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Introduction
Globalisation and competitiveness are the key factors that affect national and territorial social and
economic development. SMEs, which are rooted in the territory, start to engage internationally in
order to expand their businesses. This report highlights how the Joint Ventures between SMEs,
which needs strategic alliance with local universities and local government, become a useful tool for
local companies to expand internationally and innovatively. Knowledge, skilled-talents, as well as
new markets are becoming more and more important in identifying partnerships.
In the first chapter of the report, we use Europe, Australia and China as examples to demonstrate
the indispensable role of SMEs in a country’s economy. SMEs have increasingly become a hot topic
nowadays, since they are the power to boost the development of the world economy, both in terms
of value added and employment provided. Based on the estimation, more than 95% of enterprises
across the world are SMEs, accounting for approximately 60% of private sector employment. SMEs
considered in this report don’t include Micro-enterprises which employ less than 5 people because
they don’t have enough capacity to internationalise. Chapter 1 further analyses how these SMEs are
distributed in industries. Although important, not all SMEs could stand successfully in the economic
crisis; a large number of them are not able to survive. Thus, what leads to the success of SMEs? It is
believed that there are a lot of factors, however, according to our analysis, technology and
knowledge are most important to SMEs. Given the fact that knowledge is the key to SMEs’ success,
Chapter 1 also shows how knowledge is related to SMEs, and how governments perform to
encourage R&D at local and national level.
Traditionally, SMEs are not involved in the international market at the initial phase. However, those
successful SMEs in the local market will internationalise for the purpose of further growth, access to
new markets and recently, also access to knowledge. Unfavourable domestic market conditions also
help them make the internationalisation decision. Chapter 2 presents the already identified
internationalisation process of SMEs, mainly the Uppsala International Model and the InnovationRelated Internationalisation Model. Following the process discovered in the models, different
countries are involved at different stages of the process and apply different internationalisation
modes. Europe is definitely at a more advanced stage, and the internationalisation mode is evolving
relatively faster than others. China, as an emerging market, has impressive economy development
due to its “open door” policy. The country used to be famous for attracting foreign businesses and
now has become an active investor going to foreign countries. Australia is also facing a turning point
in the national economy, trying to be less dependent on natural resources exports and willing to be
more active in the add-value industries. This new approach means engaging internationally with
other industries, universities and research centres as a strategic way to innovate. When businesses
internationalise, knowledge is transferred or spilled over. SMEs are considered to be less capable of
creating knowledge by themselves. Most of them need to obtain knowledge from other actors, such
as national or independent research organisations, other peer SMEs and MNCs. The Triple Helix
Model provides a good way for SMEs to improve innovation capability and also the model could help
improve regional competitiveness.
Chapter 3 reports on the collaboration among Australia, Europe and China, especially their R&D
relationship aiming to help SMEs. The world is changing fast and becoming more competitive in
recent years. Knowledge is becoming more and more important, and countries and regions are
6

seeking international cooperation on R&D (like the EU and Australia) in order to improve regional
competitiveness. Even emerging countries have observed the trend and increasingly act as an
investor seeking knowledge overseas, especially China. China is becoming a more innovative country
given the fund invested by the government in R&D, the number of publications and patents (right
behind the U.S. in the world ranking). This is because the country is eager for transferring the
economy form from low-cost, labour-intensive to high value-added, knowledge-intensive, and from
investment-driven to consumption-driven. Chinese enterprises move abroad not only for natural
resources but also for knowledge, especially for those SMEs which have performed quite actively in
Europe and U.S. recently. The relationship between China and Europe could be very enlightening.
Besides the trade relationship, the two regions cooperate a lot on R&D, and SMEs from both regions
have close communication, both proven to have a mutual beneficial result. The relationship
between China and Australia is also more diversified today. In addition to imports and exports,
immigrants bring to the countries strong business ties, including scientific research communication.
The foundation of the Joint Research Centre Programme (established in December 2012) funded by
Australia-China Science and Research Fund is bringing new opportunities to China and Australia.
Europe and Australia have already established a strategic relationship in different areas. With the
increasing importance of knowledge, the EU and Australia are strengthening their innovative
capability together.
The last chapter is dedicated to how South Australia has already engaged in the internationalisation
process. With the Jay Weatherill government more open to the foreign investment and international
talents, knowledge and skilled-talents from local universities and research centres represent an
attractive asset for EU and Chinese SMEs that intend to expand businesses in not only Australia but
in the South Pacific area.
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Chapter 1
SMEs: the current developing situation and future confidence of SMEs,
in Europe, Australia and China
1.1 General Introduction of SMEs
1.1.1 The Role of SMEs in the Global Arena
SMEs play an important role in the world economy, making great contributions to the GDP and
employment. Looking at the quantity number of SMEs in the world, it is quite apparent that SMEs
represent the major business form in the global economy. Due to different definitions about SMEs
across countries and regions, precise and up-to-date data are difficult to obtain. However, based on
the estimation, more than 95% of enterprises across the world are SMEs, accounting for
approximately 60% of private sector employment.1
Most of the current larger enterprises have their origin in SMEs. SMEs are different from large scale
enterprises in three main aspects: uncertainty, innovation and evolution. The SME sector itself can
be classified into Micro enterprises, Small enterprises and Medium enterprises. In this report, the
focus will be on the Small and Medium Enterprises, excluding Micro enterprises. SMEs are the
starting point of development in the economies towards industrialisation. However, SMEs have a
significant effect on the income distribution, tax revenue, and employment, efficient utilisation of
resources and stability of family income. They have a propensity to employ more labour-intensive
production processes than large enterprises. Consequently, they contribute significantly to the
provision of productive employment opportunities, the generation of income and, eventually, the
reduction of poverty. SMEs play a significant role in the transition of agriculture-led economies to
industrial ones furnishing opportunities for processing activities which can generate sustainable
source of revenue and enhance the development process. SMEs shore up the expansion of systemic
productive capability.
SMEs tend to be very rooted in their local context. On one hand they help promote the local
economy development and social stability; on the other hand, local context formalises the
development of SMEs. When speaking of SMEs, Italy is always mentioned as a good example. The
Italian model of industrialisation has been determined by the combination of the evolution of the
competitive environment, spontaneous adjustment mechanisms of local SMEs, and related policies
at national and local levels. However, it is believed that the Italian SME development process cannot
be reproduced. That is, a process may not be replicated somewhere else. The success of the
phenomenon is rooted in the local context, local traditions and local forms of social and economic
organisation. Any attempt at nurturing the development of SMEs must be built upon the particular
characteristics of the area. And this is the reason why different regions of EU members or of China
have their own supportive policies. It also explains why SMEs across countries are different and have
to be dealt with differently.
In OECD economies, over 95% of firms are SMEs and micro-enterprises, accounting for some 55% of
GDP. On a global scale, SMEs tend to be more labour intensive and therefore, at a macro level,
1

Ayyagari et al. 2011
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provide a substantial contribution to employment. A World Bank survey of 47,745 businesses across
99 countries revealed that firms with between 5 and 250 employees accounted for 67% of the total
permanent, full-time employment.2 SMEs were also creating more jobs than large enterprises.
Between 2002 and 2010, on average, 85% of total employment growth was attributable to SMEs.3
Figure 1.1.1 illustrates SMEs’ contribution to employment in different country groups. It can be seen
that in terms of employment, SMEs are even more important in low-income countries.
Figure 1.1.1 Contribution of SMEs to Employment (median values)

1.1.2 Factors Influencing SMEs’ Growth Process
To be successful, SMEs have to own specific elements which facilitate the process of growth. The
entrepreneurial model and the level of internationalisation are some of them. The external
environment also influences SMEs to initiate a process of intense growth. Acting not in seclusion but
instead with many stakeholders, the external conditions matter and may influence companies’
growth. The increasing business competition puts SMEs in a vulnerable position. No matter where
the SMEs are located and how strong the market conditions are, those influencing factors are always
there. This section of the report is to briefly present factors affecting the success of SMEs.
It is obvious that the environments, as well as some other factors are far more complex and dynamic
today than they were in a previous time. The only thing that is more concerning to the entrepreneur
is how to survive in a competitive market. Several reports have been dedicated to this topic and it is
noted that the more concerning factors are financial resources, marketing strategy, technological
resources, information access, government support and business plan.




2
3

Financial resources: They are important for a business to run operations profitably. SMEs
have comparatively limited resources and greater difficulty in accessing funding sources.
They are more dependent on a single product, have a less adequate budget control system
and lack economies of scale (Thurik, 2007).
Marketing: In a research study on SMEs in Indonesia, it was found that SMEs were operating
on traditional lines in marketing. SMEs are expected to respond to the competition more
proactively by doing business development and research (Robert, 2007).

Ayyagari et al. 2011
De Kok et al. 2011
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Information access: Information access, the availability of business information, is also
important to initiate new enterprises and to turn existing enterprises profitably. Here,
relation building plays a very important role in getting access to information which is vital for
the survival and growth of firms (Curran, 2007).
Technology: It has a close relationship with the improvement of new products/services and
the production process. Different studies have also revealed similar results that lack of new
technology and equipment is a hindrance to the development of SMEs (Swierczek & Ha,
2007).
Government Support: The government support is a major factor that ensures the business
success of SMEs. Supportive policies and regulations could create a more comfortable
environment for SMEs to grow.
Business plan: It matters because it reduces the risks associated with all kinds of business
activities. Insufficient awareness of the need for a business plan was identified as a problem
at the start-up phase among SMEs (Chami, 2006).

Besides the above factors, entrepreneur skill also influences significantly the growth of SMEs.
Audretsch (2005) showed the relationship between ownership, decision-making and employee
deployment and the performances of the firm. The finding shows that ownership profile is a key
factor in the success of SMEs. The owner’s education background, previous experience, age and
even gender could have an influence on SMEs’ performance.
It is believed that all the above mentioned factors have important influence on the growth of SMEs.
Javed Mhamood Jasra and other Pakistan scholars conducted research to examine the importance of
these factors. They surveyed 520 SMEs globally and responses were collected through the
questionnaires distributed among them. The result, analysed by SPSS software using regression
technique, follows Table 1.1.1:
Table 1.1.1 Multiple regression coefficients, standard error in parenthesis, t-value in brackets and
p-value in italic

*Note: the regression constant is generally not worth interpreting, a meaningless number, which will not be included in our
following analysis.
Source: Determinants of Business Success of Small and Medium Enterprises

The above table shows the results of regression analysis with business success as dependent
variables. The value of r-square=0.45, F-value=76.732 and p–value 0.000 show that the model is
significant, and independent variables have substantial impact on dependent variables. The
coefficient of each variable represents how much of the SMEs’ success can be explained by this
variable on average. Therefore, it is quite obvious that the Financial Resources factor has the largest
effect (0.225), followed by Technological Resources (0.153) and Entrepreneur Skill (0.153) together.
After that is Marketing Strategy (0.134), and then Government Support (0.100).
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Technological resources, is one of the most important elements in the success of any business. Firms
that use the latest technology tend to capture more customers than its competitors do. Although
technology has its cost, in the end business usually recovers this cost as they operate. Still they are
able to get an edge over its competitors by application of new technology. In third world countries
most of the SMEs are not able to install new technology due to its higher cost. But from previous
research it is found that technology has deep roots in business success of SMEs and positively
correlated with the business success of SMEs founded (Cartsson, 2008). SMEs have limited funds
for R&D or to speed-up products. In the most recent study on SMEs it was found that financial
flexibility was significantly correlated to business success. SMEs that took the advantage of gaining
the capital from a third party usually enjoy a better chance for success (Pitman, 2008).
Most of the SMEs operating around the globe tend to have less marketing and technical resources,
do less market research, possess fewer incentive and reward programmes, lack presence in large
readily accessible markets and have less well-recognised brands (Hayami, 2009). Market
development is, therefore, vital for preserving high growth in the small and medium line businesses
and their success. Furthermore, market orientation is also necessary for the development of a
business. Market orientation is defined to be considerably correlated with company performance, as
organisation culture creates the necessary behaviour for the creation of higher value to customers.
More specifically, it has been noted that market based orientation is fruitful in selection of a healthy
and attractive product when SMEs operate in markets with relatively homogenous product (Verhees
& Meulenberg, 2009).
The reason why the SMEs (instead of micro enterprises) become our targets lies in the fact that
small and medium sized enterprises are more likely to have the capability of innovation, acquiring
technology and joining the “going abroad” party. Although it is true that among all the SMEs, Micro
enterprises represent the majority, their limited size (less than 4 people) and capability make them
difficult to carry out any type of R&D, or international engagement. Most Micro enterprises
concentrated on the Wholesale and Retail sector which is relatively less involved in technology and
innovation. From here, “SMEs” in this report only refers to the small and medium sized
enterprises.
1.1.3 SMEs and the R&D Approach
Knowledge has the same characteristics as public goods. It is non-rival, since several individuals can
consume the same good without diminishing its value; and non-excludable, as an individual cannot
be prevented from consuming the good. Given the public good nature, there can be under
investments in knowledge production for appropriability problems.
As explained in the previous section, Technology Resources is one of the most important elements in
the success of any business, explaining almost 15.3% of the success of SMEs (with a coefficient of
0.153). Technology is acquired through R&D. A large number of facts show that companies with
intense R&D tend to be more competitive than others in the global market, and have a higher
survival rate when experiencing economic crisis. Besides, R&D is also a vital factor to decide regional
competitiveness. Innovative regions with a high concentration of R&D are more attractive to
potential investors. Given the importance of this factor, a lot of programmes with the aim to boost
the development of R&D are carried out. To be able to support the innovation process, government
is increasingly becoming more of a facilitator role, enabling businesses and consumers to adapt to
11

the demands and opportunities of the changing economy. In other areas, such as investment in
fundamental research and ensuring stakeholder’s involvement in policy design and implementation,
an active role for government is also indispensable.4 In the 1990s public funding for research,
especially applied research, increased in most OECD countries, and at the end of the decade there
was some increase in the attention paid to basic research. In parallel, there is an increasing pressure
to realise results from the allocated resources. In many countries, the government view is that public
sector research establishments should cooperate more closely with industry. This is seen as a way to
increase the effectiveness of the funding and overall as a way to ensure commercialisation of
research results.
The OECD Science, Technology and Industry Scoreboard 2013 provided some useful data on business
R&D expenditures conducted by the firms in the OECD countries. Business R&D accounts for the bulk
of R&D in terms of both funding and performance. During the last decade, business R&D in the OECD
area grew steadily from 1.55% of GDP in 2001 to a peak of 1.63% in 2008 and declined slightly to
1.59% in 2011. Australia Business Enterprise Expenditures on R&D (BERD) as a share of GDP grew
from 0.82% of GDP in 2001 to 1.35% in 2008, before declining to 1.27% in 2011. This change reflects
the changing environment of business R&D, even due to the halving of government-financed BERD
as a share of GDP. In the wider world, the direct government funding of business R&D was replaced
by assistance through the tax system, redoubling the number of registration of firms for the R&D tax
concessions5.
Mainly private sector investments in innovative activities are conducted thanks to the presence of a
stable legal environment, which is created by legal measures devoted to enhance the power to
appropriate the outcomes of R&D activity. The main legal instruments, which the government uses
to create this environment, strengthen Intellectual Property Rights, especially patents, and the
relaxation of antitrust activity.
Moreover, private companies need other sufficient stimuli to overcome their natural inclination to
consider only their private benefits when choosing the level of innovative activity to carry out. These
stimuli take the forms of governmental grants and tax incentives, among them.
The main policy instruments that governments give to companies can be summarised in three
groups:
1. Type 1: Public funded innovation carried out by academic institutions and public research
organisations.
2. Type 2: Governments can fund research undertaken by private firms-notably through public
procurement, research subsidies, soft loans, R&D tax credits and innovation prizes.
3. Type 3: The IP system is the one mechanism that promotes privately executed R&D which is
financed through the marketplace rather than government revenues.
The above instruments could be used as a combination in order to create an innovative environment
for the domestic SMEs. Some successful examples in other countries can be found. One case is
Israel.

4
5

Science, Technology and Innovation in the New Economy, OECD Observer – Policy Brief, September 2000.
Australian Government (2013) Australian Innovation System Report – 2013, DIISRTE, Canberra, p.61
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Israel is quickly becoming an innovation giant. With just over 7.7 million people, Israel has an
estimated 4,800 start-ups, many of them high tech. These companies are sources of ground breaking
innovation that is catapulting Israel to global tech prominence. The combination of Israel’s culture,
environment and keen strategy has led to a tech boom that rivals Silicon Valley. It’s not only the
sheer number of entrepreneurial companies, but also their astonishing, innovative edge. The Tel
Aviv Stock Exchange lists 616 companies, meaning Israel has one public company for every 12,500
citizens. By comparison, the U.S. has one public company for every 47,000 people. Israeli companies’
continued success is a model for the rest of the world. (Gary Shapiro, July 2013)6 In order to
determine which is the most innovative country, Bloomberg Rankings evaluated more than 200
countries and sovereign regions based on seven factors, for example, R&D expenditure, the
percentage of public high-tech companies and patent activity. Israel was first in the factor of R&D
Intensity, which analysed R&D expenditure as a percentage of the nation's GDP. (Wei Lu & Marcus
Chan, Jan 2014)7
The great achievement of Israeli companies can be explained by the numerous R&D support
programmes. For example, the Technology Incubator programme of pre-seed programmes aims at
transforming innovative technological ideas, that are too risky and in too early a stage for private
investments, into viable start-up companies that after the incubator term are capable of raising
money from the private sector and operate on their own. MAGNET (The acronym in Hebrew for
Generic Pre-Competitive R&D) programmes encourage collaboration among industrial companies,
and between the companies and researchers from academic institutions, through several
instruments that deal with innovative technologies. Those instruments seek to develop Israel's
industrial infrastructure by supporting the R&D activities and sharing technological knowledge
among the participants. Besides different kinds of domestic R&D programmes, there are also
programmes of international cooperation on R&D, programmes like EUREKA. EUREKA is the world’s
largest initiative for cooperative industrial R&D and innovation projects. EUREKA incorporates 40
national funding schemes of virtually all European countries and the EU. EUREKA facilitates every
year around 400 projects mobilising €1.5 billion of public and private funds. Being a pan-European
network for market-oriented, industrial R&D, EUREKA’s objective is to bring high-quality R&D efforts
to the market and to use the multiplying effects of cooperation.8
The mentioned projects are only a small part of the total projects supporting R&D in Israel.
According to our knowledge, there are more than 20 kinds of projects specialising in different areas
and targeting different kinds of companies. All these supports, offered help Israel create an
entrepreneurship culture and encourage risk-taking by entrepreneurs.

1.2 SMEs in the EU
According to the European Commission, the main factors determining whether a company belongs
to the SMEs are the number of employees and either the annual turnover or the total balance sheet.
(Shown in the Table 1.2.1)
6

Forbes: What are the secrets behind Israel’s growing innovative edge?
(http://www.forbes.com/sites/realspin/2013/11/07/what-are-the-secrets-behind-israels-growing-innovativeedge/)
7
Bloomberg: http://www.bloomberg.com/news/2014-01-22/in-global-innovation-race-taiwan-is-tops-inpatents-israel-leads-in-r-d.html
8
Israel Ministry of Industry, Trade and Labour, R&D Incentive Programmes
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Table 1.2.1: SME Definition According to European Commission
Company Category

Employees

Turnover

Medium-sized

<250

<= € 50m

Small

<50

<= € 10m

Micro

<10

<= € 2m

Total Balance Sheet
or

<= € 43m
<= € 10m
<= € 2m

Source: author’s elaboration, European Commission website
(http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/sme-definition/index_en.htm).

The role of SMEs is crucial to the European economy. Estimated data for the 27 countries in the EU
for 2012 also illustrate the importance of Micro-SMEs. They account for 99.8% of all enterprises,
employ 67% of all workers and contribute 58% of gross value added (GVA) – defined as the value of
their outputs less the value of intermediate consumption and an important factor in GDP.9 (See
Table 1.2.2) If we exclude the portion of the Micro-enterprises, the contributions SMEs made are
even more impressive: only 7.6% of all enterprises employ 37.7% of all workers but contribute
36.9% of gross value added.
Table 1.2.2 No. of Enterprises, Employment and Gross Value Added (GVA) Figures for the EU-27 by
Size Classification for 2012 (estimates)

1.2.1 The Importance of SMEs in the EU
In this section, a review about the importance of SMEs in the EU economy, in terms of the number
of enterprises, staff employed and generation of added value would be carried out. Knowing that
SMEs are taking an important position, we also have to notice that contributions made by them vary
a lot from sector to sector. Therefore, an analysis involving sectors’ breakdown could offer a much
clearer picture.
1.2.1.1 The Importance of SMEs in the EU: Number of Enterprises
A considerable contribution of European SMEs in 2012 was to the services and manufacturing
sectors. Both sectors combined employed 74 million people and produced €2.9 trillion of value
added, with 85% of all European SMEs working in these two sectors. The construction sector, the
utilities sector and mining and quarrying contributed to the remainder.10
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Growing the Global Economy through SMEs
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Figure 1.2.1 gives us an idea about how the SMEs are distributed in the whole economy. It shows an
overwhelming role of the services sector11 which includes 15 million SMEs totally. In 2012, the
wholesale and retail sector comprised 5.78 million SMEs, 93% of which had less than 10 employees.
Professional, scientific and technical services consisted of 3.34 million enterprises of which only circa
2,400 companies have 250 or more employees. The remainder of the service sector SMEs are
distributed amongst the accommodation and food sector (1.7 million), administrative and support
services (1.17 million), real estate activities (1.17 million), information and communication (0.8
million) and transportation and storage (1 million).
Figure 1.2.1: Number of Enterprises by Sector and Size EU-27, 2012

1.2.1.2 The Importance of SMEs in the EU: Employment
Overall, in 2012, SMEs accounted for 66.5% of employment in the private, non-financial sectors. In
sectors such as real estate, accommodation and food services, professional, technical and research
activities and construction, the SME share of total employment is over 80%, whilst in other sectors
such as electricity, gas, steam and air condition supply, mining and quarrying and administrative and
support services, the SME share is well below 50% of total employment.12
Figure 1.2.2 demonstrates the breakdown of employment in the year 2012.
11

The services sector includes: G, “Wholesale and retail trade; repair of motor vehicles and motorcycle”,
H, ”Transportation and storage”, I, “Accommodation and Food Services”, J, ”Information and communication”,
L, ”Real Estate Activities”, M, “Professional, Scientific and Technical Activities”, and N, “Administrative and
Support Services”.
12
Annual Report on European SMEs 2012/2013, European Commission

15

Of a total employment figure of 130.6 million in 2012, the manufacturing and trade sectors
combined employed 62 million people, of which 40.5 million (65.3%) were employed in SMEs. The
services sector employed the largest share of workers: of the total employment in the services
sector of 84 million, an estimated 56 million (66.7%) were employed in enterprises with fewer than
250 workers. The wholesale and retail sector led by providing 31 million jobs, 71% of which were in
SMEs (22 million).
SMEs engaged in the professional, technical and research sector and the accommodation and food
services sector employed the next higher figure of 17.1 million people. 13
The construction sector employed more than 12 million people, 10.9 million (90%) of whom work in
SMEs.
Figure 1.2.2: Numbers of Persons Employed by Sector and Size EU-27, 2012

