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@ Five vears ago, Investor Choice Mortgages
founder Jane Slack-Smith mmed down
established broking franchises Mortgage Choio
and Aussie Home Loans o sirike out on her
own, While she was tempted by the support an
small retainer that the franchises dangled n
front af ler, Slack-Smith didn’ like the
canstraines thar came with them.

“Although I could see the benefits of the
structure,” she says, “it didn't fit the absolute
fundamentals of why [ was doing what [ was
doing”, which is providing independent prope:
advice to new and experienced INVEsIOrs

Two years ago, Colin and DeAnn Thomson
received an offer for their Queensland tomilla
factory, only for it to be withdrawn when the
foreign suitor (whose identity is masked by a
confidentiality agreement but who is believed |
be Mission Foods, part of Mexican food giant
Gruma) was hit by the global financial crisis.

I S Colin Thomson now says it has been their b
stroke of luck since founding the San Diego
Tortilla Factory in 1995. While the suitor
continues to wobble, San Diego posted a 31 pe
cent increase in sales for the 2008-09 financial
vear and s on track for 35 per cent increase in
2009-10. “Being smaller, we are a litthe more
nimble,” he says.

At first glance, Investor Choice Mortgages as

San Diego are the exceptions that prove the

rule: today’s successful small business will

become or be acquired by a big business
tomorrow, Yet on closer inspection it might be

I 0 B E are¢ enjoving a renaissance the world over,”
says Maritz, now professor of entrepreneurshi

at Swinburne University's Australian

Graduate School of Entrepreneurship, The
reason: the economy of the future will favour
businesses doing new things over those doing
the same things but better. “The entreprensur

and small business owner is the bold amd
innovative deviator from established business
patterns and behaviours of big business, and

get 1o be the new force in the 215t century,”

Marirz says.

Corttirtied on page 22

the rule that no longer holds mrue: in the

215t century, could small businesses come to
dominate industries controlled by big compan;
at the end of the 20th?

Alex Mariiz, a former senior executive at
some of the biggest of big businesses,
including electronics giant Sony and drug-
maker GlaxoSmithKline, certainly thinks
¢0. “Entrepreneurs and small businesses

'he Davids of the business world are taking on the Goliaths and
vinning — and this trend will only increase as we head deeper
nto the 21st century. Report: Anthony Sibillin
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Technology, n particular the meeting
electricity and assembly line, centralissd
production in factories; the bigger, the berer
This gave consumers more and cheaper bread
and soap. But it also unsettled them: in bee
personal contact with the village baker and
spap-maker, which big factory could they o

The ensuing competition among big factors
to answer that question spawned newspaper
advertisements, customer servioe lines and ot
rrappings of the now familiar big brand

Governments looked on the economy thar b
businesses were creating and were pleased w

what they saw: biz factories offered steady jobs
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The smarbest big businesses know small businesses do some things better
than they do = like spotting consumer trends and developing new products bo
expioil them.

Appla leamt this the hard way. Its old business maodel of making everything -
from computer, to operating system, to applications — werked for a ime before
almost sending it bankrupt in the late 19905 Its new business model for the
IPhone keaves the job of creating applications for the smartphone to thousands
of independent small businesses such as Melbourne developer Pockel Pixels.

Pocket Pixels founder Rick Bavage says the IPhone App Store has
intfroduced more than 40 million potertial buyers fo his three haalth-related
applications. He charges US99¢ (51.08) for "Cholesterol Coach™ and 3US1.99
for “Sick of Smoking” {and gives away a Chinese edition of the latter).

Haturally, access bo a ready-made 40 million-cusiomer base comes ata
price: Apple swipes 30 per cont of the value of each sale. And Apple can refuse
to list applications it thinks will harm its own business intergsts.

Shll, the App Stora ks preferable bo the abacurity bo which small developers
right otherwise be condemned. Bavage Is also glad not to have to rely on
sdvertising. Besides, developers can always choose another online application
marketplace, Rivals have noticed that a big reason Apple will sell 36 million
iPhones in 2010 and 48.5 millisn in 2011, accosding o nvestmeant bank Piper
Jaftray, |s the more than 150,000 applications in the App Siore.

Ardroid Market (for Google-powened smartphones), BlackBerry App World
and the Windows Markelplace for Mobile all now compete for developers’
smartphone applications. In mid-February, the world's biggest mobile
oparators, inchuding ATAT, China Mobile and Singtel, announced they would
also launch their own device-agnostic markelplace. Marketplaces for makers of
physical products include eBay and GraysOnline.com.aw

Anthany Sibdllin
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ontinued from page 22
heir customers more efficiently and effectively
han much lareer operations,” he says.

