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The country’s leading chief executives on
how Australia can survive the resources
hoom. Stuart Washington reports.
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Resources boom
—use itorlose it

Five leading chief executives tell the Herald how best Australia might
benefit before the boom turns to bust. Stuart Washington reports,

HOW doyou feel aboutanew
capital gains taxon
your house? Whatabout a govern-
ment that gives power to talented

Itis perhaps expected that
hearing device manufacturer Coch-
lear’s Chris Roberts and blood
product manufacturer CSLs Brian
McN: hould be warning about

“technocrats” instead of elected
representatives?

Speak to Australia’s five most
admired chiefexecutives and there
isno shortage ofideas about how to
address the central challenge we
faceas anation,

On their view, the central chal-
lenge can be boiled down to a single
proposition: how do we survive the
boom?

There is no single answer, But
there has been plenty of thinking
among the five chiefexecutives
named in the top positions of the
annual Sydney Morning Herald-East
Coles Most Admired survey.

Whatabout government
programs to supportsecondary
industries so Australia is not
"hollowed out” by an overwhelming
focus on resources? Maybe a funda-
mental rethink of Australia's

.

ihechallengesfacingﬁustr iafrom
adisproportionate focus on
resources, After all, both companies

lives with — and survives after the
currentresources boom,

Along the way, he summarises the
challenges posed by an undue focus
on resources and Norway's policy
response of asovereign wealth fund.

thinkit's rather unfortunate.
The debate'’s not wide enough,”

are "born global” success stories
builton the principles of asmart
Australia surviving onits brains.

But hearing similar warnings
from Newcrest's lan Smith,
Wesfarmer's Richard Goyderand, to
alesser extent, Origin's Grant King,
is not nearly so expected.

After all, their businesses
represent, respectively, successful
gold, coal and gas extractors,
making haywhile the sun of record

"7 priocs inuesto

shine,
Roberts, the chiefexecutive of the

o

training and ed sy

How about redoing the Howard
government's much maligned Work
Choices? Or perhaps a sovereign
wealth fund?

Given the chief executives'
appearanceat the top ofthe tree, as
voted by 1500 individual rankings by
market participants, their views can
be taken asbeing from among the
best the market has to offer.

Never mind that thereisn'tasin-
gle answer, What is striking, given
the range of chief executives and the
industries they represent, is the
uniform agreement on the import-
ance ofaddressing the challeng
posedby the boom. Thereis a frus-
tration that we are not doing enough
long-term thinking to capture the
continuing benefits; nor preparing
for when the boom turns to a bust.

There is frustration
that we are not
doing enough.

Smith says. “It'sinteresting people
keep throwingup Norway asa
model; Norway is amodel we should
avoid like the plague.

“Their streams of gold - black gold
- has put them in a position where...
the cost of living and the cost of
labour in Norway has really put them
into not the best of positions for the
long term, They may have that very
large fund to fall back on, but you
don't want asociety thatis hollowed
outinits secondary industries.

“Isuppose insome ways the only
thing worse than following amodel
of Norway is to follow a model of
Norway without the large pocket of
money builtup, whichis where
Australiais headed.”

Smith's views are not just
surprising given his careerasa
miner. As chief executive, he has
driven Newcrest's market capital-
isation from $US4.5 billion in 2006
to $US29 hillion.

Itisalsosurprising due to his role
as the former chairman of the
Mi 15 Council of Australia, which

hearing device fi Goch-
lear, remembers back to the 1970s
commodities boom.

“The commodity boom turned ..
Australia gotitselfintoa real pickle
because itwas just digging stuffor
growing stuff,” Roberts says.

“We have had this wonderful
opportunity where we have had
high commodity prices, but that's
not going to last. And we're going to
beworse off. That's the real tragedy.”

Smith laments thelack ofa
broader debate about how Australia

helped knock $60 billion in revenue
outof the resources super profit tax

inits transformation to the g
resources rent tax.
ButSmith's views about the

downside of a boom are hard won as
aminer who started his career at
Broken Hill and saw the devastation

_ ofthelastbust.