1.2.1.3 The Importance of SMEs in the EU: Value Added
In the year 2012, the overall contribution of SMEs to total EU-27 value added was more than 57%
(3.4 trillion). However, again, this contribution differs remarkably across sectors and by enterprise
size.14
Figure 1.2.3 shows the contribution to GVA by size band for different sectors in 2012.
Like the previous factors, the service sectors still make the largest contribution here, among which
SMEs accounted for €2.1 trillion. Out of a total of €5.9 trillion value added produced in the EU, the

13
14

Annual Report on European SMEs 2012/2013, European Commission
Annual Report on European SMEs 2012/2013, European Commission
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manufacturing sector provided €1.6 trillion. Manufacturing SMEs contributed 44.4% of the sectoral
value added (some €707 billion).
In sectors such as real estate, construction, professional, technical and research services,
accommodation and food services and wholesale and retail trade, the contribution to the EU-27
value added was predominantly supported by SME activities. Whilst in sectors such as utilities,
information and communication and mining and quarrying, the main contribution to value added
was provided by large firms.
Figure 1.2.3: Gross Value Added (GVA) by Size and Sector EU-27, 2012

1.2.2 Business Conditions and Confidence of European SMEs
According to the Annual Report on European SMEs, the year of 2013 was likely to mark a turning
point for the EU SMEs. Over the last three years, an increasing number of Member States have seen
their small business sectors returning to an expansion of employment and value-added, or at least a
petering out of the decline. If the macroeconomic conditions hold, this development would mark the
end of the most challenging crisis the European SMEs have experienced in recent history.
While in 2008-2011 the SMEs resisted the crisis better than large enterprises, in 2012 SMEs suffered
a loss of jobs in the order of 610,000 jobs or a 0.7% decrease compared to 2011 (as shown in Figure
1.2.4). Moreover, SMEs’ contribution to GDP declined by 1.3% from €3.44 trillion in 2011 to €3.39
trillion in 2012. 15
European SMEs were significantly more resilient than large enterprises to the 2008 crisis, particularly
in employment terms. However, after the crisis it has been more difficult for them to recover. After
15

Annual Report on European SMEs 2012/2013, European Commission
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2009, large enterprises were leading the recovery in terms of gross value added. (As shown in Figure
1.2.5)
Figure 1.2.4: Employment Trends by Size-Class, EU-27 (Assumption: 2008=100)

Source: Annual Report on European SMEs 2012/2013

Figure 1.2.5: Value Added Trends by Size-Class, EU-27 (Assumption: 2008=100)

Source: Annual Report on European SMEs 2012/2013

From the analysis done in Section 1.2.1, it can be observed that the European SMEs are distributed
mainly in the Services sector and the Manufacturing sector. While in the year 2012, the SMEs in the
Services sector performed better than the Manufacturing sector which suffered a decline in
employment and value added. This poor performance can be explained by the sharp decline of
investments in capital formation and innovation caused by difficult credit conditions and the
weakness of domestic demand.
While with these negative trends, there is one exception: a marginal increase in the number of
medium-low tech manufacturing SMEs. At the same time, the number of SMEs in the knowledge
intensive service (KIS) sectors grew in all SME size classes between 2008 and 2012. During the same
period, employment in KIS SMEs grew at comparable rates with large enterprises (circa 4%).
Similarly, SMEs in the high-tech KIS sectors posted a substantial increase in value added between
2008 and 2012. Table 1.2.3 shows that there are more SMEs operating in High-tech services and
18

Total knowledge intensive services than large ones. And the share of SMEs active in High-tech
services in Overall economy is equal to the share of Large companies, both 4%.
Based on the estimation of the European Commission, European SMEs in both services and
manufacturing sectors are going to recover from the crisis or even continue to grow in the year
2014, especially SMEs of KIS and those with technology.
Table 1.2.3: Distribution of Enterprises by Size and Knowledge Intensity, EU-27 2012

1.2.3 SMEs and R&D the Approach in Europe
Countries and regions are trying ways to improve their competitiveness, including the EU. Recently
the EU published a new programme, Horizon 2020, in order to support and encourage research in
the European Research Area and secure Europe’s global competitiveness. It is the eighth phase of
the Framework Programmes (FP) for Research and Technological Development (also called FP; hence
the project's alternative name of 'FP8'). Horizon 2020 is the biggest EU Research and Innovation
programme ever with €79 billion of funding available over 7 years (2014 to 2020, €11.3 billion each
year). It promises more breakthroughs, discoveries and world-firsts by taking great ideas from the
lab to the market. Seen as a means to drive economic growth and create jobs, Horizon 2020 has the
political backing of Europe’s leaders and Members of the European Parliament. They agreed that
research is an investment in their future and so put it at the heart of the EU’s blueprint for smart,
sustainable and inclusive growth and jobs.
By coupling research and innovation, Horizon 2020 is helping to achieve this with its emphasis on
Excellent Science, Industrial Leadership and tackling Societal Challenges. The goal is to ensure
Europe produces world-class science, removes barriers to innovation and makes it easier for the
public and private sectors to work together in delivering innovation. The programme involves
different areas of research and innovation, from Agriculture to Food Security, from ICT Research and
Innovation to Energy, from Transport to Space. Each area holds a fixed size of available funds. At the
same time, Horizon 2020 also encourages international cooperation because they believe that
international cooperation is vital if research is to fully tap its potential, and active and more strategic
international cooperation will also contribute to achieving the EU’s wider policy objectives. Research
19

and innovation are increasingly interlinked internationally, in a landscape that has been changing
rapidly. Alongside industrialised countries, emerging economies have been strengthening their
research and innovation systems. Horizon 2020 has already set up relationships with China. Chinese
researchers, enterprises and institutions will be able to team up with their European partners to
participate in projects under the programme and make best use of Europe’s excellent opportunities
in research and innovation. In addition, a number of specific calls are targeting cooperation with
China. Australia is another partner of EU. The relationship between the Australian government and
the EU is strategically focused on strengthening research and innovation collaborations to address
societal (global) challenges and enhancing industrial leadership. Current priorities for collaboration,
in addition to Clean Energy, Healthy Ageing through Enabling Technologies and Sustainable Cities,
are Preventative Health and Biodiversity. Australia and Europe are developing a roadmap for
cooperation. The development of cooperation roadmaps with a variety of key partners is a key
component of the EU’s Horizon 2020 research and innovation programme and forms part of the EU’s
International Strategy for research and innovation.
Horizon 2020 is open to everyone, with a simple structure that reduces red tape and time so
participants can focus on what is really important. This approach makes sure new projects get off
the ground quickly and achieve results faster. With this programme, EU SMEs with innovative ideas
could benefit a lot since they could get the capability of turning ideas to products or services, and
they could internationalise through joint research with partners from China, Australia and other
countries. Apart from this general level programme, the member countries of EU have many
different specific programmes to enhance their R&D capability, for example, France’s Research Tax
Credit which represents a reliable element of an innovative company’s financial plan and is
particularly well adapted to the needs of SMEs.

1.3 SMEs in Australia
The Australian economy is mainly composed of SMEs which perform a vital role as highly flexible and
responsive suppliers to the larger firms, customers of larger firms, and as suppliers to end-use
customers in their own right. The Australian SMEs make a significant contribution to the Australian
economy, accounting for slightly less than one-half of private sector industry employment and about
one-third of private sector industry value added in 2010-11. 16
Like others, there are 2 ways of defining whether a business belongs to SMEs or not in Australia: the
annual turnover, the number of employees, or the combination of the two. In this report, the
definition of Australian SMEs is based on the context of Australian Bureau of Statistics (ABS), which
is shown with details in Table 1.3.1.
Table 1.3.1: SME Definition According to ABS
Business Category

Employees

Medium-Sized

20-199

Small

0-19

Micro

0-4

16

Source: Author’s elaboration according to ABS

Australian Government, Australian Small Businesses- Key Statistics and Analysis, December 2012
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1.3.1 The Importance of SMEs in Australia
There are more than 2 million Small Businesses in Australia and they represent over 96% of all
business and 33% of GDP. Among the 2 million Small Businesses, a majority belongs to the MicroBusinesses category which employs less than 4 people. And the remaining businesses are our
SMEs.17 Given the large percentage, we will analyse how important exactly are the Small Businesses
in the different sectors of the Australian economy regarding numbers of businesses, employment
and value added.
1.3.1.1 The Importance of SMEs in Australia: Number of Businesses
There were 2,132,412 actively trading businesses in Australia at June 2011. Figure 1.3.1 shows that
almost 96% were small businesses (2,045,335), 3.8% were medium businesses and less than 1% was
large businesses. (ABS data)
Among the 95.5% Small Businesses, the non-employing category18 (1,306,023) represents the largest
part which is 61% of the small businesses, followed by the employing micro category19 (24%) and the
SMEs (15%). The 15% SMEs are where we want to focus in the future strategy since those companies
are more able and capable to innovate than micro businesses.
The Australian Small Businesses are active in various sectors but also show a relatively concentrated
characteristic. In 2011, around 84% of small businesses were in the Services sector, and almost 10%
were in the Agriculture, Forestry and Fishing sector. The remaining small businesses mainly
operated in the Manufacturing sector (around 4%), the Mining sector (less than 1%) and other
sectors.20 (Shown in Table 1.3.2)
Figure 1.3.1: Distribution of Total Business Numbers by
Business Size, June 2011
3.80%

0.30%
Small Businesses
Medium Businesses

95.5%

Large Businesses

15%
24%

61%

Non-Employing
Employing Micro
SMEs

Figure 1.3.2: Distribution of Small Businesses
Numbers by Business Category, June 2011

Source: Author’s elaboration according to ABS data

17

Figures coming from the Australian SME Alliance: http://www.asmea.org.au/SMEFacts
non-employing businesses: sole proprietorships and partnerships without employees – Defined by ABS
19
businesses employing less than 5 people – Defined by ABS
20
Figures coming from the ABS data 2011
18
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The services sector is made up of diverse subsectors. According to the Report of ABS, the largest
services subsector in terms of small business numbers was construction, followed by professional,
scientific and technical services. The smallest services industry subsector was electricity, gas, water
and waste services, followed by public administration and safety.
Table 1.3.2: Businesses Numbers by Industry Sector, June 2011

Source: Australian Small Businesses- Key Statistics and Analysis, Australian Government, December 2012

1.3.1.2 The Importance of SMEs in Australia: Employment
Small businesses provided almost 46% of total private sector industry employment (4.8 million
persons out of a total of 10.5 million persons). Plus the 24.3% from the Medium businesses, SMEs
totally contribute more than 70% of the employment, as shown in Figure 1.3.3.
Figure 1.3.3: Share of Employment by Business
Size, June 2011

29.93%

45.75%

Small
Medium

24.32%

Large

Source: Australian Small Businesses- Key Statistics and Analysis, Australian Government, December 2012

Like the number of businesses, employment provided by the small businesses is also concentrated in
the services sector which accounted for about 84% of total small business employment in 2011.
Then there was 9% in the Agriculture, Forestry and Fishing sector, 6% in the Manufacturing sector,
and less than 1% in the Mining sector.
1.3.1.3 The Importance of SMEs in Australia: Industry Value Added21

21

The ABS derives industry value added as sales and service income plus funding from federal, state and/or
local government for operational costs, plus capital work done for own use, plus closing inventories, less
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Broadly speaking, Industry Value Added reflects the value derived from the employees, which is
wages plus salaries, and business owners (meaning profits).
Figure 1.3.4 shows how much contribution small businesses made to the total industry value added
in the year 2010-2011.
Figure 1.3.4: Contribution to Industry Value Added
by Business Size, 2010-2011

33.70%
42.90%

Small
Medium
Large
23.40%

When taking sectors’ distribution into consideration, 84% of the total industry value added is
attributable to small businesses in the services sector, around 7% in the manufacturing sector and
6% in the agriculture, forestry and fishing sector. (See Figure 1.3.5)
Figure 1.3.5: Industry Contribution to Small Businesses Industry Value Added, 2010-2011

Source: ABS data

1.3.2 Characteristics of Australian Businesses
A survey about the characteristics of Australian Businesses was carried out by the ABS at 30 June
2011. Based on the results published by the authority, a summary of characteristics follows:
•

Large proportion of wholly Australian-owned businesses

(previous page) opening inventories, less purchases of goods and materials, less other intermediate input
expenses. – ABS Cat. No. 8155.0
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Table 1.3.3 shows that the majority of businesses (almost 97%) are reported being wholly
Australian owned. This is also true when focusing only on the SMEs categories (marked by
the red square), which is 96.9% and 92.9%, respectively. Besides, the proportion of
businesses wholly owned by Australians decreased with increasing employment size. (By
looking at the 1st row from left to the right)
Table 1.3.3 Percentage of Foreign Ownership, by Employment Size, 30 June 2011

•

Collaborative arrangements22 increased with increasing employment size

Table 1.3.4 Collaborative Arrangements, by Employment Size, 2010-2011

•

Lower use of Intellectual Property Rights protection for SMEs

According to the survey carried out, Micro businesses (15.7%) and other small businesses
(25.4%) reported lower use of Intellectual Property Rights Protection 23 (IPR) than larger
businesses in 2010–11.
•

Focus on the local market

When asked to identify which geographic markets they sold their goods or services in 20102011, the majority of the businesses fell in the category of “local area” (80.5%) or “outside of
local area but within state/territory” (40.5%), especially SMEs (marked by the red square in
Table 1.3.5).
22

Arrangements included informal collaborative arrangements but excluded straight fee-for-service and
franchise arrangements.
23
Intellectual property protection methods included patents, registration of design, copyright or trademark,
secrecy/ confidentiality (including electronic protection methods) and complexity of product design.
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The survey also found out that the main source of income24 for micro and other small businesses
was the general public, 46.8% and 48.4%, respectively. Micro and small businesses reported
1.6% and 2.0% of business income coming from overseas sources.
Table 1.3.5 Geographic Markets in which Businesses Sold Goods or Services, by Employment
Size

•

Concentration of clients

The survey showed that there is a reliance on a small number of clients, customers or buyers to
generate a significant proportion of income for the Australian small businesses. About 43% of
SMEs reported so.
•

Seeking finance for maintaining short-term cash flow/liquidity

It is reported that the most common reason for seeking finance is to maintain short-term cash
flow/liquidity. The percentage for SMEs is 45%. And the second reason was to ensure survival of
business (37%).
•

Slightly positive changes in business performance compared to the previous year

The ABS release showed that 26% of micro businesses and 33% of other small businesses
reported that their profitability had increased in 2010–11 compared to the previous year. 22% of
micro businesses and 28% of other small businesses reported that their productivity had
increased since the previous year.
1.3.3 Business Conditions and Confidence of Australian SMEs
According to the Australian Chamber of Commerce and Industry (ACCI) Small Business25 survey, the
small business conditions are deteriorating. Figure 1.3.6 shows the conditions associated with the
global financial crisis in the period from early 2008 to late 2009. It is quite clear that before this
period, small businesses were experiencing positive conditions with the index consistently above the
neutral level. While after December 2009, the conditions have been worsening.

24

Businesses were asked to identify their main source of income from the sales of goods or services and were
asked to nominate one source only. The sum of component items may not equal 100 per cent due to rounding
and/or provision of multiple responses.
25
The quarterly ACCI Small Business survey captures conditions in businesses with less than 20 employees. An
index of 50 indicates that there is an exact balance between respondents who reported an increase in the
variable and those who reported a decline. Therefore, any level above 50 is interpreted as an improvement in
the variable and any level below 50 as deterioration in the variable.

25

Figure 1.3.6 Business Conditions, Five years to the June quarter2012

Figure Source: Australian Small Businesses- Key Statistics and Analysis 2012

The latest report26 written by Sensis in September 2013 also discovered a further drop in the level of
Australian SMEs. SMEs recorded lower performance results for sales, employment, capital
expenditure and profitability in the past quarter.
National Australia Bank (NAB) SME Business Confidence reflected that with the worsening conditions
of SMEs, the business confidence in their own business prospects also showed a downward trend
since the December quarter 2009. (As shown in Figure 1.3.7)
Figure 1.3.7 Business Confidence, five years to the June quarter 2012

Figure Source: Australian Small Businesses- Key Statistics and Analysis 2012

This downward trend still exists in the Sensis Businesses Index 2013. Current perceptions of the
economy fell further, however there was a strong increase in the proportion of SMEs that felt the
26

Sensis Businesses Index, September 2013

26

economy would be stronger a year from September 2013, an indicator which has now been positive
overall for three successive quarters. However, according to the Sensis Business Index March 2014,
this kind of optimistic thoughts diminished again in the 1st quarter of 2014 because of the slowdown
of their businesses.
The latest survey27 about the Attitudes to the Federal Government Policies done by the Sensis
reflected a positive change. (As shown in Table 1.3.6) The net negative 1% approval rating
represented a fall of 10% points, reversing approximately one-sixth of last quarter’s 62 percentage
point post-election increase. The result comprised 24% (down 6% points) of SMEs supportive of the
Federal Government’s small business policies, and 25% (up 4% points) that felt their policies worked
against small business.
The key reasons SMEs gave for why they felt supportive in the latest findings included a view that
the Federal Government was more supportive and interested in small business, that they were
trying to reduce red tape and a view that the Liberal Party traditionally supported small business.
The key reasons SMEs gave for feeling that the Federal Government’s policies worked against them
included the views that taxation was too high, that there was too much bureaucracy and red tape
and that there were no incentives for small business.28
Table 1.3.6

Source: Sensis Business Index March 2014

1.3.4 SMEs and the R&D Approach in Australia
Businesses that innovate are twice as likely to boost their productivity, are 2.5 times more likely to
increase staff and are 5 times more likely to target the overseas market, according to an AusIndustry
source.
The programmes from the federal government level of Australia are designed to help Australian
businesses of all sizes and industries improve productivity and competitiveness, and create jobs.
There are also programmes specialising in incentives for R&D for small businesses. They support
invention and technology development in businesses by fostering collaboration between industry
and researchers.
27
28

Sensis Business Index, March 2014
Sensis Business Index, March 2014
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The Australian Federal Government offers an R&D Tax Incentive (starting from 1st July 2011) to
businesses, which is a targeted, generous and easy to access entitlement programme that helps
businesses offset some of the costs of doing R&D. The programme aims to help more businesses do
R&D and innovate. It is a broad-based entitlement programme, meaning that it is open to firms of all
sizes in all sectors which are conducting eligible R&D. It provides more generous support for
businesses, especially SMEs, than the R&D Tax Concession29 that it replaced. The new programme
relaxes the IP rules which makes a greater opportunity to claim, offers an increased ability to claim
overseas R&D, and provides an opportunity to apply for a Private Binding Ruling30 on R&D activities.
R&D Tax Incentive programme includes two core components:
1. A 45% refundable tax offset (equivalent to a 150% deduction) to eligible entities with an
aggregated turnover of less than AU$20 million per annum.
2. A non-refundable 40% tax offset (equivalent to 133% deduction) to all other eligible entities.
Generally, in Australia, tax incentives are given only for those R&D activities conducted in the
country, only with a few exceptions which have to be qualified by Innovation Australia. A company is
only entitled to a tax offset for those activities conducted for itself and not on behalf of associated
foreign companies or other entities. The R&D Tax Incentive is claimed through the company’s
income tax return at the end of the financial year.
Besides tax incentives, the Australia Federal Government also provides other programmes to
encourage collaboration on R&D. The CRC Programme, responsible by the Minister of Industry,
supports industry-led collaborations between researchers, industry and the community. The
programme was established in 1990 and since then CRCs have developed important new
technologies, products and services that help solve major economic, environmental and social
challenges facing Australia. In 2014-15 there are 36 active CRCs in areas as diverse as hearing,
healthcare, pest management, bushfire and natural hazards management, financial markets security
and the auto and aerospace industries. As well as commercialising leading-edge research taking
place in universities and research institutions, CRCs are producing graduates with hands-on industry
experience. This is helping create a highly-skilled workforce for the nation.
The Linkage Projects scheme, led by the Australian Research Council (ARC) provides funding to
Eligible Organisations to support R&D projects which are collaborative between higher education
researchers and other parts of the national innovation system, which are undertaken to acquire new
knowledge, and which involve risk or innovation. The aims of the project are to promote
development of long-term strategic research alliances between higher education organisations and
other organisations, including industry and end-users, in order to apply advanced knowledge to
problems and to provide opportunities to obtain national economic, social or cultural benefits; to
provide opportunities for researchers to pursue internationally competitive research in collaboration
with organisations outside the higher education sector, targeting those who have demonstrated a
29

The R&D Tax Concession, an old programme to encourage R&D, is the Federal Government's principal
incentive to companies undertaking R&D within Australia. The R&D Tax Concession allows eligible companies
(incorporated in Australia) to deduct up to 125% (175% on incremental expenditure subject to conditions) of
eligible expenditure incurred on R&D activities.
30
A Binding Private Ruling (BPR) is issued in response to an application and clarifies how the Commissioner
would interpret and apply the provisions of the tax laws relating to a specific proposed transaction.
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clear commitment to high-quality research; and to promote the growth of a national pool of worldclass researchers to meet the needs of the broader Australian innovation.
Other types of R&D incentive programmes are available, for example, the Research and
Development Programme offered by Australian Renewable Energy Agency (ARENA). The programme
supports renewable energy technologies that will increase the commercial deployment of renewable
energy technology in Australia. Providing support to world-class research and development projects
is a key part of ARENA’s strategy to increase the use of renewable energy technologies in Australia
by making them competitive with conventional energy sources. The first round of the R&D
programme promotes excellence in solar research. Projects must involve R&D into any of the
following solar energy solutions: solar photovoltaic, solar thermal, enabling technologies
(components and processes that can be integrated with solar PV or solar thermal such as energy
storage or control systems).
Nevertheless, the previously mentioned AusIndustry implements and delivers other programmes
aiming to foster productivity, competition and innovative businesses for companies. The provision of
high-level support to Innovation Australia in order to increase the economic return from successful
technology-based enterprises through conducting the Australian Government’s investments in the
commercialisation of the nation’s R&D and innovation is another programme. Moreover, it supports
early stage companies to commercialise Australian R&D and ideas through Venture Capital
innovation funds and tax concessions.
1.3.5 Small Businesses in South Australia
The economy of South Australia contains a broad range of industry sectors. Among all the sectors,
professional services represent the largest portion which is about 22%, followed by property and
construction (11%) and technology media communications, retail, and finance/banking and
insurance (each around 8%) (2014 State Business Survey). Figure 1.3.8 outlines the sectors that have
outperformed against average annual GSP growth. “Agriculture, forestry, fishing” performed best.
Figure 1.3.8 Annualised Change in Industry Gross Value Added, 2002/03 – 2011/12

Source: 2013 Economic Statement of South Australia
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Based on the survey carried out by the state, there are 41% of micro businesses which employ less
than 5 people, and around 50% of our SMEs. (See Figure 1.3.9)
Figure 1.3.9 Employment
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Source: 2014 State Business Survey

1.3.5.1 General Information about SMEs in South Australia
Table 1.3.7 shows the breakdown of small business numbers by state and territory and by industry.
From the table, it can be observed that South Australia accounts for about 7% (table 1.3.8) of the
total small businesses in Australia, mainly in the services industries (79.8%) and Agriculture, forestry
and fishing industry (13.7%). Table 1.3.8 shows that Agriculture, Forestry and Fishing (10.06%) is a
strong sector in South Australia, followed by Manufacturing (7.42%).