Small businesses also appeal to the growing
umber of environmentally minded consumers,
avs Adam Turner, head of research and analysis
t Trendwarching.com. “They offer a human
ace with which to do business, providing a
angible link berween products and services and
hix sustainability of their delivery,” he says.

Even big businesses recognise cONSUMErs are
urning away from them, Wimess the attemnpt of
Vestpac Banking Corporation, the country's
econd-biggest bank, to present managers as
art of the local community, by scrawling “T am

dad™, “1 barrack for Collingwood™ and other
iographical information on branch windows,
The big opporiunity,” Westpac marketing
eneral manager Andrew Seager says, “and part
f our strategy, 15 to put back into local
ammunities, How, for example, can bank
nanagers understand local conditions and make
acal decisions?”

small business owners don't need a “stratesy™
o answer this question. Unable to buy their way

heady 1o jump: San Diego Todilln Factory fousnders Colin and DeAnn Thomson

Wich 18-24 2000 | winhat, brw, c0m. au

Even when they're ...
ignored, innovations
are unlikely to make it
all the way up the
decision-making chain
Mike Berry, BMIT University

on m prime-tme television, their livelihoods
depend on staying in close contact with
customers and the communities they service
(see ‘Small Businesses that will win the 21st
century’, pase 22).

Covernments, too, have begun w distance
themselves from the biz businesses they once
embraced. Politicians have recognised that small
businesses tend to be more entrepreneurial than
large ones, putting them in the vanguard of this
cenmury's innovation-led economy. In Australia,
governments have set up websites to encourage

business creation, and funded grants and loans
to get these businesses off the ground.

Unfortunately, governments are alsa among
the barriers to a local small business
“repaissance”, says Australian Chamber of
Commetce and Indusry economics director
Gres Evans.

“High levels of regularion, particularly
impased by state and local government,
contnue to figure as 8 major constraint on
imvestment by [small and medium enterprises]
and the situation has worsened over the past
decade,” Evans savs,

“Orver-regulation and regulatory creep affects
all business irrespective of size and ultimarely
imposes costs which flow through to the whale
community. Small business, however, is often hit
hardest as it has less capacity to absorb those
costs and 1 understand, monitor and comply
with changing regulations,” he says.,

Evans suggests a “one in, one out” policy,
where new regulation can be introduced only if
some existing regulation is removed. He also
favours ensuring more rigorous cost-benefit
analysis is done to test whether a legislative

PROFIT WRAP
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want io entertain that”

Thomson says.
Anthony Sibilln

Big is not always beftter, even in indusiries where the mone you produce, the

Conskder the San Diego Tortilla Factory. Co-founder and dinechor Colin
Thomsaon readily admits the new Melboume factory of s big rival Misslon Foods,
part ol Mexican lood glant Gruma, can make tortillas and wraps for less than his
15 year-old Queensland plant can,

“Howeyer,” Thomson noles, “when a big manufaciurer chooses o spand
samething Eke $100 millon cn a faclory, that ks a lod of tortillas they have to sell”

And if they dont sedl encugh, the average cost of making each torhilla at a big
factary operating well below capacity can easlhy axcesd that of a small factory at

Whike San Déego can at best match Mission Foods® unit-production costs, it
i in front of s bigger rival when i comes Lo responding to fast-changing

“We are allowed o change tack fairly quickly.” Thomson says, “wheneas the big
guys have got the sausage machine going, and thene ks a lot of planning involved
in making any strategic changes. My wite [and co-foundes, Dedinn] and | will have
a discussion & say, ‘Crap, here is an opportunity, let's see what we can do about
i, Wetve tummed inguiries arcund for specific products in under & weeak in Some
cases. We can gel a sample out ko a customer, in front of therm, they can taste it,
and pretty muech get a deciason made falry quickly on alternatives,” he says.

Coles and Woolworths have rewardad this responsiveness with a place on
their prized supermarket shelves, Fast-food chains also rely on San Diego to
kiszp up with fickle customears. For instanca, burger chain Burger Fuel recently
approached Thomson fior a kow-fat, low-carbohyd rate wrap, in tormato, saffron
and spinsch flavours, for its “low carbo-ratora® range.

“We wene able to tum that around fairly quickly for them,” Thomson Says. "The
volumes are not substantial, | dont know of any major manuiacturer who sould

For it parl, San Diego has not had annual sabes growth of less than 25 per
cent in its 15 years in business. In 2008-09, sales grew by 31 per cent
bo 4.5 million. [We] are looking at 35 per cent for this [financlal] year,”



response is really needed, plus annual
sovernment statement of the direct and indirect
cost of all regulation it has infreduced.