The boom's effect of driving a high
costofliving in Melbourne,
including its galloping property
prices, isnominated by Brian McNa-

TOP OF THE PILE

mee as CSL's biggest challenge asit
seeks the world's best and brightest.

“The biggest challenge forusis
the cost of living - housing," he says,
"Governments have to do some-
thing about housing. Ourhousing
market is troubling to anyone you
try to bringinto Melbourne,”

McNamee is not shy about
possible solutions. He challenges
oneof Australia’s great sacred cows:
the expectation people can buy and
sell their own homes without paying
capital gains tax.

“I think we have a tax system that
grossly aver-encourages investment
inhousing," hesays. "Capital-gains-
tax-free on housingis poor policy
because fundamentally it over-
encourages people toinvestin their
home, disproportionately.”

The broaderimpacts ofa
rest -biased yarealso
challenges highlighted by McNa-
mee: “Government has a challenge
thatitdoesn't cause a distorted
economy ... How doyoustop the
dollar appreciating to such alevel
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that many otherindustries really
can'tsurvive?”

McNamee voices his supportfora
sovereign fund, and-demon-
strating the breadth of views on the
issue-cites Norway as the model.

“We have to find away of taking
the mining boom out of the
economy, and takingit out of the
dollar, because it is distorting our
dollar too much,” he says.

Goyder at Wesfarmers and King at
Origin are believersin a stronger-
for-longer resources cycle.
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But Goyder is wise to the issues
raised when the boom tums toa
bust. “If you get asignificant fall-off
indemand and pricing, that will
impact Australia’s current account,
itwillimpact compan);goﬁt
performance and therefore tax take,
itwillimpactemployment,” he said.

Heechoes other views on whether
we should be thinking smarter,

“One of thelong-term things
governments have got to contem-
plate is what do we leave Australia
with after, as we go through this

period of enjoying a strong resource
sector,” he says.

“How dowe build on our capabil-
itiesand othersectorsin the
economy that can take up the slack
ifand when we get a fall-offin
demand and production?”

Goyder also raises the lackofa
broader take on how Australia can
benefit from the boom, citin,
Wesfarmers' key challenge o
att;rf?cting and retaining talented
s

“The wholeissue of ensuring

BEST SHAREHOLDER
VALUE FOCUS™

TE

(-3 BHP BILLITON
7 AR
-8 DAVID JONES
o T
10 NS

BEST STRATERGY*
Company.

] NEwCREST ]
=4 ORIGIN ENERGY

3
L8 COCHLEAR

-8 COCA-COLA AMATIL

[ csL

'# FORTESCUE METALS

-8 APA GROUP

8 WESFARMERS

10 T

*2010

SOURCE: EASTICOLES

Australia has a first-class pool of
talent for the workforce is really
important,” he says.

"That goes to education, that goes
toimmigration policy, andit goes to
making sure Australiaretains its
status as an attractive place to come
and live and work,

"Itneedslong-term strategic
thinking, to esure we getit
right, This is one where the govern-
ment has got to work with business
and the education sector.”

Grant King at Originis also a

believerin the need to remove road-
blocks so the full extent of the
boom’s benefits can be enjoyed.

“Australia has got huge opportun-
ities, magnificent resources... what
might getin the way ofus capturing
that prize?” he asks.

King outlines two fundamental
challenges: first, a process for
gaining permits to extract resources
thatis gettinglonger and harder.

“Franklyit’s taking more and
more stamina to get to the same
point, in terms of financial capacity
and organisational willand capab-
ilityto doit," hesays.

Second, he nominates roadblocks
stopping Australia’s workforce from
supplying the continuing boom. He
names aslowness to re-skill staff in
the education sector; alack of
muobility in the workforce; and a
greater requirement to source
labour shortages from overseas.

Lastyear a parliamentary task-
force predicted a shortfall of 1700
mining engineers over the next five
years, as Australia builds $133 billion
innew investments.

Roberts, however, looks beyond
thedemands of the hoom to how
Australia should be positioning
itself.

“Innovation in general, technolo-
Fica] innovation, is the turbocharger

or growthforacountryora
company,” hesays. “I don't know
why people struggle with that.”