Table 1.3.7 Estimated Numbers of Small Businesses by Main State of Operation and Industry,
2010-11

Source: 2014 State Business Survey
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Table 1.3.8 Percentage of Businesses Numbers of South Australia in Australia by sectors
Share (%) of South
Australia in
Australia

South Australia

Australia

Agriculture, Forestry and
Fishing

10.06

19,503

193,961

Mining

6.27

471

7,509

Manufacturing

7.42

5,957

80,284

Services Industries

6.61

113,497

1,717,009

Not Classified

5.90

2,748

46,543

Total Small Businesses

7.00

142,176

2,045,335

Source: Author’s elaboration

Based on the ABS publication, South Australia is the state with the highest level of Small Business
survival rate (62.4%), right after Tasmania (62.5%). (Figure 1.3.10)
Figure 1.3.10 Small Business Survival Rates by State/Territory between June 2007 and June 2011
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1.3.5.2 South Australia- SMEs Outlook
After a slight increase in business confidence in the September quarter of 2013 in South Australia31,
the confidence dropped again to be slightly below average this quarter. The main concern of SMEs is
their business prospects. Those who are confident claimed that they have plenty of work coming up.
Despite the decreased business confidence, SMEs in South Australia recorded higher results for
sales indicator which was the highest of any state or territory. However, there is also a decrease for
employment, wages, prices, profitability and capital expenditure.
1.3.5.3 South Australia State Policy and R&D Programmes Supporting SMEs
According to the Sensis Business Index, there is an improvement in the support by the South
Australian state government for SMEs during the March quarter of 2014, but the government
remained the second least supported state or territory government. SMEs in South Australia have
the feeling that there was too much bureaucracy, and taxation was too high. Fortunately, the
situation is improving and the re-elected Labor government of South Australia has realised the
importance of SMEs and is willing to support the development of local SMEs.
With the great importance of SMEs which has been listed previously, the SOUTH AUSTRALIA
government is expected to be more supportive on this issue, through offering more aggressive tax
incentive systems or through other methods.
The State Government has already set up different programmes to assist the SMEs and encourage
R&D in the state. The Department of State Development (DSD, previous DMITRE-Department for
Manufacturing, Innovation, Trade, Resources and Energy) hosts a series of Commercialisation Case
Studies events, which feature short presentations by South Australian companies demonstrating
successful design-based innovation and commercialisation. Through case study presentations,
manufacturers have the opportunity to hear from industry peers who have been able to create a
competitive advantage for their business by implementing innovation and capturing new
opportunities.
Innovation Voucher Programme (IVP) is a programme held by DSD. It encourages collaboration
between SMEs and R&D organisations. Vouchers are awarded to R&D to help SMEs that lack the
necessary resources to solve technical problems and to encourage greater innovation within the
manufacturing sector. Between AU$10,000 and AU$20,000 is awarded on a competitive basis to
eligible R&D projects that partner SMEs with an annual turnover of less than AU$20 million. Funding
of up to AU$50,000 is considered on a special case basis. A funding contribution is required from
SMEs and the amount depends on annual turnover.
Another interesting programme coming from DSD is the SME Innovation Capacity Building
Programme. This consists of three programmes which help companies increase their capacity to
innovation. The Business Model Innovation programme helps manufacturers to understand how
they can create and capture greater value through innovative business models. The Customer Led
Innovation programme helps businesses develop an approach to transform their product and service
offerings by better understanding their customers’ needs. The Manufacturing Services programme
helps manufacturing firms to develop service based innovation strategies linked to in-house
competencies.
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Of course, DSD is not the only government department offering help to local businesses. The
programme of NanoConnect from Flinders University supports South Australian manufacturers in
experimenting with advanced nanotechnologies and engaging with key South Australian technology
researchers. The Industry Capability Network helps businesses win work with emerging projects in
South Australia, across the nation and in New Zealand by matching local skills and capabilities with
industry demands. GRANTassist provides businesses with access to up-to-date information on State
and Federal Government assistance and programmes relevant to businesses.
The Premier of South Australia, Jay Weatherill holds the opinion that science, research, education
and innovation go to the heart of South Australia’s capacity to develop a stronger economy that
brings lasting benefits to the community (Message from the Premier and Minister, Investing in
Science, January 2014). In response to this, the government has established the programme
Investing in Science, a total of around AU$170 million in funding per year. The fund is used to invest
in research, to encourage industry collaboration, entrepreneurship and commercialisation, and to
build strategic international partnerships. With the aim of increasing high quality research,
strengthening links between education, research and industry, and increasing international
collaboration in R&D to promote increased investment into South Australia, the programme
supports the development of new research centres; supports research students at university to
commercialise new ideas and releases more information to the community to encourage innovation;
supports collaborative research between South Australia universities and international research
partners and promotes South Australia as a premium destination for international students looking
to undertake Science, Technology, Engineering and Mathematics related study.
The above mentioned programmes are only a part of existing state government support. A number
of others are available for SMEs too. With the reachable supports, SMEs in this state are likely to
experience prosperity.

1.4 SMEs in China
Thanks to China’s reform and opening-up policy, the market-oriented reform has created a good
environment for the development of Chinese SMEs. According to the Development Research Centre
of State Council, SMEs accounted for more than 98% of the total enterprises in China and
contributed more than 60% of GDP.
Generally speaking, the “Standards of Small and Medium Enterprises”, written by the State
Development Planning Commission (SDPC), the Treasury Department and the National Bureau of
Statistics (NBS), defines SMEs as enterprises with an employment less than 2000 persons, or annual
turnover less than RMB300million (about €35.3million) 32 , or a total balance sheet less than
RMB400million (about €47.1million). However, the definition varies across industry sectors. Table
1.4.1 shows a brief definition of the main industry sectors.
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At the time of writing this report, the currency exchange rate was: US$1=RMB6.2, €1=RMB8.5. The
calculation on currency in this section is based on this rate.
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Table 1.4.1 Definitions of SMEs by Industry Sectors
Industry Sector

Employment

Turnover
(€ million)

Total Balance Sheet
(€million)

Manufacturing

<= 2000

<= 35.3

<= 47.1

Construction

<= 3000

<= 35.3

<= 47.1

Wholesale & Retail

<= 500

<= 17.65

-

Transportation & Post

<= 3000

<= 35.3

-

Accommodation&
Catering

<= 800

<= 17.65

-

Source: Author’s elaboration according to “Standards of SMEs”

1.4.1 The Importance of SMEs in China
China’s economy is experiencing a rapid growth these years and SMEs have played an important role
in this process. Since the reform and opening-up, SMEs have been developing and adapting to the
emerging economic situation continuously for almost 40 years. Now, they have become an
indispensable part of the national economy, not only in terms of enterprise numbers, but also the
contribution they made to employment, GDP and tax, and their capability of innovation and
introducing new products and services.
1.4.1.1 The Importance of SMEs in China: Number of Enterprises
According to the Ministry of Industry and Information Technology (MIIT), as of September 2013,
there were more than 50 million small businesses registered in China, among which there were
around 14 million enterprises and about 43 million individually-owned businesses. (See Figure 1.4.1)
Figure 1.4.1 Distribution of Total Business Numbers by
Business Size 2013
0.30%

2.40%
30.37%

66.93%

Large
Medium
Small
Micro

Source: Author’s elaboration according to data from MIIT

It can be seen from Figure 1.4.1 that Micro33 Businesses still represent the largest part of the total
businesses. The small and medium enterprises together represented about 32.77% of total
businesses.
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“Standards of SMEs” gives different definitions of Micro businesses across industry sectors. Agriculture,
Forestry and Fishing: enterprises with a turnover less than RMB0.5million; Manufacturing: enterprises with
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From the data provided by the China Association of Small and Medium Enterprises (CASME), SMEs in
China are distributed widely in the whole economy but slightly concentrated. Table 1.4.2 reflects
that Chinese SMEs mainly distributed in the Wholesale & Retail sector and the Manufacturing
sector.
Table 1.4.2 Businesses Number by Industry Sector, 2010

Industry Sector

Businesses
Changes of Number
Percentage
of
Number
(10 (compared to last
Total Businesses
thousand)
year)

Wholesale & Retail

397.09

+9.11%

38.1%

Manufacturing

242.25

+4.33%

23.2%

Leasing & Commercial Services

105.55

+17.32%

10.1%

…

…

…

…

+11.42%

0.51%

1.64

0%

0.16%

1.64

+5.8%

0.16%

Water Supply,
and
Public
Management
Health, Social
Welfare
Education

Environment
Facilities 5.27
Security

and

Source: Author’s elaboration based on data from CASME

On the other hand, Water Supply, Environment and Public Facilities Management, Health, Social
Security and Welfare, and Education were the least distributed sectors. It’s also worth pointing out
that the Leasing & Commercial Services enjoy the fastest growth in terms of business numbers from
year 2009 to year 2010. Although accurate data of year 2013 is unavailable, the big picture of the
industry distribution hasn’t changed. Wholesale & Retail and Manufacturing retained its leader
position, while technology related SMEs accounted for 4.62% of the total.34 The majority of Chinese
SMEs still focus on the labour-intensive or low technology required sectors. Meanwhile the new
trend, that Chinese SMEs start to evolve towards more technology-involved sectors, should not be
ignored.
1.4.1.2 The Importance of SMEs in China: Employment
Chinese SMEs are serving as an engine of job creation. In China the labour force has achieved the
number of 800 million and 767 million have been employed. According to the SAIC of China, the
Chinese SMEs are generating 80% of the total employment. And 70% of the new employment and
re-employment population are concentrated in small businesses. What’s worth mentioning is that

(previous page) less than 20 employees or a turnover below RMB3million; IT: enterprises with less than 10
employees or a turnover below RMB0.5million; Real Estate: enterprises with a turnover less than RMB1million
or a total balance sheet below RMB20million.
34
Data from State Administration for Industry and Commerce (SAIC) of China
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SMEs employ more low-income workers and socially vulnerable groups and sometimes are the only
source of employment in poorer regions.35
Unfortunately, there is no data available regarding the employment distribution across sectors.
Based on the business numbers in different sectors and the level of labour intensive of industry
sectors, it is believed that employment is mainly generated in the Wholesale & Retail and the
Manufacturing sectors. In the book “the Development and Forecast of SMEs in China”36, it is
mentioned that in the Manufacturing sector, SMEs generated about 110 million employees, about
83% of the total employment size of that sector.
1.4.2.3 The Importance of SMEs in China: Value Added and GDP
SMEs are the major contributors to China’s economic miracle. MIIT announced that industrial valueadded output of Chinese SMEs grew 16.9% year-on-year in the 1st quarter of 2011, which was even
2.5% higher than the overall industrial value-added output level.
Table 1.4.3 shows that private enterprises (mainly SMEs) have overtaken State-Owned Enterprises
(SOEs), becoming the biggest source of investment in urban fixed assets. In 2010, private enterprises
accounted for over half of the total investment in urban fixed assets (51.1% compared with 30.4% in
year 2004, and 42.3% for SOEs in 2010). Private enterprises have also surpassed SOEs in generating
exports. (In 2010, private enterprises’ total exports were double the value of exports from SOEs)37
Table 1.4.3 Investment in urban fixed assets and exports, 2004-2010 (percentage by source)

Due to the limited access to data, the breakdown of value added by industry sector couldn’t be
analysed.
1.4.2 Characteristics of Chinese SMEs
The Chinese SMEs enjoy the same general characteristics of SMEs, but at the same time they also
have their unique features because of the different economic environment.
• Labour intensive
According to a survey conducted by the Research Bureau of the People’s Bank of China (PBC) and
the Japan International Cooperation Agency (JICA) in 2004, 57.7% of a total of 850 surveyed
companies reported as labour-intensive enterprises. The techniques and markets of the labour35

Dr. Wei Li, Small and medium enterprises - the source of China’s economic miracle - and their financing
challenges
36
Chen Naixing, the Development and Forecast of SMEs in China, 2005-2006
37
Dr. Wei Li, Small and medium enterprises - the source of China’s economic miracle - and their financing
challenges
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intensive sector are comparatively mature and steadily developing. Enterprises of this sector benefit
from the abundance of cheap labour in China, which becomes a competitive advantage for them. In
2003, the China Enterprise Evaluation Association (CEEA), Department of SMEs of the National
Development and Reform Commission (NDRD), and other related organisations jointly did a survey
which found that more than half of SMEs were clustered in labour intensive industries such as the
textile industry, the chemical industry, non-metal and non-mineral manufacturing industry, ordinary
machine manufacturing industry and food-processing industry. All these industries are characterised
with less growth potential and less profitability.
However, under the current economic circumstances, the labour-intensive has become a burden of
Chinese SMEs because the lack of total demand and the lack of structural supply existing at the same
time, which turns the Sellers’ market to the Buyers’ market. This situation put SMEs in a dilemma. To
survive in the change of general environment, SMEs have to start their “second venture” in order to
transform to a knowledge-intensive or high technology related enterprises
• Mainly private-owned
Private-owned enterprises constitute a lion share of SMEs in China. The “Survey on Reform of
China’s SME Financial System” showed that only 11.2% of SMEs were state-owned or state-held
enterprises. They were mainly in the natural resource fields. A survey done by CEEA and its partners
in 2005 found that only 9.6% of SMEs were SOEs. Although there was a privatization reform in China
after the Asian financial crisis, discrimination against private enterprises still exists. It may be more
difficult for them to enter highly-growing industries.
• Limited access to formal financial market
In China, it is very difficult for SMEs to raise money in formal financial markets. Most of the capital
used is from self-accumulation or bank loans. And the bank loans provided are much less than the
needed amount since the financial crisis made the banks extremely careful when accepting loans
from SMEs in order to minimise the default risk. Therefore, banks are happier to lend money to SOEs
that are more likely to guarantee the return of loans.
Raising funds through capital market is another option for SMEs. However, entering capital market
needs to go through a complicated procedure which would take a long time. And the cost of
entering is also much higher. Apparently, this approach doesn’t fit the flexibility of SMEs. Only the
best performers of SMEs have the opportunity to go public.
• Huge regional disparities in the development of the SMEs
In the “2003 Survey Report on China’s High Growth SMEs”, it was demonstrated that out of 2,933
SMEs evaluated as “high-growth SME”, only 8.01% of them are in Western China, while SMEs from
Eastern China accounted for 78.86%.
• Innovation engine
SMEs are one of the most important drivers of innovation in most countries. Like others, in China
SMEs have been the drivers of innovation accounting for 66% of patents, and about 75% of the new
products or services are introduced by SMEs. However, when compared to SMEs in Germany and
other global powerhouses, China’s SMEs still don’t possess strong capability to translate the
intellectual capital to innovative products and services. Most of China’s SMEs are focused on being
suppliers to large companies or serving predictable, stable industries (auto parts, packaging). For
example, China produces a fraction of the “Hidden Champions” (Figure 1.4.2) Germany produces
and also far less than US and Japan. “Hidden Champions” are highly successful small companies that
are leaders in their niche market.
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Figure 1.4.2 “Hidden Champion” in the International Comparison (2012)

1.4.3 Business Conditions and Confidence of Chinese SMEs
Although SMEs have made tremendous contributions to the Chinese economic miracle, the current
situation which they are facing is not optimistic. With the negative effect of the global crisis, a vast
majority of SMEs are dealing with difficult times, especially those enterprises highly relying on
manufacturing, export and logistics. The indicator of Purchasing Managers Index (PMI)38 given by
HSBC reported PMI as 48.3 in June 2013(previous month: 49.2). This continuous drop reflected that
the businesses conditions for SMEs are deteriorating. According to HSBC, the five major indicators
(new orders, inventory levels, production, supplier deliveries and the employment environment)
constituting PMI were all experiencing a drop, which implied that deteriorating external demand,
weak domestic demand, slowdown of production and severely squeezed profit margins were
happening at the same time. (See Figure 1.4.3)
Figure 1.4.4 offers a clearer trend by business size, from which it can be observed that SMEs suffered
more in the global crisis, especially the small enterprises.

38

PMI is an indicator of the economic health of the manufacturing sector. The PMI index is based on five major
indicators: new orders, inventory levels, production, supplier deliveries and the employment environment. A
PMI of more than 50 represents expansion of the manufacturing sector, compared to the previous month. A
reading under 50 represents a contraction, while a reading at 50 indicates no change. (source: Investopediahttp://www.investopedia.com/terms/p/pmi.asp)
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Figure 1.4.3 PMI of HSBC in recent years
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Source: Report of SINOLINK SECURITIES

Figure 1.4.4 Official PMI Data by Business Size from Mainland
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Figure 1.4.5 shows the confidence level of SMEs about their own businesses. It can be found that in
the whole year of 2013, the confidence of SMEs was experiencing a continuous drop. The 4th quarter
of 2013 almost hit 50. According to the Standard Chartered, almost all the SMEs felt confident for
the general economic situation, but uncomfortable with the confidence of investment, operation
and financing. From the perspective of business size, small enterprises felt more pressed than
medium enterprises about operation, while small enterprises felt less pressed when speaking of
financing through non-banking channels, but with a higher cost.
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Figure 1.4.5 China SME Confidence Index
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Source: Author’s elaboration based on the data from Standard Chartered

The latest report from Standard Chartered said that Chinese SMEs showed stronger confidence in
economic growth in the first quarter of 2014, and expected faster improvement of the business
environment in the coming months. An index within the report showed SMEs' confidence rose to
56.51 — the highest level in a year — in the first three months, up by 9 percentage points from the
fourth quarter of 2012. Enterprises in the middle and western regions were more optimistic about
the future's growth, while companies from the eastern provinces still worry about the macro
economic situation. "The external economic recovery and the rebound of Chinese exports may
strengthen the new orders' growth," the report said. "But the small-scale businesses will still face
challenges of overseas uncertain economic environment and rising production costs."
The MIIT recently surveyed over 2,000 small and micro businesses. More than half of the
respondents complained about rising labour costs, materials and financing, according to Zhu
Hongren, chief engineer of the ministry. To empower SMEs, the Chinese government has, since
August 2013, waived value-added tax (VAT) and business tax for companies with monthly sales
lower than RMB20,000 (approximately AU$3,419.354). The policy will benefit six million small and
micro businesses in the country, easing them from a tax burden of RMB12 billion (approximately
AU$2.052 billion) a year. The authorities have also cancelled 33 categories of administrative fees and
launched a nationwide tax reform trial in traffic and modern service industries. The move is
expected to save SMEs RMB120 billion (approximately AU$20.52 billion) in taxes.
With the policy support from the government, SMEs in China still need to overcome the difficulty of
transferring from labour-intensive to technology/knowledge intensive enterprises. The big amount
of innovation patent is not enough and SMEs have to strengthen their capability of transferring
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Standard Chartered's SME Confidence Index is based on a quarterly survey covering 1,000 samples from 20
cities, including chemical material producing, transportation equipment manufacturing and electronic
machinery and equipment manufacturing industries.
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innovation to products/services to the market. We also expect to see how the government could
help SMEs solve the financing difficulty issue.
1.4.4 SMEs and the R&D Approach in China
The government tasked to oversee SMEs in China consists of four administrative departments: the
National Development and Reform Commission, China Coordination Centre for Cooperation of SMEs
with Foreign Countries, China Association of SMEs, and local SMEs department in each province.
Development policies and plans of governing SMEs were issued in 2003 for the first time. There are
various ways by which the government supports SMEs.
1. The SME Promotion Law, enacted in January 2003, lays the groundwork for public support
for SMEs. Under this law, the government protects the lawful investments of SMEs and their
equity investors alongside their investment earnings. Government administrative
departments protect the legal rights of SMEs, including their rights to fair competition and
fair trade. The state also identifies priority sectors for SME development through various
means.
2. In 2005, the government issued a document titled “State Council on Encouraging, Supporting
and Guiding the Development of Private and Other Non-Public Owned Economies”
(containing 36 Articles on Non-Public Owned Economies), which eased up market access
conditions for non-public economies, thus broadening development space.
3. The government published the SMEs Growth Project in 2006, aiming to promote the system
building of policy and regulation for SMEs, to cultivate the social service system of SMEs, to
facilitate SMEs structural adjustment, to sustain the SME reforms, to strengthen SMEs
training, to improve innovative ability, to resolve financing difficulties affecting SMEs to
encourage SMEs to expand offshore through the provision of FDI incentives and to improve
the overall supervision of SMEs.
4. In 2009, State Council issued another document “Opinions on Further Promoting SMEs”. The
document is mainly about creating a more friendly policy environment to SMEs, offering
financial support and fiscal incentives, helping SMEs carry out technology renovation and
structural reform, enhancing market and management development and improving public
service.
It seems that SMEs suddenly got the Chinese government’s full attention. Since 2009, each year the
Chinese government published at least one policy to support the development of SMEs:
-

“Opinions on Encouraging & Guiding the Healthy Development of Private Investment” in
2010,
“Standard for SMEs” and “the 12th Five-Year Plan for SME Development” in 2011,
“Opinions on Further Supporting Healthy Development of Small & Micro Enterprises” in 2012
“Notice on Special Actions to Assist Small & Micro Enterprises” in 2013.