Berry agrees governments should keep out of
small companies’ way while getting basics such
as education, internet access and ransport right.

Less visible, but also impeding small
businesses, 15 undue deference to bigger rivals.
This 15 particularly apparent in the banking
industry, says Ken Roberts, managing partner of
Melbourne company Forethought Besearch,
which advizes banks and superannuation funds
on their marketing strategies.

Roberts says one in five Commonwealth Bank
of Australia customers, and one in 5% CUSTOmers
of the otier three big banks, is “seriously
considering moving” o ancther instintion,
However, despite rouncing the big four banks in
customer satisfaction, Australia’s 118 mutual
credit unions and building societies are not
picking up these dissatisfied customers,

While each mumal has a relatively weak
brand on it own, together they have a very
powerful one, Roberts says, “The credit unions’
failure o come tgether and take advantage of
their umbrella brand i what has held the sector
back in Australia.”

The exemplar? Industry superannuation
runds, which have weak individual brands but
sxploit a powerful collective one. Industry funds

sperate collectively in terms of their
mommunication, but highty independenty in
s af their businesses”, Roberts says.

Even in an industry such as banking, where
consumers tend o correlare size with
rrustworthiness, small orsanisations can thrive if
they excel at “mreating the individual as a valued
customer”, he says. “The whole issue of musted
organisation is a primary driver in the
reputation element of the brand. However,
consumers will trade this off, to a degree, for
prompt and personal service,”

For his part, San Diego's Thomson is not
locking back to the multimillion-dallar exit
snatched away from him two yvears ago, “The
flat-bread industry has blossomed,” he says. “It's
not just tortillas. Ir's Lebanese bread. They've all
had a bit of a renaissanee.”

Thomson warns it is in the interests of big
businesses, as well as sovernments, for that
renaissance to extend to other small
manufacturers and businesses,

“They need to support the small
manufacturer,” he says. "Because if that smaller
manufacturer disappears, they will not have any

mpettve advantage, The prices will suddenly

juite different and there will be no

mpetitive negotiation. If you like, we are
rving 1o keep the major plavers honest.

“Bur we can only keep them honest if you've
204 the major retailers willing to maintain some
competition in the marketplace.

“They will suffer down the line if they don't
do that.” e

LINK IN
THE
CHAIN
MODEL

Fewer comnstraints:
lrvesbons Cholcs

Mortgages' fownder and
director lane Slack-Smith

Big businesses’ success in the 20th century was based on mass production an
mass distribution under the reof of a single organisation. “An ‘integrated’ indush
firm cousld find economies of scale in everything from purchasing o adverlising,
veriti: John Micklethwait & Adran Wooldnidge in The Company: & Shaont Histony ol
Revolutisnadny ides (Phoenix, 2003),

“The key was io own as much of the process as possible.” At one point, Unile
States car maker Ford even evened e land on which the sheap grazed that
produsted the wioosd thal want into its seat cowers.

Then, in the final guarter of the 20th century, the world started moving in the
oppasite direction, Modemn techrnology and globalksation have made it fegsible 1
big businesses to hire others Lo perdorm cerlain tasks they once did themsatves
This unbunding of blg businesses, a process the internat i5 accelerating in the
¥1st centwry, is creating a huge range of opportunities for small businesses to
become “links”™ in nabonal and glotal supply chains.

Hew South Wales company Investors Choice Mortgages is one of tham.
Founder and director lane Slack-Smith has brakersd more than 375 million wo
of property boans ower the past five years. Slack-Smith is the benaficiary of tha
unbunding aof financial Institutions, which used to write all their own loans. The
Genworth Financial Morigage Trends Report reveals that last year 41 per cent of
borrowears said they used a mortgege broker for their most recent koan, up fram
30 par cent in 2006,

Five years ggo, Sleck-Smith chesa broking becauss the commissions would
her run property seminars before she was established enowgh to charge for the
She considered buying into ona of the estabhshed broking iranchises such as
Morgage Chaoice,

Althowgh tempted by the support and small *retainer” the franchises danghed
front of her, Slack-Smith didn't like the constraints they came willh, “Althoegh |
could see the benefits of the structure,” she says, it dideL il the absolute
fundamentals of why | was doing wiat | was doing = which was either sitting
down with really experienced investors ... and finding a solution for them or, ms
importantly, with those just starting and saying, This is possible, and it 65 godng |
be scary, but ket's do it one shep al a ime.”

Slack-Smith works from home bat regularly delivers two-day seminars — for
which she is now able to charge %1500 — around the country, She emplays bwa
siaff to handie the paperwork but relies on one of 10 large mortgage aggregato
o deal with lenders on her behalf,

Anthany Sibillin
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