But Roberts almost despairs of
having this message heard. "Thereis
no real receptors of understanding
ofinnovation,” he says,

Smith'scommentsalso carry a
hintof despairabout Parliament
having the wherewithal to address
the challenges.

Asked whether we are saddled
with the politicians we deserve,
Smith highlights another bigidea:
theintroduction of well-paid “tech-
nocrats” to address the issues.

“Pericles, inabout 300BC,
changed the situation a bit, and
opened up the source points for
politicians. I think weneed to
address where our politicians are
coming from,” he says.

He adds: “[In Australia) we don't
engage for whatever reasonin the
general context-setting debates that
we should be undertaking, Soalot
ofour policyis short term.”



CHRIS ROBERTS COCHLEAR

Annual shareholder return Ifthereis one
over tenure: 23.5% description abouthow
How long injob: 7 years his business overcame
What keeps you awake at those challenges and
night: " Tomeit's all about proved ahlgh -tech
execution... the thing that goldmine, itis the
worries me is, are we execut- words “long term’”,
ing fast enough and hard Itisastandpoint
enough and well enough?"* Roberts attributes to
the company founder
CHRIS ROBERTS well Paul Trainor and his
berswhenhel hief 1 ling of the time horizons
iveatthe hearingd man- ofasml:nuﬁcappmachand its
ufacturer Cochlear in early 2004 impactonbusiness. “What that

Profits to June 30 that year fell by
35 per cent, Cochlear's rivals were
taking market share and the US

meansl isyouhave golt.l tosee thisas
averylongjourney,” he says.
Cochlear has flourished under

Department of Justice bi
whether its US subsidiary. had crim-
inally influenced doctors.

“Itwas one ofthe most difficult
years of mylife. Welost some key

e:ﬁle andwe were subpoenaed

I[: e Department of Justice...
These justsortof come at you,”
Roberts says.

“Ilearned alot abDulmy&eI[:‘. T

thisapp Athad of
$745 million last year, and a global
market share of about 65 per cent. It
isone of Australia’s few global suc-
cess stories, with services covering
200 countries and operations in 80.

Roberts has just finished Trevor
Sykes's book on the financial crisis,
and his reaction embodies his busi-
ness’s coul]terypilnl to financially

because [ was driven to

the more stuff that went wrong you

justgetup thatlittle bitearlier and
youwork thatlittle bit harder.”

of$2.40anda
market capit-
alisation of
$312 million.

Under
‘| McNamee's
leadership
since 1990, it
has grown
into a diverse
global biotech
business, hul!dlng fromits origmal
I:Iood
vact s

Along the way, its share price has
grown to about $35 and the market
capitalisation is now $19.5 billion.

MecNamee is dismissive of CEOs
who blame the market for demand-
ms short-term results.

‘Ifthere are CEOs who say that,

theyshould buyamirrorand 1hey
canlook at It-!'usir problem,” he says.

R ',.I

“You just shake your head and
think: where was their integrity?"
Stuart Washington

GRANT KING ORIGIN

Annual shareholder return
over tenure: 24.5%
Length of tenure: 11 years
What keeps you awale at
night: "How do you build
sustainable businesses for
thelong-term?"

ITWAS in the mid-1990s
that Origin-then buried
inslde the building materi-
Boral-saw chall
ahead in the energy business,

Onechallenge, spelt out this week
by Origin’s boss, Grant King, boiled
down towhat partof the energy
businessitshould focus on.

Then, after choosing to be in the
retail business, the question to
emerge was how dependent Origin
would become onits energy suppli-
ersin aderegulated market,

The strategy launched then - and
akeycontributor toits successes
today - involved Origin moving to
become asupplier, a generator and
aretailer, and profitatall points of
the chain,

“The question was what strategy
should one pursue to be successful
inthelongrun,” King says.

IAN SMITH NEWCREST

Annual shareholder return
overtenure; 15.3%

How longinjob: 5 years
What keeps you awake at
night: "When you come out
of abackground around Bro-
ken Hilland retrenching to
getittosurvive, what keeps
you awake at night is what
can youdo for agroup of
peopleoranorganisation so
it doesn't have to go through those
things."