A timeline of those policies with summary is showed in the following table. (Summary of each policy
seen Table 1.4.4)
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Table 1.4.4 SME Policy in Timeline

Source: Prof. Dr. Tang, Director, China ASEAN Studies, PIM, Facilitating SME: The Chinese Perspective, 2013

From the evolvement of policies, it can be observed that at the beginning the government mainly
focused on the ease of market access to SMEs, but from the year 2006, technology renovation and
structural reform have become the new focus of the government. The support for these two factors
has even been included in all the documents issued since 2006. “Innovation” has become an
extremely popular word since then.
The government also adopted a series of promotional regulations and measures in further support
of SMEs:
Financing for SME development: the state-allocated budget for SME financing includes an item
dedicated to supporting SME development. It also set up an SME development fund to encourage
donations through tax incentives extended to SMEs. The government also required financial
institutions to improve the financing environment for SMEs, strengthen their support to SMEs in
terms of enhanced credit and direct financing channels. It likewise enjoined various types of venture
capital to increase investments in SMEs by offering them tax incentives.
Market access: Government also assists SMEs to improve their market access by helping them
enhance their skills. SMEs are enjoined to conscientiously implement the nation’s industrial policies
and industrial planning regulations, specifically those on market access. Such stipulations, among
others, allow them to gain access to or avail themselves of vital services, such as those involving
monopoly industries, public utilities and infrastructures, social undertakings, financial services, and
national defence science and technology industries, which are now open to these enterprises,
provided they secure prior government approval. Market competition mechanisms will also be
introduced in the electric power sector, telecommunications, railway, civil aviation, petroleum and
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other industries and fields. At present, the government’s procurement system tends to favour
products and services generated by SMEs. Government encourages SMEs to expand their markets by
enforcing financial policies that allow, among others, imports and exports credit, export credit
insurance, etc. It enjoys qualified SMEs to invest in foreign markets.
Networking with other enterprises: Government encourages qualified enterprises to expand their
network. It also promotes specialisation and coordination among SMEs for the purpose of pursuing
collective development of materials supply, production, sale, and technological innovations. The
state also promotes M&A activities among SMEs, alongside reorganisation and optimized resource
utilisation. Provision of a government subsidy or loan facility is intended to support and encourages
SME technological innovations with large enterprises.
Improved social services for SMEs: Government is vigorously developing various types of social
intermediary service organisations, intensifying policy support for needed automatic funding of
specific undertakings, supporting the conduct of trainings among enterprise personnel,
strengthening services for science and technological innovations, supporting enterprises in opening
up domestic and foreign markets, and actively pushing for the creation of a credit system for
enterprises.
Some concrete supporting policies are provided in the next 2 tables. (Table 1.4.5 and Table 1.4.6)
Table 1.4.5 Policy Framework I

*Note: currency in the table refers to RMB. At the time of writing this report, the currency exchange rate was AS$1= RMB5.83
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Table 1.4.6 Special Fund and Development Fund

*Note: currency in the table refers to RMB. At the time of writing this report, the currency exchange rate was AS$1= RMB5.83

In addition to the above mentioned supportive programmes, there is an interesting programme
designed specifically for the SMEs with technology, Innovation Fund for Small Technology-based
Firms (Innofund). The Innofund is a special government fund established upon the approval of the
State Council. As a policy guide fund, it facilitates and encourages the innovation activities and the
transformation of research achievements by ways of financing. In the meantime, it works to bring
along and allure investment from the whole society to promote innovation. Without aiming at
profit-making for itself, the Innofund contributes to the national economic structure adjustment and
the growth of economy, taking revenue increase and job creation as the reward. The applicant
should be a business corporation with generally not more than 500 employees. Priorities will be
given to those projects with innovative technology or independent intellectual property and high
value-added, those that are founded by the research personnel or returned overseas students to
transfer their scientific achievements, those that are innovation projects jointly initiated by the
industrial side, universities and research institutions and those that make use of new and high
technology to revive the stock assets of the traditional industries and drive job creations.
1.4.5 Links between Universities/Research Organisations and SMEs
We have already mentioned that the government encourages innovation projects jointly initiated by
the industrial side, universities and research institutions. A lot of local government has published
regulations and incentives to enhance this kind of cooperation. In the year of 2009, China Petroleum
and Chemical SME Strategic Alliance with universities and research institutes was established in
Beijing to support the industry technology innovation and to cultivate talents in the industry. The
Alliance involves more than 10 top universities and research institutes. It encourages enterprises to
absorb students from the universities working as interns and accessing to the “true” industry to
learn practical knowledge. Since the growth of the whole industry was slowing down after 2008 and
the profit margin was lower than before, the petroleum and chemical industry experienced a fall
period. The alliance believes that cooperation with research institutes could improve the situation
and promote the sustainable, healthy and fast development by taking advantage of advanced
technology.
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Chapter 2
SMEs Internationalisation Process and Knowledge Transfer as an
asset of Strategic Collaboration
2.1 SMEs’ Internationalisation Process
Thanks to factors such as technological advancements and declining trade barriers, the world
economy has become more and more integrated. This rapid globalisation enables SMEs to expand
their businesses to international markets and use as an important strategic option to achieve
growth.
Usually, the internationalisation process involves risk and uncertainty which significantly impact
upon firm strategy. In order to internationalise successfully, SMEs have to be very cautious by
choosing the right strategy and methods. Challenges faced by SMEs in this process are different in
developing and developed countries. In developing countries, such as China, the challenge could be
having less educated managerial staff for strategic formation and the access to financial support. On
the other hand, in countries like Australia or EU members, the challenge could be low incentives for
internationalisation and high bank interest rate.40
The internationalisation process of the firms can be analysed in different ways. In previous studies,
authors analyse the internationalisation process of firms from network-based view and resourcebased view. A network-based view provides a comprehensive framework to understand the firm as
an embedded actor in the business network and research focuses on the management of
international relations. The resource-based view is developed within the field of strategic
management.41 In this section, we will focus on the resource-based view, the resources needed
during the internationalisation process. Why SMEs want to internationalise? What kind of resources
are SMEs looking for when internationalising? What resources have become the main challenges?
2.1.1 Drivers for SMEs to internationalise
Trade liberalisation and increasing international competition are the factors that put most pressure
on SMEs; in turn firms are in need for the strategic response. This response results in access to
foreign markets usually caused by push or pull factors. Pull factors take SMEs away from the
domestic market to access a foreign market because of an attractive expanding market; production
and supply costs are lower and profits are increased. Whereas, push factors include market
saturation, high product or supply cost and low profitability (Gibb, 2000) (Lesáková, 2005).
According to a report conducted by the OECD, a number of reasons for the SMEs to internationalise
have been discovered:
1. Growth Motives- Growth opportunities in international markets still remained a key driver
of firm internationalisation. The possibility of growth in other markets and increased profit
opportunities from international expansion were highlighted as key stimuli for exporting
among the Australian, British, Spanish, Swedish and US firms investigated in recent studies.
40

Wasim Ahmad Tahir and Faisal Mehmood, The Internationalisation Process of SMEs: A Comparative Study
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between Pakistani and Swedish SMEs, June 14 2010
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Ruzzier, Kranj, & Kanj-razj, 2006
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The internationalisation decision is also driven by the need for business growth, profits,
increased market size, stronger market position, and for reducing dependence on a single or
smaller number of markets.
2. Knowledge-related Motives- Research findings suggest that knowledge assets both push
and pull SMEs into international markets. The “push” dimension pertains to the importance
of managers’ previous international experience and related management capacity factors, as
observed in studies among Canadian firms, Spanish firms, and Swedish firms. There are also
related findings from a number of OECD countries (Canada, Ireland, and Sweden) and nonOECD economies (Chile, India and Indonesia) on the internationalisation triggering effects of
knowledge aspects, including R&D investment, innovation capabilities, unique product or
technology, and language skills; and firm resource base, as indicated by such proxies as size,
age, and experience. Search for knowledge assets may also pull SMEs into international
markets, as suggested by Kocker and Buhl’s findings that firms internationalise to obtain
missing know-how required to maintain their lead in technological development.
3. Network/Social Ties and Supply Chain Links- A number of recent studies have highlighted
the importance of network/social ties and supply chain links in triggering SMEs’ first
internationalisation step and extending internationalisation processes. These include
research among American, Australian, Canadian and Portuguese businesses. Both North
American studies particularly reported the stimulating effect on export activity of firms’ soft
assets, including social and network capital, some of which may have accrued through
managers’ immigrant background and associated links. The study among fish exporters from
the Azores Islands, an autonomous Portuguese archipelago in the North Atlantic, some 900
miles from the European mainland, highlighted the importance of family and social ties with
emigrant communities in global markets in driving SME internationalisation. (See the
following Box 1) Kocker and Buhl also observed that taking advantage of collaborative links is
a common motive among the firms they investigated across ten OECD countries.
Box 1: Social Ties Driving Internationalisation for SMEs from Azores Islands, Portugal
A recent study of a small fish exporter from the Azores Islands, an autonomous Portuguese archipelago in the
North Atlantic, some 900 miles from the European mainland, offers useful insights on the key drivers of
internationalisation for companies based on small islands. It illustrates the critical role of social ties in
guiding and supporting island-based SMEs towards successful internationalisation. Often challenged by
“isolation” and distance from the core economies, and by diseconomies of scale and high transportation cost,
these SMEs from small islands tend to exhibit relatively low international involvement. The resultant
economic weakness associated with such islands often fuels emigration. There is evidence, however, that
some island-based SMEs leverage the network of family and social ties existing between those remaining on
the islands and those that emigrated to compete in international markets. In the case of the small fish
exporter from the Azores Islands investigated by Camara and Simeos (2008), this meant access to major
emigrant communities in Canada (British Columbia and Quebec) and the U.S. (California, Hawaii,
Massachusetts, and Rhode Island) among others.
Source: Camara and Simeos (2008)
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4. Domestic/Regional Market Drivers- There is also support from recent relevant research on
the push effects of firms’ limited or stagnating domestic market on internationalisation
behaviour. For example, both Rundh and Orser and colleagues found this to be the case
based on their respective studies of Swedish and Canadian firms. A regional, or sub-national,
dimension was reported by Lopez, who found that Spanish firms from different regions
differed significantly in their export tendency, with export propensity increasing in regions
with less favourable domestic conditions, local incentives to export and good export
infrastructure. The Spanish study also identified the favourable country/region of origin
image enjoyed by Spanish agricultural products in international markets as an additional
stimulus for the internationalisation of the firms investigated. Recent evidence from Chile
and Indonesia further suggests a greater tendency to export among firms from sectors
characterised by high levels of export intensity and presence of foreign buyers. The
Indonesian finding on the importance of foreign buyers’ presence is significant as it
reinforces the earlier observed need to boost SMEs’ role in global value chains through
facilitating their integration into production/supply systems of foreign affiliates of larger
firms (OECD, 2008).
2.1.2 Common approaches adopted by SMEs to internationalise
The internationalisation process can be defined as: “Internationalisation of a firm is a process in
which the firms gradually increase international involvement”. (Johanson & Vahlne, 1977) Since the
1970s, a lot of research on the topic of SMEs’ internationalisation process has been carried out.
Different authors explain the phenomena from a variety of perspectives.
2.1.2.1 The Uppsala International Model
The famous Uppsala International Model (U-Model), developed in the 1970s by the Nordic
researchers, is considered best to understand the process of internationalisation of SMEs. The model
is based on the assumptions that lack of knowledge of SMEs about the foreign market and failure of
firms to make commitment are the main obstacles for the SMEs to start their internationalisation
process. (Johanson & Vahlne, 1977)
The main structure of the U-Model involves 2 factors: “state” and “change” aspects of the
internationalisation variables. The “state” aspect of the model considers the “market commitment”
(resource commitment to foreign market) and “market knowledge” (current knowledge of the firm
about the foreign market). On the other hand the “change” aspect of the Uppsala
internationalisation model considers the factors “commitment decision” (decision to commitment
resources) and “current activity” (performance of current business activity). (Johanson & Vahlne,
1977)
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Figure 2.1.1 the Uppsala International
Model Framework

Source: Johanson & Vahlne, 1990, in Johanson and
Associates, 1994, p. 84.

The market commitment factor of the model is further composed of two factors “the amount of
resources committed”, defined as the amount of investment in a particular market, and “degree of
commitment”, defined as the difficulty of finding other alternatives for firms’ resources and mobility
of resources.
Market knowledge is considered most important. The knowledge about market
opportunities/problems is helpful for the firm to take decisions, and the firm can also evaluate the
alternative based on the market knowledge. Usually, firms can use the current activities to gain
experience, or hire experienced employees. The commitment decision of the firm depends on
decision alternatives that are raised and how the firms can choose these alternatives. Firms can
make decisions in response to market opportunities/problems that depends on experience of the
firms. (Johanson& Vahlne, 1977)
Figure 2.1.2 Stages of U-Model

Source: Wasim Ahmad Tahir and Faisal Mehmood, the Internationalisation Process of SMEs: A Comparative
th
Study between Pakistani and Swedish SMEs, June 14 2010

According to the Uppsala Model, there are four stages of the firm in the international market. In the
first stage the firm has no regular export activities and only collects knowledge about targeted
foreign markets. When the firm obtains some general knowledge it starts export activities through
an independent representative and arrives at the 2nd stage. Then when the firm has the required
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knowledge, it shifts to the next stage and establishes a sales subsidiary overseas. The firm comes to
the last stage when more market knowledge and more resources commitment are acquired, and
starts its own production in the host country. (Johanson & Vahlne, 1977) Each of the stages involves
a progressively higher level of involvement and risk.
2.1.2.2 Innovation-Related Internationalisation Model
Another model used for the internationalisation process is the so called Innovation-Related
Internationalisation Model (II-Model). It derived from Roger’s “stages of the adoption process” and
was presented by Cavusgil in 1980. II-Model is based on the assumption that the
internationalisation process of firms is a process parallel to the stages of product adoption and the
internationalisation of the firm is considered as an innovation. The different stages of the model
are measured by the ratio of export to total sale, which represents the extent the firm is involved in
international activities. (Snuif & R, 2000)
The model explains different stages for the internationalisation process of firms. However, the
number of stages varies from three to six. The main difference between the Uppsala
internationalisation model and the innovation-related model lies in their number of stages and
description of each stage. According to Cavusgil (1980), firms in the initial stages of the
internationalisation process are not interested in exporting activities. In the first stage firms
distribute their product in the domestic market and in the second stage, firms obtain information
about the foreign market. The exporting activities of the firms according to Cavusgil starts from the
third stage, the process continues and firms start expanding in fourth and fifth stages. (Andersen,
1992)
Figure 2.1.3 Stages of II-Model
Domestic
Marketing
Stage

Pre-Export
Stage

Experimental
Involvement
Stage

Active
Involvement
Stage

Committed
Involvement
Stage

Source: Otto Andersen, 1992 Page 213edited by author

Zawart (2000) described in his studies that the innovation-related model is mainly based on the
export development process of firms. Andersson (2000) further suggested that the model
considered the learning process and managers as important factors for the internationalisation
process of firms. In recent years Clercq, Sapienza and Crins (2005) applied the II-Model in their
studies and concluded that learning efforts and entrepreneurial orientation have positive impact
on the internationalisation process (Viktor Petrovski and Yinjie Shi 2009).

Both the U-Model and II-Model can be described as behaviourally-oriented with the gradual pattern
of internationalisation being attributed to:
-

Lack of knowledge by the firm, especially “experiential knowledge”, and
Uncertainty associated with the decision to internationalise.
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When trying to explain internationalisation across markets in different countries, Johanson & Vahlne
assumed that firms would tend to enter new markets with successively greater psychic distance.
Psychic distance may be defined in terms of factors that inhibit or disturb the flow of information
between firms and markets. These factors may include language, culture, political systems,
education levels, and level of industrial development. 42 However, on this point, some other
researchers were not able to verify through their works. Australia is a country of immigrants. People
with different cultural, educational and political backgrounds come here to settle down, which
makes this country a melting pot. South Australia is in the same situation. There were 14,254
international students (nationally 255,170) enrolled in South Australia in January 2014. These
students are from China, India, South Korea, Brazil and other nations. The fact shows that South
Australia, although a developed region with western culture, has shorter psychic distance with other
countries or regions. This advantage is believed to allow South Australia a good internationalisation
destination for SMEs from other countries.
Various models show a number of common features and the main differences exist in the number of
stages and the description of individual stages, as well as differences in exporting incentives.
Research by Cavusgil and Nevin (1981) found that there are a number of management and firm
characteristics that account for a substantial portion of the variation in the export marketing
behaviour of firms. The study identified both macro level (external) and internal determinants of
behaviour. External determinants refer to national export policies and stimulative incentives
provided by governments, while internal determinants were about the attitudes of managers to
exporting as marginal business, fears of exporting, indifference, unwillingness to commit resources,
lack of knowledge, plus “a host of others”. The conclusion drawn was that the main barriers to
export involvement were internal rather than external. (Cavusgil and Nevin, 1981)
Exporting SMEs’ owners and managers were found to be more likely to have an international
orientation than non-exporters. Many exporters were found to be more positive in their attitude to
exporting, with exporting being considered to be important to the development of the firm, leading
to higher profits, resulting in a perception of lower risk associated with export, and a belief that
costs associated with exporting are lower than perceived by non-exporting owner-managers.
Additional psychological traits reported included a higher degree of creativity and innovation
associated with exporters than non-exporters, higher levels of dynamism and aggression in
relation to business activities, higher flexibility, and higher levels of self-confidence on the part of
exporting respondents.43
2.1.3 Top Barriers Faced by SMEs to Internationalise
Several surveys investigating barriers to SMEs internationalisation have been conducted by private
or public organisations in OECD, APEC and other countries and regions. OECD did a review of the
evidence based on the existing studies and found that the top barriers for SMEs to internationalise
are the following:
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Lech Gierczycki & David McHardy Reid, Internationalisation of Australian SMEs: A Review of the Literature as
a Precursor to A Study of the Cultural Factors in the Internationalisation Process, May 2004
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Lech Gierczycki & David McHardy Reid, Internationalisation of Australian SMEs: A Review of the Literature as
a Precursor to A Study of the Cultural Factors in the Internationalisation Process, May 2004
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-

-

-

-

Shortage of working capital to finance overseas activities: Limited access to financial
support has continued to be the leading barrier to the internationalisation of SMEs. This
involves early-stage SME exporters, and also more established ones, in regard to accessing
operating and term loans and the terms thereof. A similar primacy of financing barrier was
reported by Australian businesses planning their first international operations. Lack of
capital requirements and other firm resources and limited access to key infrastructure were
also reported by SMEs in China, Finland, India, Indonesia, Ireland, Russia, South Africa, Spain,
Sweden and Turkey.
Limited information to locate/analyse markets: Inadequate knowledge of overseas markets
also emerged as a top barrier in a study of Australian firms (EFIC, 2008). This factor was
highlighted as the most cited internationalisation barrier among the responding firms,
showing that information gaps remain a critical challenge to SMEs even in the current era of
extensive information availability.
Inability to contact potential overseas customers: Among the studies reporting relevant
evidence are separate UK research by Crick (2007), Barnes and colleagues (2006), and
Kneller and Pisu (2007). Crick (2007) highlighted the difficulty of locating/obtaining adequate
representation in target export markets while the other two studies identified finding an
appropriate foreign market partner as a key impediment to the internationalisation of the
SMEs studied. A survey of Swedish exporters by Rundh (2007) also reported the difficulty of
gaining access to a suitable distribution channel in international markets.
Lack of managerial time, skills and knowledge: A study of American and Canadian firms, for
example, reported that managerial risk perceptions and lack of knowledge about
international markets were major reasons for not engaging in international trade (UPS,
2007). Limitations in managers’ internationalisation knowledge similarly emerged as a
leading obstacle to export initiation among the Russian and South African SMEs studied by
IBF International Consulting (2008) and AMSCO (2006) respectively. Differences in
managerial perceptions among American and Indian engineering firms were also found by
Smith et al. (2006) to account for the observed variations in exporting activity. Further
research among Korean and Spanish SMEs similarly highlighted the salience of
experiential/international market knowledge in explaining the internationalisation process
of SMEs. Other studies that alluded to the intensity of managers’ perceptual/psychological
barriers to internationalisation include Crick (2007) and Vivekanandan and Rajendran (2006).

2.1.4 Internationalisation Process of European SMEs
According to the 2010 report from the European Commission, a considerable number of European
SMEs are engaged in international activities but only a small percentage are involved in
internationalisation beyond the Internal Market. All enterprises that reported that they were
engaged in importing, exporting and foreign direct investments (FDI) have been asked in which year
they started with each mode of internationalisation. The average start year across all enterprises:
-

importing
exporting
having foreign subcontractors
acting as subcontractor to foreign firms
technical cooperation
foreign direct investment

1994
1995
1998
1999
2000
2003
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The two most common modes of internationalisation are exports and imports: 25% of SMEs within
the EU27 export, of which about 50% also go beyond the Internal Market (thus totally 13% of SMEs
go beyond the Internal Market); 29% of SMEs within the EU27 import, again 50% import from
countries outside the Internal Market (thus totally 14% of SMEs import from outside the Internal
Market). Besides, 8% of SMEs within the EU27 are involved in technological cooperation with a
foreign partner; 8% are a subcontractor to a foreign partner and 2% of SMEs are active in FDI. 44 (As
seen in Figure 2.1.4)
Figure 2.1.4 Percentage of European SMEs involved in international business activities, having
concrete plans to start such activities or none at all. For various modes of internationalisation, all
33 countries

In Europe, there is a direct link between the level of internationalisation and size of the company.
The larger the company, the more it tends to internationalise. For exports, 24% of micro, 38% of
small and 53% of medium-sized SMEs are active; for imports, the respective percentages are 28%,
39% and 55%. (Details see Table 2.1.1 and Figure 2.1.5) There is also a negative correlation between
the size of the SMEs’ home countries and population and their international activities (i.e. the
smaller the country, the more its SMEs is internationalised). Countries such as Estonia, Denmark,
Sweden, the Czech Republic and Slovenia have a much higher percentage of exporters than the EU
average of 25%. Germany, France and UK score below average.45

44
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European Commission, Internationalisation of European SMEs, 2010
European Commission, Internationalisation of European SMEs, 2010
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Table 2.1.1 Percentage of SMEs with international business activities in 2006-2008, by enterprise
size

Figure 2.1.5 Percentage of internationalised (*) SMEs in 2006-2008 by size of firm

The total number of SMEs that invest abroad is quite limited, only about 2%. At an overall level some
main characteristics are identified: most foreign establishments are subsidiaries (42%), but
considerable numbers are just branch offices (not a separate legal entity) or joint ventures; the
functions of these foreign establishments are representative office, sales office, local production and
“other”. Only 2% have offices mainly used for sourcing inputs. Most of the 2% of all SMEs that did
invest abroad limit themselves to one country (71%). (See Figure 2.1.6 and Figure 2.1.7)
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Figure 2.1.6 Legal form of foreign establishment (percentages)

Figure 2.1.7 Type of activities carried out by foreign establishment (percentages)

The Observatory of European SME Analytical report established that only a very small number of EU
SMEs have subsidiaries or joint ventures abroad (5%). The main reason for SMEs to invest abroad,
derived from this Flash Eurobarometer Survey, is the geographic proximity as supplier to other
enterprises. Figure 2.1.8 provides 7 main reasons. One third of the responding SMEs answer 'do not
know'.
Figure 2.1.8 Main reason for having foreign subsidiaries/joint ventures abroad, percentage of
SMEs with subsidiaries/joint ventures abroad
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When coming to the main sectors involved in the internationalisation of SMEs in Europe, Mining,
Manufacturing, Wholesale Trade, Research Organisations and sale of Motor Vehicles are the top five
sectors in Exporting field, while Wholesale Trade, Mining, Manufacturing, sale of Motor Vehicles and
Renting Activities are the top five in Importing field.
Figure 2.1.9 shows that the combination of FDI, technical cooperation and/or foreign subcontractor
relationships in 2006-2008, results especially in high scores with: research; transport; other business
services; sale of motor vehicles and wholesale trade. The lowest percentages are reported for:
human health services; retail trade and hotels.
Figure 2.1.9 Percentage of European SMEs with FDI, technical cooperation and/or foreign
subcontractor relationships in 2006-2008 by sector

The overall picture (Figure 2.1.10), incorporating all modes of internationalisation, shows the highest
scores in: wholesale trade; mining; manufacturing; research; and sale of motor vehicles. The only
sector which reported a very low participation in any form of international business activities is
human health services.
Figure 2.1.10 Percentage of internationalised (*) European SMEs in 2006-2008 by sector
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As mentioned before, of all micro enterprises, only 2% invested abroad in the period 2006-2008,
whereas this was 6% for small and 16% for medium-sized enterprises (average still 2% for all SMEs).
Based on survey responses, different sized of enterprises have different top four investment
destinations:
-

For micro enterprises: Bulgaria, Latvia, Saudi Arabia and Tunisia;
For small enterprises: Germany, Poland, UK and China;
For medium-sized enterprises: U.S., China, Poland and France.

