we have had tremendous
success in doing so.

Meanwhile, those that are not ready for the
brave new world must stand aside, accept
a vote of thanks, and quietly get out of the
way. If they do not, there is every chance
they will have the unenviable task of leading
their organisations into at least seven years
of financial or political famine.

Finally, boards and shareholders, not
to mention party officials and voters and
media commentators, must shoulder this
responsibility too, celebrating and supporting
those that are bold enough to look beyond
today’s media cycle and show true
leadership.

Nigel Lake is CEO of Pottinger and author
of The Long Term Starts Tomorrow. He has
previously lived and worked in most of the
world’s top thirty economies.

Twitter: @Nigel_Lake
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How many dramatic industrial revolutions have
you witnessed in your career? I’'m not referring

to something as simple as a category-killer new
product. | mean innovations that have changed
whole industries, or even created them. If you
reflect on the amazing technological progress over
the last fifty years, the truth is that we have all seen
a surprising number of them.

About Pottinger

Pottinger is a multiple award-winning strategic and financial advisory firm.

We help our clients to adapt, innovate and transform their organisations to ensure their sustained
success in today’s increasingly complex and fast-moving business and economic environment.
We do this by providing insight and advice that encompasses the design of strategy and the
negotiation and execution of M&A transactions.

Our clients say that we offer a completely different proposition to traditional consulting and
investment banking advisors, seamlessly integrating true strategic thinking, commercial insight,
financial expertise and execution excellence. Our assignments typically relate to one or more of:
e Strategy and public policy

e Mergers and acquisitions

e Partnerships and joint ventures

e Restructuring and capital advice

* Risk, sustainability and related decision-making

Together our team has advised on over 200 M&A and financing transactions, as well as many
significant strategic advisory assignments. Our experience covers most of the world’s larger

We are regarded as an industry leader in productivity and as a role model for investment in our
people. We have been recognised by the Australian Workforce and Productivity Agency as a
benchmark for effective skills development in financial services and for the last seven years we
have been awarded “Recommended Employer” by the Australian Business Awards.

economies, and we enjoy the complexity of assignments that extend across borders and cultures.

Cassandra Kelly Nigel Lake

Joint CEO Joint CEO

For further information, please contact
either of our joint CEOs.

e cassandra.kelly@pottinger.com

e nigel.lake@pottinger.com

p +61 2 9225 8000
w pottinger.com

Pottinger Perspectives - February 2015 4



Past issues from Pottinger Perspectives:

The Keys To The Nation
Opening the doors to long
term growth
Read more...

DON’T'NORMALISE

OVERCORRECTING FOR UNDERPERFORMANCE

Don’t Normalise The Norm
Overcorrecting for
Underperformance

Read more...

: {
DELIVERING INFRASTRUCTURE
TO SUPPORT GROWTH

Building Australia
Delivering Infrastructure to
support growth

Read more...

Bucket List 2.0

THREE THINGS TO DO BEFORE
'YOUR COMPANY DIES

Bucket List 2.0

Threee things to do before your
company dies.

Read more...

Improving Australia’s Financial Infrastructure

Building Australia #2
Improving Australia’s Financial
Infrastructure

Read more...

INVESTORS BECOME

Wit
/ANGRY/BIRDS?.

When the App Bubble Bursts
Will Investors Become Angry
Birds

Read more...

Building Australia - Full
white paper

Delivering Infrastructure to
support growth

Read more...

E===p==
' “ v | "
Pottinger

A Frogs Christmas Wish
Read more...

Free Energy

How much money is buried
in landfill

Read more...

Epic or Epitaph?
G20 Preview
Read more...

AUSTRALIA:
THE ASIAN
HOME OF
INNOVATION

Australia: The Asian Home
Of Innovation

Securing Australia’s future as an
Asia-Pacific finance hub

Read more...

Please visit

Pottinger

THE
DRAGON’S
BEST FRIEND

The Dragon’s Best Friend
Unleashing the potential for
growth

Read more...

sty U

EMBRACE MADNESS

Embrace madness
Read more...

Pottinger

s 3

ELECT

PUNDITS V PREDICTIVE STATISTICS

2013
b

Election 2013: Pundits V
Predictive Statistics
Read more...

Pottinger

ABBEY ROAD REVISITED

Revolution or rejection?
The unpredictable path to greatness.

Abbey Road

Revolution or rejection? The
unpredictable path to greatness
Read more...

to see all our latest news and articles from the team