AN SMITH remembers the hard
days in Broken Hill, where he was
born and started his careeras a
minerin the 1970s, witnessing the
effects of the last commodities
downturn,

The knowledge he has gained is
baked into the business of gold and
copper mining that Newcrest has

lled at under Smith's rein.

should be able to fully articulate and
spell out the short, medium and
long-termvalue they are creating,
For McNamee, his role still holds
appeal. “The good news is my job
changes every four to five years."
SW

He faced a hostof challenges
whenhejoined Newcrest, including
restrictive hedging contracts, a
$1.6 billion debt and protracted dif-
ficulties in commissioning the com-
pany's centrepiece mine - Telfer in
Western Australia,

“There were too many
layers of constraint on
the company to afford
yourself some opportun-
| ities thatwill come along
inthe resources
industz," Smith says.

The dispatching of
each challenge was done
inacultural change
under the banner of “cre-
ating our future” that Smith sees as
vital to the company's renewal.

“If people can truly understand
lhe context of what you are out to

"Forus the only
answer was that you
needed tointegrate
across fuel, generation
and retail.”

Thestrategy's success
has the side benefit of
Kingbeinglauded by
the market, illustrated
byhisappearance as the
top chiefexecutive on
the Sydney Morning Herald-East
Coles most-admired list for the
second yearin arow,

Thestrategy is not without perils.
These were clear in Origin's first-
halfresults on Thursday, which
showed the high cost of exploration
activities led to the company report-
ingaloss,

King says there is an inevitable
balaneing actbetween short-term
and long-term goals.

“The conundrum here s that 1
think to have a business thatis sue-
cessful and sustainable in thelong
term you have to make decisions
withthelong-terminterestsin
mind," he says. "But to be trusted
enough to do thatyouhave to
deliverin the short term,” SW

BRIAN McNAMEE CSL

Annual shareholder return over
tenure: 28.6%

How longinjob: 21 years

Biggest challenge: ' Our housing
market is troubling for anyone you
bring into Melbourne."” ;

THERE is arobust “how embarrass-
ing" when CSLboss Brian McNamee
is asked about chief executives
growing their business by blindly
chasinga total shareholder return
target.

“Thatsort of strategy is embar-
rassing,” he chuckles. "Whatis that?
It's a bitlike a tennis player walking
on to the court and deciding they
want to win 6-3, 6-3 each time,

"How about working on your
game? Your backhand, your fore-
hand, your serve? Ifyou playbetter,
you tend to win more matches. You
don'twinbymerely articulatinga

From both a business and a tennis
erspective (Peter McNamee s his
rother), McNamee has the track

record for his views to carry weight,

C5Lis theold Commonwealt

Serum Laboratories, sold by the
government in 1994 at ashare price

RICHARD GOYDER WESFARMERS

Annual shareholder return
over tenure:12.8%

Length of tenure: 8 years
Biggest challenge: "' The
biggest issue many of us
face in Australiais the abil-
itytoattract and retain tal-
entedemployees.”

THE SHARP intake of breath
across the market when
Wesfarmers ponied up $22 billion to
buy Coles inmid-2007 was almost
audible.

’l‘hen there was afrisson of scha-

ion, and they
canssetheirpart]n]t,lheywﬂlge:
on hoard Smlthsays.
What foll lwasac

le as it turned out Wesfarm-
ers had bought the struggling
retailer at what turned out tobe the

thatcnuldcapitaljseanhsoppur-
tunities, i beingable to buy

hits of the pre-crisis boom.
(}‘intna.ries of the West Australian
1 ‘s track record of suc-

its rival Lihir Guld'iasmugusl
Asked whether toughness is part
ofhis make-up, Smith replies: “1
would define it more as tenacity. I'm
certainlya person that never gives
up. Ifyou're going to take something
onyou treal it as a professional
bout. There’s no such thingasa
three-rounder; you're init for the
full 15 rounds.” SW

cesswere allbutatthe printers.

But Wesfarmers pulled off two
capital raisings, appears to have
turned Coles around and is expect-
ing strong profit growth.