This results in an overall top-4 for all SMEs of China, Germany, Bulgaria and Latvia.
We already said that 7% of the SMEs in the 33 countries surveyed have technological cooperation
with enterprises abroad: micro 7%; small enterprises 12% and medium-sized enterprises 22%.
Germany is by far the country most mentioned, i.e. by 18% of these enterprises. The top-10
countries are shown in Table 2.1.2. The table shows that countries with high technology attract
more enterprises to invest there or cooperate with them.
Table 2.1.2 The top-10 countries that European SMEs have technical cooperation with

The results of the OECD surveys show that internationally active firms introduce product/service
and process innovations more often than non-internationally active firms. Almost half of the
internationally active firms introduced new products or services in 2006-2008 (overall average only
32%) and in the same period almost one third introduced process innovations (overall average 22%).
60% of the internationally active SMEs that introduced new products or services developed these
new products or services by themselves. A firm's new product or service development may both be
necessary to enter foreign markets as well as be a consequence of a firm's foreign market activities.
The latter effect provides support for the "learning-by internationalisation" hypothesis. In particular
foreign investors need both innovations to build competitive advantage in foreign markets and
innovate as a consequence of their involvement in foreign markets. Interestingly, the most
frequently mentioned reason among internationally active SMEs for developing products or services
themselves is that this is a consequence of competition from foreign enterprises on the enterprise's
home market. Thus, policy-makers should not underestimate the catalysing role that foreign firms
may play in the home market in stimulating domestic firm's innovativeness. (Details in Box 2)
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In Europe, another interesting phenomenon which has been observed is that internationalisation
also has an impact on firms’ performance. Results of a survey conducted by Eurostat show that SMEs
involved in internationalisation generally have a higher increase in employment size than SMEs
without internationalisation from year 2007 to year 2009. And the situation is also true in terms of
the SMEs’ turnover. The positive association between being internationally active and reporting
high turnover growth is especially large for SMEs that invest abroad. For these categories the
percentage of enterprises reporting that turnover increased quite a lot from 2007 to 2008 is about
20%, against an average of only 8%.46
Are there any specific barriers for European SMEs going international? According to the survey
report by the European Commission, the most important internal barriers are the price of the
products or services of the enterprise, and the high cost of internationalisation. The price issue
relates to the general price level in the home market and the level of efficiency of the firms.
Regarding the external barriers, lack of capital and lack of adequate public support are ranked at the
top.
Box 2: Reasons why SMEs innovate by themselves
Internationalisation and innovation may be related in two ways, as suggested previously. On one hand international
activities may build on innovation in the sense that firms need to innovate in order to be able to compete in foreign
markets (Karagozoglu and Lindell, 1998; Roper and Love, 2002). On the other hand internationalisation may lead to
innovation as a result of so called "learning-by export/internationalisation" effects (Branstetter, 2006; Chuang, 1998).
Such learning effects can occur e.g. because foreign market activities provide firms with access to knowledge and
technologies that are not available in the domestic market. Previous studies have mainly used econometric analysis to
study the link between innovation and internationalisation (Hessels, 2008; Lachenmaier and Wöβmann, 2006; Roper and
Love, 2002; Wakelin, 1998). Based on such studies, it is clear that there is a link between innovation and
internationalisation (at least for exports on which most studies focus); however it is often difficult to disentangle
directions of causality.
In addition, innovation may also be a consequence of foreign competition. Foreign competitors may motivate domestic
SMEs to innovate, e.g., to deal effectively with foreign competition but also because technological or foreign market spillover effects may take place from foreign firms to SMEs. SMEs increasingly encounter foreign competition in their home
markets. Therefore in the survey it was also asked whether the new product or service development was a consequence of
competition from foreign companies on the enterprise's home market.
On average, 32% of the SMEs that developed products or services by themselves indicate that such innovations were
necessary for entering foreign markets. Table 2.1.3 shows that internationally active firms score above this average (37%),
while non-internationally active firms score below this average (19%). But the highest score is found with the small group
of enterprises that have concrete plans to become active (60%, unweighted n=126). When making a distinction between
the different modes of internationalisation (not reported in the table) firms that invested abroad (45%, unweighted n=528)
and firms with technological cooperation abroad (42%) indicate that the innovation was necessary for foreign market
access. While overall firms with international activities more often indicate that they developed new products or services
themselves to access new foreign markets than firms with no such activities, there are only small differences between
firms with foreign subcontractors and firms with no foreign subcontractors.
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Table 2.1.3 Reasons for developing new products or services by itself and international activities (percentage of SMEs
that introduced new products or services, more than one answer possible)

22% of SMEs that developed products or services by themselves indicate that this was a consequence of activities in
foreign markets. It is no surprise to find this is the case with firms involved recently in international activities than firms
with no such activities. When looking at the different modes of internationalisation (not reported in the table) it appears
that in particular firms that invested abroad (53%) and to a lesser extent firms that are a subcontractor to a foreign main
contractor (43%) are most often triggered to innovate by foreign market activities. Thus, among the different activities
foreign investments and being a subcontractor to foreign firms seem to be the most important routes for "learning by
internationalisation".
Finally, for 35% (overall level, not reported in the table) of the SMEs the development of new products and services by
themselves was a consequence of foreign competition in their home market. Again, firms with international activities more
often indicate this to be the case, in particular firms that are a subcontractor to a foreign main contractor (53%). The only
exception is firms that invested abroad, they do not differ from firms with no foreign investment activities (both 35%).
Source: European Commission, Internationalisation of European SMEs, 2010

2.1.5 Internationalisation Process of Australian SMEs
Australia is one of the largest capitalist economies in the world, with a GDP of US$1.5 trillion in the
year 2013 and a total wealth of US$6.4 trillion. In 2013, it was the 12th largest national economy by
nominal GDP. Australia is an export-oriented country, and has a policy of free trade and trade
relations with their neighbours that are diplomatic and close.47 (Data from World Bank)
In the late 1800s, Australia experienced a period of rapid technological innovation, which formed the
way for successful exports. At that time, the main export commodity was wool and the main
destination was Britain. Nowadays, Australia is the 19th-largest importer and also 19th-largest
exporter in the world. In the second half of the 20th century, Australian trade shifted away from
Europe and North America to Japan and other East Asian markets. Its main export partners are China
(29.5%), Japan (19.3%), South Korea (8%) and India (4.9%). Meanwhile, Australia imports mainly
from China (18.2%), U.S. (11.6%), Japan (7.8%) and Singapore (5.9%).48 Figure 2.1.11 indicates ‘what
Australia exported in 2011’. It is obvious that the Australian exportation is mainly resource-driven.
There are some concerns by economists that Australia may be too dependent on exports and on the
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mining industry and the government needs to encourage the development of the non-mining
industry in order to achieve the diversification of its economy structure.
Figure 2.1.11

Source: Australia Export Treemap by Product (2012) from Harvard Atlas of Economic Complexity
Based on the analysis we have done in Section 1.3.2 about the Characteristics of Australian
Businesses, we can see that Australian SMEs show a low level of involvement in internationally
collaborative arrangements, especially small enterprises (14.7%). Export represents the major mode
of internationalisation.
Evidence shows that SMEs in Australia are not keeping up with global trends. Reasons may be
geographic and psychic distance, the costs disadvantage and the overdependence and narrowly
focused economic development policies of the Australian government.
Australia’s export credit agency, Export Finance and Insurance Corporation (EFIC), undertook a
research and found that Australian SMEs are keen to invest overseas but are often restrained by
difficulty in accessing finance and professional advice and support. Of over 2,000 Australian SMEs
surveyed, one in four have either already established overseas operations successfully, have tried to
without success, or have plans to in the future. These investments are concentrated in sales and
marketing operations and warehouse facilities to support their exports. Only 7% of the SMEs
surveyed indicated that they has established manufacturing facilities overseas.
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Like Europe, obtaining finance was also identified as a major obstacle for Australian SMEs. 58% of
them that have already established overseas facilities reported difficulties in accessing finance for
investments. More than three quarters of the SMEs surveyed said they relied on personal networks,
word of mouth and trading partners as sources of advice on establishing overseas operations, rather
than seeking any professional advice.
Another factor holding Australian SMEs back is likely to come from the culture. As we mentioned
before, the main barriers to export involvement may be internal rather than external. In describing
the Australian “character” McGregor (1966, p.40) states that “the national character of any country
is usually nothing more than a description of the dominant social group in it”. The Australian
character has, in the past been described as being sceptical, down-to earth, laconic
bushman/worker. Such a characterisation is, perhaps, less applicable today given the higher level of
urbanisation, industrialisation, education and increased influence of immigrants from countries
other than Europe. The Australia of the `90s and early 21st century is likely to be regarded
differently by contemporary sociologists. For example, the influence of the multitude of people of
many ethnic backgrounds could reasonably be expected to have a somewhat different impact to the
more restricted range of influences of three decades ago, when the major immigrant groups
originated from the United Kingdom and various European countries.
Several surveys found that Australians find it easier to feel satisfied with their current status. This
kind of character gives SMEs less incentives or ambition to expand overseas. Even if the SMEs have
achieved a level of success, a lot of them would choose to sell their companies to larger corporations
which already have international connections, for example Hardy’s Wine. Hardy Wine Company was
founded in 1853 by Thomas Hardy in Adelaide, South Australia. Hardy steadily expanded the
company over the years and established extensive vineyards in the Padthaway area in 1968. In 1976
Thomas Hardy & Sons made its first corporate acquisition by purchasing the London-based Emu
Wine Company, then Chateau Reynella in 1982 which was converted to Hardy Wine Company’s
Headquarters. In 2003, the brands of BRL Hardy and those of Constellation Brands were merged to
create the world’s largest international wine business, the Hardy Wine Company. In 2008, it was
renamed Constellation Wine Australia. On 31 January 2011 Constellation Brands Inc divested 80% of
Constellation Wine Australia along with its sister company, Constellation Europe, to the Australian
private equity company, CHAMP. After that, in June 2011 it was renamed Accolade Wines.49 Hardy’s
Wine is not the only case. Orlando Wines (famous brand: Jacob’s Creek), the Australian winery
located in South Australia’s Barossa Valley wine-growing region, was acquired by the French group
Pernod Ricard in 1989. RM. Williams, the famous Australian outfitting company established and
located in South Australia, sold 49.9% of its stake of the 81-year-old company to L Capital, the
private equity affiliate of LVMH in April 2013, in order to pursue the “external commercial growth
and expansion plans”.
Australia is also a relatively humble nation, which leads to an illusion that there is no technology/
know-how leader companies here and thus attracts less investors’ attention (especially SMEs’).
Normally, here in Australia, successful companies with extensive and advanced knowledge in their
niche market don’t wave their hands to let the world know. They are the so-called Hidden
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Champion—a world-leading company in its niche though unnoticed by most 50 . According to
Christoph Petzoldt, Australian managing director of Simon-Kucher & Partners which has been
studying the Hidden Champion phenomenon since 1986, Australia has it specialists in manufacturing
and other industries, especially in the mining sector. There are some companies which grew with the
mining boom and have specialised worldwide in certain solutions, such as Mine Arc which does
rescue capsules for underground mines. (There are possibly only 2 companies doing this business in
the world.) Hidden Champions like Mine Arc in Australia also include Resmed, SAGE Automation,
CHEP and ANCA.51 The lack of self-promotion makes good companies unknown to the world.
On the other hand, the inward FDI of Australia is another story. With the richness of resources, more
than two decades of unbroken annual economic growth and investor confidence in its competitive
business climate, Australia possesses the great power to attract foreign investment into the country.
Inward FDI flows into Australia more than doubled over the five years to 2012 to US$231 billion,
according to the annual data from the United Nations Conference on Trade and Development
(UNCTAD). Australia’s FDI outpaced global growth of 28% from 2008 to 2012. In addition, the
nation’s share of FDI inflows into developed economies surged to 6.2% from 2.8%, reflecting
Australia’s attractiveness to other investors.
As at the end of 2012, the mining industry accounts for the highest share of Australia’s stock of FDI,
reflecting strong world demand for mineral commodities and the competitiveness of Australia in
2012. Mining, manufacturing, finance and insurance, and wholesale and retail trade have the largest
stocks of FDI in Australia on an industry basis. The level of FDI in Australia grew by almost 39% in the
four years to 2012. More than half of this increase came from mining ($83 billion or 54% of total FDI
growth), followed by wholesale and retail trade ($23 billion or 15%) and manufacturing ($20 billion
or 13%). A number of high profile international retailers have chosen to invest in Australia,
capitalizing on the relative strength of the local economy, improved retail infrastructure offerings,
and strong online demand from Australian consumers for overseas brands.52
Can Australia depend on the mining industry to continue to attract investment? Unfortunately, the
answer seems no. Rhiannon Hoyle from the Wall Street Journal (June 25th, 2014) reports that
investors are cutting their exposure to iron ore as the industry faces a flood of new supply that has
pushed prices for the steel making ingredient close to two-year lows. Billions of dollars are being
spent by resources companies on new iron-ore mine in countries from Australia to Brazil, aiming to
meet Asia’s appetite. But many investors are concerned that demand isn’t strong enough to soak up
that supply, and that the industry could face a prolonged slump that could force shutdowns of
higher-cost mines as well as layoffs. The benchmark price of ore is down by about a third this year
(2014), as rising supplies from Australian mines gives steelmakers the upper hand in negotiations.
Iron ore was trading at about US$93 a metric ton on June 24th 2014, after slipping as low as US$89 a
ton the week before to its weakest level since September 2012. (See Figure 2.1.12)

Figure 2.1.12
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It seems that the Abbott government has realised the issue and is willing to be more “open” in order
to encourage investment in other industries outside mining. If the plan works out, it is believed that
the Inward FDI could bring Australia more opportunities.
2.1.6 The Internationalisation Process of Chinese SMEs
According to the definition of Internationalisation, China is probably the most active
internationalising economy among the developing countries. By the end of 2005, Mainland Chinese
firms had established 7,870 branch companies in over 160 countries or regions (Chung, 2004).
Exporting is the most popular means for Chinese companies, especially at the beginning of the 1980s
when China adopted the “open door” policy. This model does not involve any direct investment or
active organisational presence abroad.
Chinese foreign trade began as early as the Western Han dynasty (206 BC-9 AD), when the famous
“Silk Road” through Central Asia was pioneered by Chinese envoys. Foreign trade did not account for
a large part of the Chinese economy for the first 30 years of the People’s Republic. By the early
1980s, China had committed itself to a policy of being more open to the outside world and widening
foreign economic relations and trade and now is the world’s number one exporter.
Besides exporting, Chinese companies have adopted the following different entry models for going
global53:
-

Original Equipment Manufacturer (OEM) combines the cost advantage of a Chinese
enterprise with the brand advantage of a foreign firm for achieving economies of scale and
manufacturing excellence. Galanz is a good example of this OEM strategy. Galanz, based in
Guangdong Province, is the world’s largest manufacturer of microwave ovens. It also
dominates two thirds of the Chinese domestic market. Using the OEM route, Galanz is able
to produce microwaves for many different international brands and has grown into a
dominant manufacturer. And its bargaining power over foreign buyers has increased
accordingly.
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-

Joint Ventures are favoured by China’s authorities and enterprises as the fastest way to gain
access to R&D and manufacturing facilities, to transfer technology and expertise to Chinese
firms (Peng, 2000; Child & Yan, 2001; Guthrie, 2005). One example is TCL which is the
second-largest electronics company in China. The company manufactures TVs, handsets,
PCs, and white goods. TCL set up a joint venture with Alcatel and Toshiba to produce
handsets and white goods products. The downside of a joint venture is that it is sometimes
difficult to manage the business because cooperative partners may have differences in
business cultures and management processes.

-

Mergers and Acquisitions by Chinese firms have grown rapidly in recent years. Major
acquisitions have been undertaken by large state corporations with the intention of securing
raw material supplies (McGregor, 2005). In 2004/05, a state-owned company SAIC (Shanghai
Automotive Industrial Corporation) negotiated an M&A with UK’s automaker MG Rover.
SAIC has already had two successful joint ventures in China with Volkswagen and General
Motors respectively, but these two MNC partners totally control their brands and the core
technology. The motivation for this acquisition attempt was that SAIC wanted to acquire its
own technology and brand through an international purchase (The Guardian, 2004). So, if
the deal with MG Rover had been successful, this would give SAIC an advantage- it could
control MG Rover’s brands, design, and technology. However, the deal was not successful.

-

Greenfield Establishment of Subsidiaries is a more advanced level of internationalisation
process and it involves purchasing overseas assets and establishing subsidiaries within
targeted markets. Qingdao Haier is the top Chinese electronics company, specialising in lowcost white goods, air conditioners, microwave ovens, TVs, handsets and PCs. Haier’s
international expansion strategy is firstly, to enter more difficult, advanced markets such as
Europe, U.S. and Japan markets and then go to the easier, underdeveloped markets such as
Indonesia, the Philippines and Malaysia. Haier started to export to Europe and the U.S. in
1990 and to Japan in 1991. By 2004 Haier’s sales had reached US$12 billion including US$1
billion in exports and US$1 billion from offshore manufacturing (Business Week, 2004).

-

Establishment of Joint Research and Development Centre is a newly developed strategy for
Chinese companies which was first used by Huawei Technologies Co., Ltd. Huawei is a
privately owned Chinese multinational networking, telecommunications equipment and
services company. It was founded in 1987 and is headquartered in Shenzhen, China. The
company is the largest telecommunications equipment producer in the world, serving more
than one third of the world's population. In the first two quarters of 2012, the total sales
revenue of Huawei reached RMB102.7 billion (about US$16.5 billion), of which more than
75% came from overseas sales. Huawei chose to secure markets of developing countries
first, and then move to developed ones. It entered those developed countries by jointly
setting up R&D centres with famous companies such as Siemens (Feb 2004), 3Com (Mar
2003), Matsushita (Panasonic) & NEC (Jun 2002).

With all these entry modes, exporting still remains the major form, especially for the SMEs which
probably don’t have enough financial support or the capability to manage an international business.
However, recently, the trend shows that M&A are becoming a more popular entry mode. As we
explained, even SMEs are becoming more active in the overseas investment.
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Speaking of the reasons why Chinese firms are “going abroad”, some of the reasons are similar to
those driving Western MNCs to invest overseas, but there are still some unique features (Child &
Rodrigues, 2005).
1. Secure markets abroad: To gain access to industrialised country markets, some garment
manufacturing companies from China have invested in less developed countries such as
Mauritius that enjoy preferential trade privileges in the U.S. and European markets.
2. Access to superior technology, management knowledge and brands: The case of Chinese
firm Lenovo acquiring a stake in IBM PC business explained this point. IBM’s PC business had
been relatively unprofitable for many years; but for Lenovo, it was a good opportunity to
leverage off the IBM brand. In 2012, Shandong Heavy Industry Group of China bought 75%
of Ferretti, a luxury yacht builder for US$228 million, for the pursuit of brands.
3. Access to natural resources: The aim is to secure long-term supplies of natural resources
(such as crude oil, natural gas, iron ore and other minerals) to meet domestic industrial
demands and national security. China will be a net importing country in natural resources
and raw materials until 2020 (LEE, 1996). This explains why some of the SOEs, like the
Sinopec and PetroChina have invested in oil, gas and mining activities in other developing
countries, including Indonesia, Kazakhstan, Sudan and Yemen.
4. Cost reduction: Normally, cost reduction is considered to be the major motive for MNCs
from developed countries. Firms from the developing countries are less driven by this
consideration because those developing countries are rich in cheap labour resources.
However, with the continuous increase of labour and material cost in China, a lot of Chinese
companies have begun to move their factories to ASEAN countries like Vietnam.
5. Fierce competition of internal market: The impact of tough domestic competitive
conditions in China means that to enhance their competitiveness Chinese companies need
to look for opportunities abroad. The restriction facing China is that domestic competition is
becoming more intense and reliance on exports is rising. The intensity of competition can be
shown from the fall in profitability. The rate of profit return for industrial firms reduced from
about 22% in 1986 to 5.2% for all industrial enterprises in 2002 (China’s Statistical Yearbook,
2003).
A quarterly report54 conducted by the International Investment Studies about the current situation
of Chinese outward investment in the first quarter of year 2013 uncovered that Energy is the main
overseas investment sector, followed by Mining, Transportation, Agriculture & Forestry and
Fishing. (See Figure 2.1.13) More detailed analysis will be done in Chapter 3.2.
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Figure 2.1.13 Chinese Overseas Investment Distribution by Industry Sector, 2012

Source: The Heritage Foundation

Chinese enterprises have invested in a variety of countries and regions. According to the Economist,
the very initial reason for China to go abroad was to find energy and resources, however, now the
second wave of Chinese investment has arrived: the rising of knowledge-driven and cost-driven
investments. And these are exactly the two different strategies of overseas investment which
Chinese SMEs are implementing:
1. Chinese SMEs have been a major engine for China’s growth, but their growth is limited by
funding challenges, slowing demand abroad, and increasing production costs. To overcome
these hurdles, many are investing or considering investing in overseas markets. Because of
the problem of overcapacity and increasing costs, some SMEs are moving some of their
production capacity to other emerging markets, to take advantage of lower costs, avoid
taxes and trade protectionism. At this point, ASEAN countries like Vietnam have made
themselves perfect destinations. They enjoy the advantages of geographic closeness, lower
labour and material costs, psychic closeness (immigrants from China) and most importantly
the different kinds of free trade agreements. This strategy actually is a win-win one.
Emerging economies could also use this opportunity to establish production chains to boost
their economies instead of only being extracted resources. Currently, the industries that
Chinese investment projects focus on include mining, agriculture, manufacturing and
infrastructure.55
2. Another strategy mainly involves the manufacturing sector. Chinese outward direct
investment in manufacturing is quite different from other sectors. The main investors are
private firms rather than SOEs. And the majority of investments in manufacturing have gone
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to industrialised economies. This kind of investment is dominantly motivated by seeking
technology and other strategic assets (mainly brand names). As a result of globalisation,
the competitive pressures are becoming more intense even at home countries, with firms no
longer able to shelter behind protectionist barriers. Thus, private firms are strongly
motivated to go abroad to strategically acquire assets such as R&D facilities, technologies,
brands, distribution networks and managerial competencies. What’s more, the Chinese
economy is facing a very important turn point. In order to make the transition (from labourintensive to knowledge-intensive) successfully, the Chinese economy needs to improve the
economic structure and upgrade industries, which makes knowledge-seeking even more
vital. The recent crisis in Europe offered China a wonderful opportunity. After the 2008
financial crisis, Europe has been trying continuously to recover from the crisis, which hasn’t
worked out quite well. And now with the debt crisis, Europe needs investment from other
countries more than usual. A lot of Chinese enterprises, especially SMEs, seized this chance
to invest in Europe. Currently, Germany receives the largest amount of investment,
representing 44% of the total Chinese investment in Europe. Last year (2013) in France,
there were 33 investing projects led by Chinese investors.56 Germany, as one of the leaders
in technology, has many Hidden Champions inside the country, which attracts Chinese
investors’ attention. France also has its own specific advantages: its knowledge about
aircrafts and high-speed rail which is a key focus of China.
Going global or investing overseas is a challenging job rather than an easy task. Some overseas
Chinese firms have had many problems. Nolan (2001, p.187) has argued that “the competitive
capability of China’s large firms after two decades of reform is still painfully weak in relation to the
global giant”. Compared with the MNCs from the developed countries, the weaknesses of Chinese
firms can include: limited knowledge of overseas markets and limited marketing capability;
weakness in R&D; lack of international brands or trade names; a lack of strategic focus and a lack of
experience of coordinating overseas operations (Warner, Ng & Xu, 2004). Many of these overseas
affiliates have lost money (Cai 1999; Quan 2001).

2.2 Knowledge Transfer
Why are Chinese SMEs expanding overseas seeking knowledge? Knowledge is believed to be the
only meaningful resource today, which has become the key to the success of businesses. In order to
remain at the forefront and maintain a competitive edge, companies must have a good capacity to
retain, develop, organise, transfer and utilise their resources and this requires systematic knowledge
management.
Knowledge leads to innovations in firms. In an article by Thornhill (2006), the connection between
the intensity of R&D in firms and innovations is made. It is arguable that a higher intensity of R&D is
analogous to a higher level of knowledge within that same firm. Therefore, more knowledge leads to
more innovation. This increase in innovation leads in turn to higher revenues which can be used to
intensify the R&D again. Thus, Thornhill concludes that it is difficult to create new knowledge for a
new company with limited resources.

56

http://money.163.com/14/0619/00/9V2IJ76U00252G50.html

66

2.2.1 Innovation and R&D
Promoting new sources of growth has become a global policy priority. Science, technology,
innovation and entrepreneurship, which foster competitiveness, productivity, and job creation,
are important mechanisms for encouraging sustainable growth. (OECD, 2013) A report conducted
by the OECD shows the following findings:
-

Investment in innovation remains a priority, largely through R&D support measures: In
2012, OECD governments on average invested the equivalent of 0.8% of GDP in direct
funding of R&D at home or abroad. In addition, 27 of the 34 OECD countries and a number
of non-OECD economies now indirectly support business R&D via tax incentives. In 2013,
Australia, Canada, France, Korea, the Netherlands and Portugal provided generous support
to SMEs.

-

Trade in Value Added provides a new perspective on trading relationships: the OECD-WTO
Trade in Value Added indicators reveal that countries have become more dependent on
imports from a greater number of economies in order to maintain or improve their export
performance. For example, in China, over 1999-2009, gross exports increased about 12-fold
at current prices to almost US$1,300 billion, and the foreign value-added content of exports
almost tripled to more than 30%; 20% of the value added of exports originated from OECD
countries, half of it from Japan and Korea.

-

Emerging economies increasingly play a role in science and innovation: In the global
landscape of scientific research, the emergence of new players has changed the structure of
global collaboration networks. In 2011 China was the second-largest R&D performer after
the U.S., ahead of Japan, Germany and Korea. The number of Chinese publications coauthored with U.S.-based institutions also increased impressively.

In recent years, the focus on innovation has even increased more; emerging economies have started
to join the party, as the findings showed. Many factors are contributing to this phenomenon.
Changes in the international division of labour or the ongoing long period of economic slowdown
which started in 2008, are reshaping global interaction and markets, making an innovative
environment the key driver to increase economic competitiveness, solve social challenges and
support the transformation of society. To invest in innovation and research is considered vital to
ensure long-term prosperity and to emerge from the global crisis with an innovation-induced
productivity growth; policymakers are placing innovation at the top of their agenda.
2.2.2 The Triple Helix Model
The role which innovation and R&D play in economic growth is not simply a matter of knowledge
assets but also a matter of knowledge processes. The “Triple Helix Model”, developed by Professor
Henry Etzkowitz in 2002, defined the capitalisation and transfer of knowledge as based on close
interactions between those important stakeholders (University-Industry-Government) for a cluster
development. According to the model, each of the components is independent from the other;
meanwhile their relationship also overlaps in terms of innovation and knowledge transfer. Professor
Etzkowitz argues that each component has an equal role and can take over the leading role as the
innovation generator (taking the role of the other): innovation operates according to an interactive
rather than a linear model. (See Figure 2.2.1) The Triple Helix Model could provide SMEs more
implications. Because of limited resources, it would be quite difficult for SMEs to carry out
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innovation independently. The Triple Helix Model offers them a way out by taking advantage of
cooperation with other stakeholders, using others’ capabilities for SMEs’ own development.
Figure 2.2.1 Triple Helix Model
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Tri-lateral networks and
hybrid organisations
Source: H.Etzkowitz, L.Leydesdorffr Research Policy 29 (2000)

Many opportunities could be created by this fruitful mutual interaction (Serrao, Tortorici, 2013):
•

Universities and research centres are involved in projects, financed by the public and private
sector, to deliver technology, knowledge and innovation; new businesses can be created
using spin-off technology and financial support from private companies;

•

Companies and the general business environment involves higher education in research
projects and supports private entrepreneurship;

•

Government acts as a public entrepreneur and venture capitalist, in addition to its
traditional regulatory role in setting the rules of the game. For example, financing regional
development initiatives and projects which support the development of technology parks, is
a potential starting point for future agglomerations that can lead to a new cluster.

The functions of Triple Helix are described as a series of activities operating within the “Triple Helix
Spaces”: the Knowledge, Innovation and Consensus Spaces. The knowledge space is where
generation and diffusion of knowledge takes place, which is the foundation of competitiveness
improvement. The innovation space is the set of all the activities carried out by the hybrid
organisations, entrepreneurial individuals and institutions, aiming to create and develop intellectual
and entrepreneurial potential, to attract talented researchers and innovative firms from elsewhere
and to improve the competitiveness of the region. The consensus space consists of undertaken
activities that bring together the Triple Helix spheres to brainstorm, discuss and evaluate proposals
for steps forward to a knowledge-based society. These three spheres are on the same level without
a privileged position. Any of them can take constructive initiatives to improve regional
competitiveness (Serrao, Tortorici, 2013).
A true example is the South Australia region. The capital city of the state South Australia, Adelaide,
known as Australia’s “learning city”, has a strong reputation as an international education hub and a
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cultural centre and it is home to six universities. In addition to the three local South Australian
universities (University of South Australia, University of Adelaide and Flinders University), there are
three foreign universities: Carnegie Mellon University (U.S.), University College of London (UK) and
the Torrens University of Australia (member of the American Laureate International Universities
network). The state’s GSP Expenditure on R&D (GERD) per inhabitant was as high as AU$1,315 in
2011 according to ABS, and the employment in high and medium technology manufacturing as a
percentage of total manufacturing was about 21%, 38% in knowledge intensive services.
The knowledge space in the region is highly developed and it is mainly based on its six universities
(mentioned above). South Australia has a long tradition of attracting and generating excellence in
education and has been the home of six Nobel Prize laureates57. The knowledge space of the state
has also a strong international vocation. Of the 80,350 university students enrolled in local
universities in 2012, nearly 28,191 were international students, mainly from China, India and other
Asian countries. The internationalisation of the local education system not only attracts talents in
the region, contributing in creating a critical mass of human capital fundamental for innovation, but
also allows South Australia to maintain strategic relations with the new Adelaide-educated
“executive class” of fast growing countries in the Asia-Pacific region. The consensus space is well
developed in the State and it is led by the State Government, the stakeholder, which has undertaken
most of the activities to bring together the three spheres, encouraging them to interact and
cooperate. For example: BioSA was established in 2001 to foster the growth of the South Australian
biomedical sector with providing research infrastructures, business advice and consultancy, financial
assistance, marketing and communication services to private biomedical firms. In the field of
chemistry and physics at interfaces the Ian Wark Research Institute represents a centre of
excellence, with a prized international reputation, for fundamental and applied research and
postgraduate education, aiming to develop new technologies for use in industry and improve upon
existing processes. The innovation space in South Australia is mainly focused on enhancing and
motivating the entrepreneurial culture of the local community. Different initiatives have been
launched in recent years with this particular goal, especially helping students or researchers to
create and develop their ideas and research into business projects. The Catalyst Research Grants for
example is a programme directed to finance research activities of early career researchers whose
research have outputs that directly relate to the State Government’s seven strategic priority areas.
ZEN Entrepreneurs’ Challenge, a student business planning competition run by the
Entrepreneurship, Commercialisation and Innovation Centre (ECIC) at the University of Adelaide, is
to motivate the development of an entrepreneurial and innovative attitude at a young age. A core
element of the South Australian Innovation Space is Tonsley, an area of 61 hectares where business,
industry and science clusters co-exist, collaborate and innovate in key sectors such as mining, clean
tech, renewable energy, sustainable construction or health and medical technologies.
2.2.3 Knowledge Transfer towards SMEs
Given the importance of SMEs, their effectiveness in leveraging knowledge will play a key role in the
success of a national economy. However, knowledge management is mainly derived from large
businesses (Deakins, 1999), which could not be directly applied to SMEs because of SMEs’ unique
characteristics—flexibility and volatility, skill (or expertise) shortages, very limited market power,
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market behaviours mainly affected by partners or competitors (Deakins, 1999; Duan et al., 2001).
Therefore, external knowledge is of prime importance to SMEs (Sparrow, 2001).
SMEs are considered enterprises with limited size and limited budgets, too. This limits the intensity
of R&D that SMEs can undertake. As Thornhill concluded, it is difficult to create new knowledge for a
new company with limited resources. Therefore, it is difficult for SMEs to create new knowledge,
putting SMEs in a dilemma. However, SMEs could gain knowledge from other actors, such as
research institutes or other firms. Gaining knowledge from others is referred to as knowledge
transfer. The actors involved in knowledge transfer could have various forms, such as firms,
governmental agencies, individuals, groups, divisions or departments. Knowledge transfer is not
restricted to a pair of matching actors, i.e. two individuals or two firms, but may occur between a
form of actor as a sender of knowledge and any form of actor as the receiver of knowledge. The
transfer of knowledge from one actor to another actor that consists of the phases of identification,
transmission and interpretation of knowledge which are iterated until the desired knowledge is
transferred (Lars Henning Weber, 2010). The process is a combined system which needs to be
managed as a whole. Taking care of only part of the process won’t work well.
There are several characteristics which could affect the knowledge transfer process, covering all
relative aspects. (See Figure 2.2.2)
Figure 2.2.2 Characteristics Influencing Knowledge Transfer

Source: Lars Henning Weber, Knowledge Transfer towards SMEs in China, March 2010

•

Distance- Agents located near each other can benefit from knowledge externalities (Allen,
1977; Ambos& Ambos, 2009). Examples of knowledge externalities can be found at
universities and companies working together with those universities. While universities
create new knowledge via research, companies connected to these universities benefit from
that new knowledge. Studies suggest that knowledge externalities are geographically
bounded: firms near knowledge sources tend to outperform other firms in the dimension of
innovative performance (Audretsch & Feldman, 1996; Howells, 2002). The closer the two
actors are located, the less distance there is between these two. Thus, distance is defined as
the amount of physical space between the sender and receiver of knowledge.

•

Absorptive Capacity- Absorptive capacity is defined as the limit to the rate or quantity of
scientific or technological information that a firm can absorb. The more related knowledge
that is present at the receiver, the easier that new knowledge can be understood and used
by the receiver (Cohen & Levinthal, 1989; Cohen & Levinthal, 1990). They argue that the
knowledge base and expertise of the receiver should not differ too much from that of the
sender, since the absorptive capacity of the receiver is limited. The more people within the
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“receiving actor” previously have acquired knowledge that is similar to the new knowledge,
the larger the absorptive capacity is, and thus the easier the receiver can understand the
new knowledge.
•

Disseminative Capacity- This refers to the competence to diffuse knowledge (Mu et al.,
2010). Disseminative capacity is the counterpart of absorptive capacity and is a competence
of the sender. The development of this capacity is encouraged by feedback from the
receiver during the process of knowledge transfer. A comparison with teachers can be made
here. In educational knowledge transfer, the success of the knowledge transfer is reflected
in the grade that a student receives. It is tentatively arguable that this success not only
depends on the absorptive capacity of the student but also to some extent on the
disseminative capacity of the teacher. To be able to provide the receiver with a solution that
is feasible, the sender has to understand what knowledge already exists within the receiver.
Otherwise, the solution may be too complex or too unfamiliar for the receiver to be able to
put it into practise.

•

Trust- Casson defines trust as “a warranted belief that someone else will honour obligations,
not merely because of material incentives, but out of commitment too.” (1997, p.118). Trust
influences the perception of the level of risk and uncertainty arising from a transaction
between organisations and/or with the market. In the literature, it is recognised that trust is
highly important for the effective operation of the market in a knowledge-based economy,
since the exchange of knowledge gives rise to a high level of risk and uncertainty. The higher
the level of trust is between actors, the lower the perceived risks and uncertainties are
(Roberts, 2000). Furthermore, Levin et al. (2004) reported that trust is improving the
usefulness of knowledge, especially in the case of tacit knowledge. Following Levin et al.,
trust is recognised as a mediating characteristic for the transfer of knowledge.

The final result of knowledge transfer would be the function of these 4 characteristics. Australia
enjoys a very unique position. It is situated closely to the emerging ASEAN and China markets in
geography; meanwhile it also has a short psychic distance from western countries. This enables
Australia to take advantages from both sides.
2.2.4 Interaction between Local SMEs and MNCs
As mentioned before, SMEs have limits in undertaking R&D and their knowledge mainly derive from
other actors, like large businesses. How is the technology of MNCs spilled? In theory, when entering
in a new market, MNCs rely mainly on their intangible assets, such as superior technology, knowhow and well-established and well-known brands, in order to successfully compete with local SMEs,
which instead present a depth and better knowledge of the host market.
MNCs might play a pivotal role in the international diffusion of technologies to foreign firms (mainly
local SMEs), transferring their technologies to their subsidiaries. When MNCs establish foreign
subsidiaries in new markets, such as China and India, six types of foreign R&D centres may be
identified, which are reported below:
•

Type 1: MNCs perform parts of large R&D projects in their own affiliates, e.g. Texas
Instruments in India, Huawei in India, Infosys in China etc.

71

•
•
•

•
•

Type 2: MNCs perform parts of large R&D projects in their own affiliates which may do both
R&D and manufacturing; e.g. Lucent.
Type 3: MNCs contracting out portions of their large R&D projects to unaffiliated Indian
companies; e.g. Ericsson to WIPRO.
Type 4: Multinational pharmaceutical companies conducting clinical trials in China and India
through unaffiliated Chinese and Indian companies (e.g. Clinigene in India) or Multinational
automotive aerospace companies doing design and engineering (e.g. Plexion).
Type 5: MNCs outsource R&D to public research organisations (universities, government
research institutes, etc…) in both China and India.
Type 6: This is a hybrid type in which both Chinese and Indian companies participate along
with MNCs in global knowledge production networks, being in such way partners in these
knowledge production networks.

The probability of spill-overs in the host economy will be higher if there were foreign R&D centres of
types 3, 5 and 6. Instead, surveys done in China and India have revealed that most of them are
mainly of types 1 and 2, since MNCs would preserve the diffusion of their superior technology to
local firms.
For this reason, many economists have tried to determine whether host countries enjoy spill-overs
from foreign investments of MNCs. According to what Saggi (2002) asserted, there might be three
possible channels of spill-overs: demonstration effects, labour turnover (horizontal spill-overs) and
vertical linkages (vertical spill-overs).
1. The demonstration effect is the result of the success of a new technology introduced in the
local economy, such as China or India, by a multinational firm, which helps to reduce
uncertainty related to its introduction in a new environment. In this way, local firms would
reduce the risk of adoption and its associated cost, simply by observing and imitating the
foreign invested firms.
2. Labour turnover may have an unpredictable and uncertain impact on spill-overs to local
firms, since this depends on the physical movements of workers from MNCs to local SMEs
and their own new companies. This would create positive spill-overs in that these workers,
employed and trained by foreign invested firms, might improve the productivity of their new
employers. However, labour turnover is not enough to justify and realise spill-overs, since
the existing ability of the local SMEs to absorb the new technologies is essential.
Entrepreneurs, who have worked previously at MNCs getting expertise and know-how,
perform better than other local firms, once they establish their own companies in the same
industry - according to the findings provided by Gӧrg and Strobl (2002).
3. Linkages and vertical technology spill-overs show very different and contrasting evidences
according to which industries and countries are taken into consideration. Linkage effects
might depend on the nature of contractual agreements with suppliers when an MNC enters
in a new market. Vertical technology spill-overs are the result of the competition among
local suppliers (mainly local SMEs) triggered by MNCs; foreign companies outsource their
products into developing countries by transferring their technology, if these companies are
not fully integrated and need domestic suppliers for the production.
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Nevertheless, these three channels of spill-overs are specific according to the policies and economic
environment in each country. Hence, the inward foreign direct investment can benefit the host
country by not only bringing capital but also generating spill-overs to the rest of the economy. In
developing countries, a large number of SMEs start their businesses as the suppliers of worldwide
large MNCs. They enjoy the advantage of spill-overs, learning the industry and market knowledge
and technology from those MNCs, and some of them move forward as independent enterprises in
the end.
The positive effects of horizontal spill-overs, such as demonstration effect and labour turnover,
could be offset or be overcome by negative spill-overs, in the case of increased wages in the labour
market and a more intensive competition, which could lead a reduction of market share to local
companies.
MNCs may voluntarily or involuntarily help local SMEs to increase the productivity of domestic
suppliers through the technology transfer along supply chains. However, this help may be impacted
if foreign investors ask for specific conditions in their contracts to domestic firms in order to transfer
their technology.
China is the largest economy among developing countries and one of the largest recipients of FDI
worldwide. Chinese policies are FDI oriented, and Chinese governments are willing to offer tax and
other incentives to attract foreign investors.
It is possible to identify two main types of foreign investors in the Mainland, those coming from
Hong Kong, Macao and Taiwan (HMT), and those from all the other regions, especially from the
OECD countries. Hong Kong had always represented the first source of FDI in China. However, in the
last decade, the greatest share of FDI came from OECD countries’ firms.
Some of the former Chinese policies reflected the promotion of linkages through local content
requirements. These policies contemplated that foreign investors had to purchase a certain amount
of intermediate goods from local suppliers. However, after the entrance of China in the World Trade
Organisation (WTO), under the Trade Related Investments Measures Agreement (TRIMs), the
Mainland was obliged to eliminate the restrictions on trade and investment, including local content
requirements which helped the generation of spill-overs.
The findings of a study conducted by Cheung and Lin (2003) revealed that inward FDI has significant
and positive effects on the number of patent applications (invention, utility model, and external
design) filed by domestic firms in China. Patent applications represent a measure of innovation.
Instead, Lin, Liu and Zhang (2009) have discovered that FDI from OECD have generated positive spillovers to China, while HMT brought negative spill-overs. The technological gap seemed to be less
between Chinese and HMT firms compared with firms from OECD countries, possibly due to the
more advanced technologies owned by Western firms. Moreover, export-oriented foreign invested
firms were more likely to source intermediate goods overseas and work with downstream customers
in the international markets, leading to weaker vertical linkages in the host country.
Taking as reference the automotive industry in China, it is possible to analyse ambiguous evidence
concerning technology spill-overs. The Chinese automotive industry offers a relevant example in the
examination of the impact of MNCs and the degree of technology spill-overs from them, since China
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is a rapidly growing car market in which many MNCs are operating. The automotive industry is one
of the largest sectors in the global market, and the automobile is an increasingly technology
intensive product (Barnes and Kaplinsky, 2000). In this way, global supply chains could structurally
marginalise less competitive local firms, thereby limiting technology spill-overs through vertical
linkages.
In the case where local firms participate in the supply chains of MNCs, technology spill-overs
through vertical linkages may take place; accordingly they can contribute to the development of the
local supply industry. However, if local contexts of host countries do not support these spill-overs,
for the low absorptive capacity of these regions or other reasons, there would not be linkages
between MNCs and local firms. The automotive industry of Australia is such a case.
In December 2013, GM Holden made its decision to cease producing cars in Australia by the end of
2017. The announcement brought to the industry a domino effect. Soon after GM Holden, Toyota
and Ford announced their plan of closing production in Australia. The trigger was that the Abbott
government decided to cut the government funding for the Auto industry which has suffered due to
the high Australian dollar, the increased high cost of production, small domestic market and the
world’s most competitive, fragmented car market, as Holden rationalised (Herald Sun, December
11th 2013)58. The decreasing tariff for the imported cars and increasing oil price undoubtedly
worsened the situation. Auto Industry was a major manufacturing sector for the Australian economy
and in order to support the industry, the government offered a series of financial support these
years. However, the new elected Abbott government has stopped the music, saying that the
government won’t finance these companies with tax payers’ money any more. Senior government
minister, Malcolm Turnbull says Australia has to realise its future is not in “large scale, very low
cost manufacturing” where it can’t compete, but it must commit itself to innovate, high-tech
industries. Mr Turnbull told SKY News:“This should be seen as a wake-up call, a reminder that we
must commit ourselves to an economy that is based on innovation and technology, and that is
globally competitive.” When everyone focuses on the large carmakers, those local SMEs as parts
suppliers shouldn’t be forgotten. Once GM, Toyota and Ford leave Australia, the technology spillover between them and local SME suppliers relying on the giant groups will no longer exist. Those
SMEs could not compete on the global stage with producers from low cost Asian factories either.
However, local SMEs which have already developed their own technology and established a good
reputation would be in quite a different situation, which will be showed later in this section.
In the Seventh Five-Year Plan (FYP, 1986-90), the Chinese government defined the automotive
industry as a pillar industry and introduced the ‘swapping market for technology’ strategy aiming to
promote technology transfer. In 1994, the Chinese government introduced new regulations that
restricted foreign carmakers’ equity share to 50%. In the meantime, FDI by foreign auto parts
suppliers was encouraged, with the aim of developing the local component industry. In 2001, for the
already mentioned China’s entrance into the WTO, the regulations for the technical licensing of
foreign firms were relaxed with a substantial import tariff reduction, including on cars and auto
parts.
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Being that the automotive market is very competitive at the global level, Chinese local auto parts
suppliers find it very hard to compete in terms of quality and competitive prices with worldwide
suppliers. Indeed, in 2005, no Chinese suppliers were listed in the Top 100 in global auto parts OEM
suppliers’ ranking.
For MNCs, technology is a vital factor in building brand reputation, particularly for products such as
automotive which its technological excellence could affect the user’s life (Nolan, 2001). For these
reasons, global car giants prefer to purchase certain intermediate parts and materials from globally
recognizable suppliers who have sufficient expertise and technological advantage. Unless local firms
deliberately create their own knowledge bases to internalise external technology, the
establishment of positive linkages with MNCs can be difficult (Narula and Marin, 2003). Given the
existence of technology gaps, the incentive to use local firms appears to be limited in the presence
of a large number of global suppliers. Moreover, customer firms are likely to implement selective
strategies in favour of well-known specialist suppliers.
Hence, MNCs follow in these emerging markets four patterns:
•
•
•
•

full-set investment outsourcing of a large proportion of facilities and key equipment from
their home countries;
favour well-known global suppliers, who at the same time expand their global reach to
increase their economies of scale internationally;
some MNCs also resort to horizontal collaboration with other MNCs to diversify sales
channel; and lastly,
MNCs can reinforce their intra-firm sourcing by purchasing key components and materials
from their own operation units elsewhere.