And here is Wesfarmers' chief
executive, Richard Goyder, gracing a
top five position of the Sydney
Morning Herald-East Coles Most
Admired chiefexecutives survey

with barelya suggestion
ofbreaking a sweal.

Goyder characterises
| his role across Wesfarm-
ers' diverse businesses
of coal mining, insur-

. | anceand retail as set-

 tingdirection, making
sure he putstheright
people inthe right
spots, anda third goal
hedescribes as "set and live (he
standards”,

“I'have seen over time that having
agood reputatlnn in corporate life
asar

people l:omew youwith opportun-
ities and they are prepared to deal
withyou," he says.

Goyder said the only criticisms
thatstung during the acquisition of
Coleswas the viewthathe had

h "bct the

“With Coles, yes, we I;ad madea
bighbet because of the size of the
acquisition, butitwas never: ‘You're
going tolose thelot'," he says,

He does concede he may have bet
hisjob: “Ifwe got it wrong there was
ﬁoingtu be some valueloss, and that

asimplications for individuals.” SW,
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Tax homes
and control
mine boom,
CEQOs urge

Stuart Washington

A TAX on owner-occupied
homes to arrest soaring house
prices is among extraordinary

measures proposed by five of the .

country’s most admired chief
executives to address the dark
side of the resources boom.

The bosses have said the
impacts of the boom, including a
higher cost of living, a shortage
of staff and other industries
withering, are the greatest chal-
lenges facing Australia,

But the five leaders, named
today at the top of the annual
Sydney Morning Herald-East
Coles Most Admired business
survey, have generally be-
moaned a lack of long-term
planning about the issues.

Among those calling for a
broader debate about the
dangers of the boom is the chief
executive of the goldminer New-
crest, Ian Smith.

He said his views were formed
during his early career in Broken
Hill where he witnessed the fall-
out from the last bust in the

1970s. “If you have been in min-

ing as long as I have, you have
seen the cycles .. and you never
get deluded or sucked into the
point that these good times are
going to g‘ on forever,” he said.
As the former chairman of the
Minerals Council of Australia, Mr
Smith successfully led a cam-
geaign to cut $60 billion from the
deral  government's revenue
forecasts from its initial resources

super ﬁ:ﬁts tax proposal.
ut Mr Smith said the tax was

only one outcome and called for

consideration of radical propos-

als including:

F Following a Swedish model of
government suppott for sec-
ondary industries so Australia
was not “hollowed out” by a
disproportionate focus on the
resources industry.

F Introducing “technocrats” into
the Parliament for better hand-
lil;? of long-term policy issues.

“How do we build something
that can ‘learn’ something from

thisboom...and come outof the
back side of it in a better state
than when we went in?" Mr
Smith said. “I don't think we're
doing that at the moment.”

The chief executive of CSL,
Brian McNamee, said his global
biotech business was facing
challenges to hire the best and
brightest in Melbourne because
the boom was pushing up the
cost of living, A capital gains tax
on owner-occupied homes was
neededto r:aF tﬁri“s' This would
artack one of the sacred cows of
the tax system.

The top rate for capital gain on
investment properties is 46.5 per
cent, reducing to 23.25 per cent
if the property is held more than
ayear, “Capital-gains-tax free on
housing is poor policy because
fundamentally it over encour-
ages people to invest in their
home,” Dr McNamee said.

In 2009 the International

‘Monetary Fund called for a cap-

ital gains tax on owner-occupied
housing, arguing the current
tax-free gusmon éncourages
people to borrow too much then

' pay inflated prices for houses.

~ Dr McNamee also supports a
sovereign fund similar to that set
up orway to ensure long-
term benefits from oil exports.

. Other chief executives in the
top five of the survey who were
concerned about the effects of the
boom were Grant King at Origin,
Chrig Roberts at Cochlear and
Richard Goyder at Wesfarmers.

After the Henry review of tax
last year, the government ruled
out changes to the capital gains
tax regime.

In a statement, the Treasurer,
Wayne Swan, said the govern-
ment was “acutely aware of the
need to save more in the good
times”, which was why it was
aiming for a surplus in 2012-13.

é Dealing with
the good times

How to survive the
résources explosion
Weekend Business
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