In order to intercept spill-overs, local companies in emerging markets would change laws and
regulations, improve a strong intellectual property protection, upgrade their supply chains, and
reduce the technology gap. In this way spill-overs would increase over time.
In general, MNCs exhibit a significant productivity edge over domestic firms. This difference in
productivity is aligned with the argument that FDI embodies more advanced technology and
management practices.
Nevertheless, quality improvements of local companies’ products due to the presence of MNCs
would not be reflected in conventional measures of productivity. FDI presence may also affect the
composition of domestic firms’ sales. In particular, domestic firms’ exports could increase in
response to a higher presence of FDI due to demonstration effects, networking, training, and quality
improvements. FDI presence may also improve the infrastructure, quality of labour force and R&D
activities of domestic firms, which would have long–term positive effects, but would not show up in
productivity measures. In the specific case of China and in transition economies in general, the
regulatory environment should continuously improve in response to the FDI presence.
Like we said above, local SMEs as suppliers (to MNCs) without their own technology could only
depend on MNCs; once MNCs leave the market, those SMEs have nowhere to go, just as the case of
the Australian Auto industry. FDI presence may improve the R&D activities of domestic firms,
which could bring long-term positive effects but only if the local companies are willing to
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continuously redevelop the technology acquired from the MNCs, companies like SMR Automotive
Australia. SMR is a business based in Lonsdale, South Australia, which at first functions as a supplier
of automotive products including rear view mirrors and related products for the automotive
industry. The company invests heavily in R&D, engineering and design skills, and lean, automated
and highly efficient manufacturing production processes. It served mainly the three domestic
carmakers and now also exports as a part of global supply chain. While SMR traditionally focused on
the automotive supply chain, it now competes successfully in a high-cost environment by actively
pursuing a strategy based on product innovation, staff training, local technology partnerships and
global customers and supply chains that include non-automotive industries. Its expertise is sought
after in other industries and now SMR supplies to medical and whitegoods manufacturing
companies.
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Chapter 3
Multilateral Collaboration among Australia, Europe and China
3.1 The European Union and its R&D Capability
Despite all the challenges Europe has faced with the global financial situation, the EU economy is the
largest in the world, accounting for almost 20% of global GDP. The EU is also the world’s largest
trader of merchandise goods and trader of services (EU Ambassador Sem Fabrizi, April 2014,
Adelaide).
Background of the EU
The precursor to the EU was established after World War II in an effort to unite the countries of
Europe and end the period of wars between neighbouring countries. These nations began to
officially unite in 1949 with the Council of Europe. In 1950 the creation of the European Coal and
Steel Community expanded the cooperation. The six nations involved in this initial treaty were
Belgium, France, Germany, Italy, Luxembourg, and the Netherlands. Today these countries are
referred to as the "founding members."
During the 1950s, the Cold War, protests, and divisions between Eastern and Western Europe
showed the need for further European unification. In order to do this, the Treaty of Rome was
signed on March 25th, 1957, thus creating the European Economic Community and allowing people
and products to move throughout Europe. Throughout the decades, additional countries joined the
community. In order to further unify Europe, the Single European Act was signed in 1987 with the
aim of eventually creating a "single market" for trade. Europe was further unified in 1989 with the
elimination of the boundary between Eastern and Western Europe - the Berlin Wall.
Throughout the 1990s, the ‘single market’ idea allowed easier trade, more citizen interaction on
issues such as the environment and security, and easier travel through the different countries. The
EU “internal” or “single” market commenced on January 1st 1993 to facilitate the free movement of
goods, capital, services and people within the EU. The internal market was intended to drive
economic integration amongst Member States to become a single EU wide economy.
Even though the countries of Europe had various treaties in place prior to the early 1990s, this time
is generally recognised as the period when the modern day EU arose due to the Treaty of Maastricht
on European Union which was signed on February 7th, 1992 and put into action on November 1st,
1993. The Treaty of Maastricht identified five goals designed to unify Europe in more ways than just
economically. The goals are:
1) To strengthen the democratic governing of participating nations
2) To improve the efficiency of the nations
3) To establish an economic and financial unification
4) To develop the "Community social dimension"
5) To establish a security policy for involved nations
In order to reach these goals, the Treaty of Maastricht has various policies dealing with issues such
as industry, education, and youth. In addition, the Treaty put a single European currency in the
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works to establish fiscal unification in 1999. Eighteen Member States have adopted the euro as their
currency. Collectively these countries are known as the Eurozone.
In December 2007, all of the member nations signed the Treaty of Lisbon in hopes of making the EU
more democratic and efficient to deal with climate change, national security, and sustainable
development.
On July 1st 2013, the EU was enlarged once again, with Croatia joining as the 28th member state. Now
the EU is the world’s largest trading bloc, the largest trader of services and manufactured goods, and
the largest source of outbound FDI. It includes four of the world’s 10 largest economies: Germany,
France, the UK and Italy. Of the top 500 largest corporations measured by revenue (Fortune Global
500 in 2010), 161 corporations have their headquarters in the EU.
In 2012, the EU had a combined GDP of US$16.073 trillion (approximately AU$17.036 trillion), a 20%
share of the global GDP (in terms of purchasing power parity). According to Credit Suisse Global
Wealth Report 2012 (September), the EU owns the largest net wealth in the world; it is estimated to
equal 30% of the US$223 trillion global wealth.
The euro crisis is an ongoing crisis that has been affecting the countries of the euro zone since early
2009. A group of EU members faced the danger of sovereign default during the most serious period
of the crisis since they couldn’t generate enough economic growth to payback their bondholders. In
order to solve the problem, the European Central Bank has implemented a series of mechanisms
trying to bring back from the cliff. Fortunately, the EU economy has returned to positive growth
(although a slow and fragile growth) in the second quarter of 2013, and continued to recover at a
measured pace in the second half of year 2014. The recovery is expected to become increasingly
driven by domestic demand and to spread across EU Member States. Domestic investment and
consumption are set to continue firming this year and next, replacing net exports as the main driver
of growth. Differences in the expected rates of growth across the EU are to narrow, particularly as
the recovery has now reached the large majority of Member States, including those most affected
by the crisis.
On the other hand, the crisis brought foreign investors a good opportunity to enter the EU market.
In the past few months, some foreign investors have already acquired a great number of SME assets
in the EU or invested in the EU businesses, targeting the deep knowledge possessed by those
companies and the access to enter the market.
The EU’s R&D Capability
The R&D plays a strategic role in the European collaboration. Research and technology have been
estimated by the European Commission to account for 25-30% of economic growth and this puts
research and technological development policy on top of its economic agenda.
The FP, the EU's chief instrument for funding scientific research and technological development are
one of the most important elements in realising the Lisbon agenda for growth and competitiveness.
The 6th FP for the period 2002-2006 had a budget of €17.5 billion (about €3.5 billion per year). The
budget for the 7th FP over the period 2007 to 2013 was €53.272 billion (about €7.6 billion per year).
The final budget approved for the 8th FP called Horizon 2020 (already detailed in Chapter 1.2.3) over
the period 2014 to 2020 is €79 billion (about €11.3 billion per year). The budget of the programme is
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continuously increasing over these years. This seven-year programme will be the main financial
instrument to safeguard Europe’s global competitiveness, bringing together the major existing
European research and innovation funding initiatives, i.e. the FP for Research, the Competitiveness
and Innovation FP and the European Institute of Innovation and Technology. Horizon 2020 is
designed to satisfy the following strategies:
•
•
•

Responding to the economic crisis to invest in future jobs and growth
Addressing people’s concerns about their livelihoods, safety and environment
Strengthening the EU’s global position in research, innovation and technology

In Horizon 2020 the following three areas were identified:
•
•
•

Excellent science (€24 billion): European Research Council ERA, Future and Emerging
Technologies, research infrastructure etc.;
Industrial Leadership (€17 billion): Leadership in enabling and industrial technologies,
Innovation in the SME, etc.;
Societal challenge (€30 billion): health, wellbeing, food security, clean and efficient energy,
integrated transport, environmental etc.;

R&D and Innovation are fundamental to the Horizon 2020 strategy to realise smart, sustainable and
inclusive growth. The EU’s objective is to increase spending on R&D to 3% of GDP by 2020, and most
of the EU Member States have adopted their national R&D expenditure target by 2020. Apart from
the R&D incentive projects funded by the EU Commission, other types of R&D activities also exist in
the Member States. In 2010, the 27 Member States in the EU jointly spent US$267 billion on R&D,
about 2% of the EU total GDP.
Since 161 out of 500 top large corporations are headquartered in the EU, they bring to the region
high level R&D activities and technology spill-overs, which enhance the strong competitiveness of
the EU. At the EU level, R&D expenditure financed by the business sector has remained quite stable
in the latest years, around 1.2% of the EU total GDP. The 2013 EU Industrial R&D Investment
Scoreboard contains economic and financial data for the world's top 2000 companies ranked by
their investments in R&D. The sample consists of 527 companies based in the EU and 1,473
companies based elsewhere (for example, 658 from U.S., and 353 from Japan). The 527 European
private companies invested €158 billion in 2012, equivalent to 29.3 % of the overall investment in
R&D by the Scoreboard (2000) companies. In the following Table 3.1.1, the EU's top-10 R&D
investing companies are reported.
Companies based in the top-10 R&D investing Member States account for 97.3 % of the total R&D of
the Top 1000 EU companies. Those based in Germany, the top R&D investor, continued the good
performance shown in 2011, an increase of R&D by 11.6%. On the contrary, companies based in the
UK and France showed a poor performance, an increase of R&D by 0.5 % and 2.3 % respectively.
Among the 10 largest EU countries (countries where R&D investment of Scoreboard companies are
based), those which have companies with an increased R&D level above the EU's average were Italy
(18.3 %), Ireland (10.7 %), the Netherlands (7.7 %) and Sweden (6.7 %).
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Table 3.1.1 the EU’s Top-10 R&D investing companies in 2012

For the first time since 2004, a company based in the EU leads the world R&D rankings: the German
carmaker Volkswagen with €9.5 billion invested in R&D. Samsung Electronics from South Korea
jumps to second place. Among the other companies in the top ten, there are five from the US (three
pharma --Merck US, Johnson & Johnson and Pfizer, and two ICT --Microsoft, Intel), two from
Switzerland (both pharma --Roche and Novartis) and one from Japan (automobile, Toyota). As the
Figure 3.1.1 shows, the industrial sectors most embedded with R&D in the EU are Automobiles &
Parts, Pharmaceuticals & Biotechnology and IT Hardware.
Figure 3.1.1 R&D Ranking of Industrial Sectors and Share of Main World Regions for the World’s
Top-2000 Companies
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The EU, together with U.S., plays a major role in the international investment scenario, both as
source and destination of the knowledge-intensive FDI. From 2003-2012, the EU attracted 22% of
FDI projects on R&D from the non-EU companies while the U.S. received only a share of 8% (FT FDI
Markets database). Six out of the 10 countries with the highest number of international projects
were European.
The EU proportionally attracts more knowledge-intensive than manufacturing investments (29%
inflow of FDIs on R&D versus 26% inflow of manufacturing FDIs). Most of FDIs are originating from
the EU, US and Japan, while BRIC countries –led by China-- are the main "attractors", together with
EU and US. FDIs in R&D are concentrated mainly in 3 sectors: IT Hardware, Automobile and Parts,
and Pharmaceuticals & Biotechnology.
Besides, a large quantity of SMEs in the EU is not only manufacturing factories; they also embrace
high technology and deep know-how which make the EU an innovative region. As suppliers,
subcontractors or other cooperative roles of the large corporations, the EU SMEs could enjoy the
R&D results from those large corporations and thus, improve their own competitiveness.
International cooperation in research and innovation is one of the five areas in which the Member
States launched “partnership” initiatives (European Research Area Groups) to increase cooperation.
This was undertaken as a part of the Ljubljana process 59 and following proposals from the
Commission. The initiatives could be traced back to 2008, when the European Commission proposed
the Strategic European Framework for International Science and Technology Cooperation to
strengthen science and technology cooperation with non-EU countries.
The objective of the strategy for Member States and the EU is to define together priority research
and technology areas where a coherent effort would generate more added value than bilateral
activities. Currently the Member States and the EU are involved in a myriad of research cooperation
activities with non-EU countries. Joining forces in relevant areas will help increase the impact of the
pursued activities, optimise the use of available resources and avoid duplication of efforts.
A partnership between the EU and Member States was launched on international cooperation with
the objective to implement the European strategy for international Science and Technology
cooperation. To drive it forward, the Strategic Forum for International Science and Technology
Cooperation (SFIC) was established. SFIC is today developing four initiatives with China, India, U.S.
and Brazil.
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The Ljubljana Process is an enhanced partnership between the Member States, associated countries,
stakeholders and the Commission to make European research more effective. The Ljubljana Process was
launched in May 2008 with two clear goals: "Europe now needs to develop a common vision and effective
governance of the European Research Area". But developing a common vision and enhanced governance are
only a means to allow more effective coordinated action to tackle Europe's common challenges in a more
comprehensive way.
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3.2 China and its R&D Capability
Background of China
During the 1920s, leftist Chinese intellectuals criticized the liberal Western philosophy, and their
views dominated Chinese history and policies over the last century. However, in 2014, the Chinese
picture is changing from Mao Zedong’s campaigns and collectivisation actions. Nowadays, China is a
country with a rapid economic growth, experiencing large improvements in living standards, while
the Government is granting more freedom rights, although it continues to hold tight control. Lower
capital investment costs, FDI liberalisation, tax exemptions for multinational companies (MNCs)
outsourcing in the Mainland, economical and reliable infrastructures and the low cost of labour
were some of the causes which induced foreign companies to invest in China. Being a fast
developing country, the market and its structure are in continuous evolution. Therefore, things are
changing and companies need to deal with the new transformative changes, which are affecting the
market.
Foreign companies’ troubles
In September 2013, the number of foreign-funded companies in China amounted to 440,90060, in
the same month the number of new foreign companies set up in China reached 16,35161.
The Chinese market is particularly crucial since the income per capita is expected to increase in the
future due to the continued growth of the country. For this reason, many foreign companies, which
have to face stagnant markets especially in Europe, are attracted to establish and enter in China, in
order to boost their growth and sales. Hitherto, foreign companies, which entered in the Chinese
market, have generally achieved successful results, enlarging their presence through a substantial
number of sales and/or plants.
Unfortunately, many of those foreign companies begin to register slowdown on sales, and
accordingly some have decided to dismiss and exit from the Chinese market, while some others
continue to record rousing results, such as Apple and General Motors Co.
Apple (the American multinational corporation headquartered in Cupertino) is expected to
considerably increase its revenues, thanks to the agreement drawn up with China Mobile Group Ltdthe world's largest mobile phone operator with about 760 million62 subscribers. The other successful
company, the car manufacturer General Motors Co (GM), is present in the Mainland through two
joint ventures-SAIC General Motors Sales Co., Ltd. and SGMW and FAW-GM. In the first month of
2014 GM has sold 348,061 vehicles, 12% more than in the same month of 2013. The Chinese
automotive market is very attractive for MNCs due to its rapid growth. As analysed in Chapter 2.2.4,
in this industry MNCs still play an important role to the detriment of the local Chinese companies.
On the other hand, technology companies, such as Cisco, Microsoft and IBM are facing difficulties
especially after the Snowden revelations in June. Snowden disclosed top-secret National Security
Agency (NSA) documents leading to revelations about US surveillance on phone and internet
communications. The national security electronic surveillance programme, PRISM, operated by the

60

Xinhua, Global Times, 2013-10-13
Zhuo Dongchao, China Daily, 2013-11-08
62
China Mobile official website
61

82

U.S. NSA, would have gathered personal information, probably including Chinese data too, from the
world’s outstanding internet companies. Moreover, the U.S. itself prefers to adopt American
companies’ technologies rather than the ones of the large Chinese MNCs, like Huawei Technologies
Co and ZTE. That is another reason why the Chinese Government, is unofficially pushing SOEs to
purchase equipment, where possible, from local companies only, such as Lenovo. However, not all
the Western tech-companies are recording downturns. For high-end equipment or specific
technologies there are no Chinese competitors, leaving them as the only suppliers.
The cosmetic industry, where China represents the third biggest market ($25.9 billion) was expected
to grow 63% by 2015. However, according to Euromonitor the world leader in strategy research for
consumer markets, it is showing a slower increase. Too many companies operate in this market;
hence, there is fierce competition among them. For this reason, some brands of well-known
Western companies and leaders in this sector, are evaluating to disinvest. Revlon has announced
such actions as China represents only 2% of its total revenues. Instead, other companies have
decided to focus on specific product lines, as the case of L’Oreal which has halted distribution of its
Garnier beauty products and is instead promoting its most successful brands L’Oréal Paris and
Maybelline New York.
Companies in the electronics retailer market, Best Buy and Media Market, are facing similar
problems. They introduced a business model, based on customer experience in the service they
provide, which entailed higher costs, but their model was quickly copied by local competitors, who
now sell the same products at lower prices. While Western consumers are more focused on the level
of service and their purchase experience, Chinese consumers are more focused on prices, explaining
the failure of these companies.
There are other businesses across different industries which are suffering due to the anti-corruption
actions undertaken by the new Chinese President Xi Jinping. Corruption represents a critical issue in
China involving especially State officers. GlaxoSmithKline is facing some difficulties, since it has been
accused to have corrupted government members, hospitals and medical doctors for prescriptions
and facilitations for its drugs. Instead, high-end luxury companies in fine jewellery and watches,
fashion items, leather goods and spirits & wine are suffering, being that their products are the most
popular gifts given to Chinese government officials. According to financial reports from the World
Luxury Association (WLA) members (see Table 3.2.1), sales of luxury goods slumped by 50% in 2013,
with no sign of recovery at the beginning of 2014, even though Chinese are the first consumers
overseas (see Table 3.2.2). Many fashion high-end designers, such as Armani and Dolce & Gabbana
have closed their flagship stores in Shanghai; Remy Cointreau, the French producer of fine alcoholic
beverages, registered a tumble of 35% in sales from 2012 and a consequent decline of its price per
share.
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Table 3.2.1

Source: World Luxury Association’s Report on Chinese Domestic Luxury Goods Consumption during the 2013
Spring Festival

Table 3.2.2

Source: World Luxury Association’s Overseas Official Report Chinese Overseas Luxury Goods Consumption
during the Spring Festival Data Report (2013 Spring Festival)

The European Chamber of Commerce, along with Roland Berger, released a report on the Business
Confidence Survey in year 2014, showing that almost half (46%) of the European enterprises think
the “Golden Age” for MNCs in China has ended. A large number of European enterprises said that in
year 2013, for the first time in the past 10 years, their business profit margins in China was lower
than the global level. Only 21% of companies would target China as their new global investment
destination and 17% would consider M&A in China shortly. The continuous increase of labour cost
and the fierce competition are the main explanations. Meanwhile, the slow-down of Chinese
economy is also considered as a prime challenge. Although China still represents a huge market with
opportunities, European companies think the strategic position of the Chinese market is weakening.
Despite the above mentioned reasons, the market access system is also an important challenge for
European companies. Last year, members of the European Chamber reported a turnover loss of
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€21.3 billion due to the market access and regulatory barriers. The Chamber is calling for the same
treatment enjoyed by local companies for European enterprises. The CEO of Asian area of Roland
Berger, Charles-Edouard Bouée said that China remained an important market for Europe and if the
market access for MNCs could be improved, over half of European enterprises would increase their
investment in China.
BOX 3: Lessons learnt
From these empirical evidences, it is possible to draw some conclusions on threats and shortcomings affecting
the Western companies in the Chinese market.

•

Other sales channels are standing out, especially those referred to e-commerce. Building stores
across all Chinese cities, takes both time and high levels of investment. This explains the small share
of the largest brick-and-mortar retailers in the country’s overall retail market. Moreover, the
competition among e-commerce retailers (called e-tailers) has lowered prices and increased the size
of the consumer market and created efficiencies in the important adjacent markets that support ecommerce—logistics, supply chains, IT services, and digital marketing. New entrants are springing up
selling lines such as apparel and cosmetics directly to consumers, with products sourced straight from
workshops and original equipment manufacturers (OEM) factories, and sales stimulated by targeted
marketing campaigns. The lack of this sales network in the whole country it is representing a
disadvantage for many MNCs.

•

Be selective through focused local marketing campaigns and product development. Chinese
population presents various characteristics and preferences according to whether people live in rural
villages, provinces or mega-cities. Hence, it is difficult to supply the entire market with the same
undiversified products and services.

•

Chinese prices of foreign imported goods are much more expensive than overseas, especially for
luxury goods, for which it is possible to observe the differences of weight in the price composition
(see Table 3.2.3). The results indicate that China has the highest profit retention rate. The high import
tariff on luxury products and the inelasticity of demand driven by ‘gifts purchase’ had induced these
companies to apply higher prices in the Mainland on the same products sold all over the world.

Table 3.2.3

Source: World Luxury Association Report

•
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Chinese are generally more tech-savvy across the world’s population. 600 million people have
internet access and 450 million smartphones and tablets have been activated63. Weibo (the Twitter
Chinese counterpart) counts more than 500 million registered users, and it represents a powerful
tool for spreading news. This becomes a threat when scandals emerge, especially those regarding the

Bloomberg Business Week, December 2013
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involvement of foreign companies for dubious behaviours. The fast worth-of-mouth considered
helpful for marketing can be fatal, and for this reason enterprises have to monitor social networks
constantly.

•

Luxury companies need to reconsider their main customers. Now Chinese shoppers do two-thirds of
their luxury shopping abroad64, while in the Mainland due to the Government anticorruption
campaign the companies cannot rely on gift purchase, which had driven growth in recent years.

•

Chinese competition policy seems to keep out foreign firms or attack existing foreign businesses to
privilege local companies. This will be shown in Box 4.

Rise of labour costs and its implications
Among the transformative changes, currently affecting China, wage levels are rising. Wage increases
are the results of an intensified competition for skilled labour among multinational and local
companies operating in China. Moreover, in order to mitigate the employee turnover and (in some
cases) suicides, manufacturing companies have resorted to increase salaries.
The Government is endorsing policies aimed at protecting workers and improving their welfare,
guaranteeing a minimum wage. The country’s Employment Promotion Plan provides that the
minimum wage levels in China should grow by at least 13% annually through 2015, and the
minimum wage levels in most areas should not be lower than 40% of the average local salary. Under
such policies, minimum wage levels across the country have registered an average 12.6% annual
growth rate from 2008-2012. Accordingly, each local government sets its own minimum wages (see
Figures 3.2.1 and 3.2.2).
In the long-term this could jeopardize China’s historical competitive position as a low-cost
manufacturing destination country. The variability of labour costs involves consequences on end
prices and margins of companies with a strong manufacturing base in China, and arouses possible
changes on sourcing decisions of some MNCs.
Not only have the government's policies have contributed to increase labour costs, but also other
factors, such as the shortage of skilled workers in eastern China and the increasing level of education
of young workers, who no longer accept the previous workplace terms and conditions. Chinese
mega-cities are becoming more expensive to live discouraging rural workers to move there.
The direct labour cost weighs a lot on the “source” and “make” expenses of a manufacturing
company, so its increase can affect sourcing and manufacturing decisions of the companies involved.
According to a study conducted by Accenture, the impact of the increase of labour cost varies across
industries. They studied apparel (footwear), heavy machinery and high technology (personal
computer) industries, and found that the most affected industry by the rise of wages is high-tech.
This sector looks for more qualified workers, therefore, for labour-intensive industries or for those
relying on unskilled labour, wage increases will have less impact on prices and margins. Hence, the
cost benefits provided by the low cost countries are not endless.
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Figure 3.2.1

Source: China Briefing website

Figure 3.2.2

Source: China Briefing website

For these reasons, in China, new investments in IT, biotechnology and electronics manufacturing
sectors are addressed in a new fast-growing area, Guiyang, and more than fifty companies based in
Zhongguancun, the hub of the information technology industry in north-western Beijing, are
evaluating to establish businesses there. Moving manufacturing facilities in other more backward
areas is a strategy that many MNCs are considering, both for discovering new talents, and enlarging
the market.
However, the fast development of the Guiyang area is facing some issues. Developers bought lands
from the local government for housing destinations, but some of the new numerous buildings are
completely abandoned or still half-empty. Moreover, it is significant to note the case of Pianpo,
whose residents could not receive crucial services such as water and waste management due to the

87

incompletion of a connecting highway by a government company. Furthermore, the transportation
and road systems are still not properly developed, causing traffic problems in the City.
Investments and fast development are not enough. As Lucci (2013) asserted, when companies make
FDI location choices, they take in consideration the liveability of the places. Hence, the city, regions
and countries should have good environmental quality, be places which managers want to visit
regularly or where their families would like to live, with presence of green spaces and efficient
transport system. This means that China has to conduct more effort in order to raise the quality level
of living in its cities.
Meanwhile, at the demographic level, China portends an imminent transition to a labour-short
economy. The United Nations has projected that ageing and declining fertility will result in a smaller
working-age (15–64) population in less than a decade (see Figure 3.2.3). Indeed in February 2014,
Shanghai has become the sixth Chinese region to relax its one-child policy, precisely for boosting
nativity and having more workforces in the next generation. The amendment, allowing couples to
have a second baby if either parent is an only child, is now permitted after the national Government
adopted a resolution easing the one-child policy, in late 2012.
Figure 3.2.3

In conclusion, the decreasing Chinese competitive advantage, consisting in a cheap and plentiful
labour market, should be offset by the development of strong Intellectual Property Rights, such as
patents, and the improvement of its workforce skills, addressing the market’s need for more
qualified workers, particularly in high-tech sectors. These last two concepts will be analysed later
respectively.
Chinese demand and middle-class
The rise of wages has involved a relative increase of the consumers’ purchasing power, so that the
importance of the Chinese demand is growing. It is perceived that manufacturing companies be
strategic towards proximity to demand and to innovation, over the next decade. Not only cheap
production locations, but also networks of innovation-oriented partnerships, and technical skills, will
be taken in to consideration, according to a McKinsey&Co report. For instance, the automotive
industry is expanding its capacity in the emerging markets, especially China, in order to serve the
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local growing demand, involving a thick network of suppliers and OEMs, considerably augmenting
the innovations generated in these countries.
The market share of emerging markets is expected to reach the 66% of world consumption by 2025
(see Figure 3.2.4). However, factors such as regional, ethnic, income, and cultural diversity of these
markets are implying that companies cannot supply nearly undiversified products, but they have to
fragment their offer in different price points, services required, and marketing channels, in order to
fulfil each local demand.
Figure 3.2.4

In less than a decade, more than three quarters of China’s urban households will reach the middleclass status65, with household incomes from RMB60,000 to RMB106,000. Instead, the consumers
with household incomes in the RMB106,000 to RMB229,000 range will be called upper middle class.
The development of this portion of the previous middle-class means that, shoppers are becoming
more sophisticated and seasoned, namely they are able and willing to pay a premium price for
discretionary quality goods, and they will soon emerge as the dominant demand. In 2012, this
segment, accounting for just 14% of urban households, was dwarfed by the mass middle class. By
2022, according to McKinsey estimations, the upper middle class will account for 54% of urban
households and 56% of urban private consumption. The mass middle class will decrease to 22% of
urban households (see Figure 3.2.5).
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Figure 3.2.5

This emerging class of consumers takes into account emotional factors as an important purchase
consideration. Indeed, there has been a shift from the rule of functional benefits to the emotional
ones as the top-five key buying factor(s). For these reasons, some companies are addressing two
different kinds of businesses, the mass-market, designed for huge volume, mainly distributed in
lower tier cities, and the most profitable upper-middle-class, in wealthier cities in coastal areas. In
these last cities, the 60% and 70% of respondents of a study conducted in China by KPMG (2007)
respectively considered that “owning luxury goods demonstrate their own success and social status”
and they “appreciate the superior quality of luxurious brands, not simply the pursuit of famous
brand names”.
A way to measure the relevance of emotional benefits, and their increasing importance at firm level
for either multinational and local companies in order to attract more customers, is the number of
new trademark applications within a country.
Trademark (TM) is a sign capable of being represented graphically, such as words, designs, letters,
numerals, the shape of goods or their packaging, provided that such signs are capable of
distinguishing the goods or services of one undertaking from those of other undertakings.
According to the World Intellectual Property Organization (WIPO), in 2010 there were 18 million TM
in force, while in 2009 there were 3.6 million TM applications. These numbers more than double the
number of patent and their applications in the same years.
Trademark applications grew by 11.8% in 2010, the largest growth since 2000, after having declined
over the previous two years. An estimated 3.66 million applications were filed globally, consisting of
2.78 million resident and 0.88 million non-resident applications. The IP office of China accounted for
three-fifths of total growth. The graph below (see Figure 3.2.6) highlights the increase in the number
of Chinese applications in the past 20 years and their increasing relative importance in the Mainland.
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Figure 3.2.6

TMs can reduce consumers’ search costs; so that firms can charge higher prices and their profits may
increase. The need for a brand is due to the ‘information asymmetry’ between buyer and seller.
Firms would be reluctant to invest in new product innovation if the new product could not be
distinguished from imitations. Firms may apply a premium price which consumers are willing to pay,
given the quality of the good they are buying, which is perceived or communicated via the TM.
It has been found that TM-active firms create significantly higher value added (up to 30% more) than
non-TM-active ones.
In this way, the number of local companies, which start to create a brand heritage, is growing, while
MNCs have to adopt new and focused marketing campaigns, as Nike has already done on WeChat (a
Chinese mobile-messaging platform), in order to retain its existing customers by involving them
continuously, to enforce the brand awareness.
Is China growing at any cost? The threat of the middle-income trap
In the first quarter of 2014, China registered a GDP annual growth rate of 7.4%, the lowest since the
3rd quarter of 2012. Meanwhile, according to the rating agency Fitch, Chinese debt relative to GDP
reached 198% at the end of 2012, from 125% at the end of 2008. Local and regional governments
resort to debt in order to boost investments, especially in infrastructures. These investments on one
hand have driven stable annual growth, but on the other have involved a continuous recourse to
debt. Moreover, some credits were directed to companies, which revealed not to be successful, as
the following example of Suntech Power.
“Suntech Power was founded in 2001 by the solar scientist Dr. Zhengrong Shi in China. The company has spread
worldwide, having in 2014 thirteen offices in different countries, including U.S., Switzerland and China, and it
had become the world largest producer of solar-panels for residential, commercial, industrial, and utility
applications. However, this company in October 2013 received a petition for involuntary bankruptcy filed
against it under Chapter 7 of the U.S. Bankruptcy Code in the U.S. Bankruptcy Court in the Southern District of
New York, being listed in the NYSE and subjected to the rules of SEC.”

The solar-panel industry is one sector, which has received billions of credit from Chinese Banks.
Some analysts say that companies in China's most leveraged sectors, such as machinery, shipping,
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construction and steel, are selling assets and undertaking mergers to avoid defaulting on their
borrowings. SOEs, even if less efficient, are more disposed to obtain credits from the Banks than
private companies. Chinese non-financial companies held total outstanding bank borrowing and
bond debt of about $12 trillion, equal to over 120% of GDP, according to Standard & Poor's
estimates.
An issue related to the debt is the low transparency both of banks (so called shadow banking system,
consisting in “a diverse set of institutions and markets that, collectively, carry out traditional banking
functions, but do so outside, or in ways only loosely linked to the traditional system of regulated
depository institutions”, in Ben Bernanke’s words) and of local and regional governments. It is
necessary for China, in order to overcome this situation, to implement a more transparent and
efficiently regulated financing system.
In the Mainland there are two visions on the future of Chinese debt and growth. The most
optimistic, called “Panda huggers”, assert that the Government will oversee and solve properly this
precarious context. Instead, the pessimists, called “Dragon slayers”, are worried that in the future
the country could face a crisis as it has happened to other economies, when encountered a similar
situation.
Moreover, China’s economy is also passing a transition phase, from an economic growth led by
investment to one by consumption, which also explains part of its slowing down over the last few
years. The rise of consumption in the Mainland is due to the achievement of the middle-income
status of the great part of the population, as was already noted previously.
However, reaching the high-income status is really difficult, since the empirical cases demonstrate
that only a small number of countries have successfully performed at best in the past 50 years, such
as Japan, Israel, South Korea and Singapore. The major factors that differentiate those countries that
have made the transition from the others are mostly linked to the quality of economic policies66.
Hence, for keeping up trend growth at close to 8%, reforms in various areas are necessary, including
financial, land, labour market and fiscal ones, with the goal to improve resource allocation and make
growth greener and more inclusive.
Furthermore, Chinese companies have to innovate more, improve product quality of products and
build brands. According to the number of patents and trademarks applications, it appears China is
achieving this, and also enhancing local firms’ productivity and management expertise, which has
been analysed before.
There are different opinions regarding China’s growth and the threat of middle-income trap.
Eichengreen, Park and Shin, in their study, suggest that both the investment-led growth and the fact
that the country registered high growth rates while it was still a poor country are indicators to be
vulnerable to the middle-income trap. On the other hand, they recogniSe that the Mainland has a
population with a better education than the average of other developing countries, and a high share
of high-technology products in its exports; this is also suggested by other economists.
In conclusion, it is crucial for China to adopt strong and even radical reforms, in order to have a clear
representation of the level of debt, which is really important also for investors; evolve an economy
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where not only are present high investments carried out by local and regional governments but
where the key driver is consumption; continue the path towards a more innovative country which is
able to produce new inventions possibly by local engineers and not from foreign inventors.
Inward and Outward Foreign Direct Investments in China
Since 1979, China has begun to open itself toward foreign investments, by establishing Special
Economic Zones (SEZs) from 1980. This followed economic reforms undertaken by the leader of
People’s Republic of China, Deng Xiaoping. Those reforms had the goal to change China’s position
from a nation with limited foreign investments and a low-level of international trade to the actual
major global recipient of foreign investment and a country with a great ratio between its trade and
foreign exchange reserves and its level of national production.
In the Third Plenary Session of the Eleventh CPC Central Committee in 1978, the PRC government
decided to reform the national economic setup.
The Chinese economic reform process started in October 1978, when Sichuan Province undertook
an experiment, granting expanded decision making power to a selected group of enterprises.
One of the first changes launched by Deng Xiaoping was related to university and its admission
system, which he shifted basing it on academic merit and not on past histories of families of
students and their political connections. This resulted in the promotion of competent and talented
persons in managerial and other positions in the next generation.
Moreover, he decided to begin to transform the system and methods of economic management in
China; expand the economic cooperation with other countries; adopt the world’s advanced
technologies and equipment; and strengthen scientific and educational work in order to meet the
needs of modernisation. He gave more emphasis to the four modernisations: agriculture, industry,
national defence, science and technology, especially starting with agricultural reforms because at
that time agriculture was ‘the foundation of the national economy’.
The SEZs are localities in which foreign and domestic trade and investment are conducted without
the prior authorisation of the Chinese central government. This has the aim to speed up the
attraction of foreign investments and technologies through tax and business incentives. SEZs were
introduced for the first time in August 1980, when the National People's Congress (NPC) passed
"Regulations for The Special Economy Zone of Guangdong Province" and officially designated a
portion of Shenzhen as the Shenzhen Special Economy Zone (SSEZ). Three small south-eastern
coastal cities followed Shenzhen, such as Zhuhai and Shantou in Guangdong province, and Xiamen in
Fujian province. However, SSEZ represents one of the most successful cases of SEZ. From a small
village, Shenzhen grew rapidly, expanding light and consumer-goods industries and its population
(from some 30,000 in 1979 to more than 1,000,000 by the beginning of the 21st century).
Thanks to the success of these SEZs, the Chinese government in 1984 extended foreign trade and
investment to 14 larger and older cities along the coast, such as Dalian, Qinhuangdao, Tianjin,
Yantai, Qingdao, Lianyungang, Nantong, Shanghai, Ningbo, Wenzhou, Fuzhou, Guangzhou, Zhanjiang
and Beihai. These last cities offered to foreign investors much the same incentives as in the SEZs, but
their corporate income taxes were higher. In 1988, the first session of the 7th NPC made Hainan
Island a separate province and the biggest SEZ. In June 1990 the Pudong area within the Shanghai
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municipality became a special economic zone with more flexible policies than those already in force
in the original four SEZs. Finally in 1992 the Chinese government decided to open all the major cities
in inland China as a means of encouraging foreign investment in them.
In the second session of the 5th NPC on July 1 1979, the Law of the People's Republic of China on
Chinese-Foreign Joint Ventures was introduced for the first time. This law was part of the permissive
policies undertaken from the Chinese government in order to open its economy. Chinese-Foreign
Joint Ventures could be only Limited Liability Partnership, and they should be submitted to the
examination and approval of the competent foreign economic and trade department of the state.
Until the 12th April 1986 at the fourth session of the 6th NPC, this was the only way for foreign
companies to launch their businesses in China. On this date another law was adopted, the Law of the
People's Republic of China on Foreign-Capital Enterprises, which permitted foreign companies to
establish businesses with foreign capital.
Among all kinds of businesses, the State would have encouraged the establishment of exportoriented or technologically advanced foreign-capital enterprises.
Until 2003 these were the only methods for foreign companies to enter and establish their
businesses in the Chinese market. Under China's civil law legal system, even basic types of business
transaction need to be governed by fairly detailed regulations. Hence, on 2nd January 2003 the
Ministry of Foreign Trade and Economic Co-operation, the State Tax Bureau, the State
Administration for Industry and Commerce and the State Administration of Foreign Exchange jointly
promulgated the Provisional Regulations on the Merger and Acquisition of Domestic Companies by
Foreign Investors. The main purpose of these Regulations was to provide guidelines for the
acquisition of domestic companies in the People's Republic of China by foreign investors. Moreover,
these Regulations also contained, for the first time in PRC legislation, anti-competition rules
requiring foreign investors to disclose to PRC government authorities the amount of their business
turnover in the Chinese market, the number of acquisitions which have been made during the
preceding 12-month period, and the market share already possessed (or will be possessed) by a
foreign investor and its affiliated entities in the relevant industry.
On 8th September 2006 the Regulations for Merger with and Acquisition of Domestic Enterprises by
Foreign Investors in China [(2006) No.10] were entered in force. The new regulations established a
basis for using conventional acquisition methods to acquire most types of enterprise in China.
Regulations now permit foreign investors to engage in asset or equity acquisitions of FIEs, domestic
enterprises, SOEs and listed companies. This has been made in order to encourage foreign
investments towards the high technology sector, to which the Chinese government is still putting a
lot of effort for improving and strengthening it.
Although China has made great efforts in attracting foreign investors, there are still some issues
there which make the MNCs feel unprotected, for example the competition policy. China’s AntiMonopoly Law is more likely to protect the competitors involved rather than the competition per se
and consumers, which worries MNCs a lot. It is believed that this also represents one of the reasons
why some MNCs are considering divestment from China. (Details see Box 4)
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Box 4: An eye on Chinese competition policy
China’s Anti-Monopoly Law (AML) regulates China’s actual enforcement. It was adopted at the Twenty-ninth
th
meeting of the Standing Committee of the 10 NPC of the People's Republic of China on 30 August 2007. The
first article follows:
“Article 1 This Law is enacted for the purpose of preventing and restraining monopolistic conducts, protecting
fair competition in the market, enhancing economic efficiency, safeguarding the interests of consumers and
social public interest, promoting the healthy development of the socialist market economy.”
The main institution in charge of enforcing the AML is the Ministry of Commerce (MOFCOM), responsible for
mergers and monopolistic practices related to international trade.
The AML lists six factors that should be taken into account by MOFCOM in its assessment: (1) the parties’
market shares and the extent of their market power; (2) the existing level of concentration in the market; (3)
the effect of the merger on potential market entry or technological development; (4) the effect on customers
(consumers or business); (5) the effect on the national economic development; (6) other elements which could
affect competition as determined by the Anti-Monopoly Authority – Art 27, AML.
What appears to be divergent from the EU merger regulations are the public interest considerations. In EU the
public interest can become relevant only when mergers might affect public security, plurality of media or
67
prudential rules . Instead in China, national interest represents one of the main elements taken in
consideration for evaluating a merger case.
Moreover, MOFCOM, when assessing a merger case ‘with commitments’, has widely used behavioural
remedies rather than structural, as the EU usually applies. The behavioural remedies permit to pursue
objectives that go beyond competition policy and may protect competitors instead of protecting competition,
as Mario Mariniello asserts, since the aim of antitrust authorities should be to increase competition for the
benefits of consumers and the economy.
Furthermore, there should not be a pro-domestic bias towards the evaluations of the main elements taken in
consideration for evaluating a merger of local companies. For different reasons, it has been found that merger
control is not uniformly applied to mergers of local and foreign companies. Among the 218 decisions taken by
68
MOFCOM between the fourth quarter of 2012 and the third quarter of 2013, only 15% concerned merely
domestic mergers, even though these involved significant amounts of assets resulting to be more likely to
arouse competition concerns. Frequently, local companies do not notify their acquisitions; since both the fines
applied on these failures are not high enough to discourage them and the public enforcement is not perceived
69
as a credible threat . Another important aspect is that not even SOEs have drawn the attention of the
authorities. Since August 2008 (when the AML entered in force), China Unicom and China Netcom have not
notified their merger to the authority. More than 100 “national champions” in key strategic sectors came out
from mergers, and only one merger involving a Chinese SOE was cleared ‘with commitments’ from the
MOFCOM.
Meanwhile, the merger between the US Coca-Cola Company and the Chinese Huiyuan Juice Group Ltd. was
the only one occluded from MOFCOM, under Article 28 of China's Anti-Monopoly Law (AML), on 18 March
2009.
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Art 21(4) of the European Union Merger Regulation
Bruegel data
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Article 48 of the AML: “Where any business operator implements concentration in violation of this Law, the
antimonopoly authority shall order it to cease [...] and may impose a fine of less than 500,000 RMB”.
68
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The main concerns that MOFCOM identified are summarised below:

•

Coca-Cola would be able to leverage its dominant position in the carbonated soft drink market to the
fruit juice drink market, eliminating and restricting competition from current juice manufacturers and
in turn damaging the lawful interests of juice consumers.

•

Coca-Cola’s market power on the juice market would be significantly enhanced by controlling two
famous juice brands, i.e. “Meizhiyuan” (Minute Maid) and “Huiyuan.” The transaction would
significantly raise entry barriers for potential competitors in the fruit juice drink market.

•

The transaction would reduce the space available to domestic small and medium-sized juice
manufacturers and reduce the possibility for domestic enterprises to compete and independently
innovate in the fruit juice drink market.

•

The transaction would have adverse impacts on the competitive landscape in the Chinese fruit juice
drink market and would not be good for the sustainable and healthy development of the Chinese
juice industry.

•

The parties failed to provide sufficient evidence to prove that the positive impact of the transaction
on competition would outweigh the negative impact or that the transaction “conformed to the
requirements of social and public interests.”

In conclusion, the Chinese institutional framework follows the same orientations to that of the EU and the U.S.
However, the empirical circumstances show that the authorities are more flexible towards domestic players
and they try to protect competitors rather than competition per se and consumers.

China has always been notable for its ability to attract inward FDI. However, the Mainland is growing
its amount of investment flowing in the opposite direction. China’s outward foreign direct
investment (OFDI) exceeded US$84 billion in 2012, an increase of more than 9% from the previous
year, according to The China Global Investment Tracker created by the American Enterprise Institute
and the Heritage Foundation. In 2012, China was the world’s third largest outward investor (after
the US and Japan).
Since 2005, China has ploughed over US$63.6 billion into the U.S.. This sum represents a small
portion of the overall US inward investment, according to the Heritage Foundation, meaning that in
absolute terms Chinese investments are still low.
The Chinese performance is raising many issues especially related to the fact that SOEs control
approximately three-quarters of the country’s OFDI stock. During the first stage of OFDI
development (1979-85) only SOEs operating in monopolised industries such as financial services,
shipping, international trading and natural resources, were allowed to invest overseas. For this
reason, in the Western economies, Chinese direct investments were viewed with suspicion. These
have been considered a threat to competitive markets and, occasionally, to national security, for
some of these countries.
However, the share of private firms is growing, especially after the fourth stage of OFDI
development (1999-2006) corresponding to the consolidation of the China’s “going global” strategy.
Chinese private firms accounted for 9.5% of China’s OFDI in 2012, compared with less than 4% two
years before. Thanks to this, host-country suspicions may gradually subside; Chinese investors may
face even more profitable opportunities in other continents like Africa and Latin America, where
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their developing countries need investments without caring too much on the sources. Even though,
some sociologists assert that in such countries, which are plenty of natural resources, Chinese firms
could risk to be seen as representing a new form of neo-colonialism. In Africa, China is currently
among the top 10 sources of FDI.
The sectors where China addresses most of its OFDI are seven, according to the China Global
Investment Tracker. The first sector in terms of value is Energy, which far exceeds all the others,
constituting 47.34% of all the Chinese OFDI since 2005. The energy sector is followed by metals and
transportation industries, each of them with more than US$100 billion invested by China. All the
other sectors below this amount are respectively real estate, finance, agriculture and technology.
U.S. represents the greatest recipient of Chinese investments. In this country, finance and energy
dominate and drive investments from the Mainland. All the other sectors do not exceed US$10
billion each. The second greatest recipient is Australia, where China invests primarily in metals,
right after energy, while all the remaining sectors have a very low amount of investments, less than
US$2 billion each. However, the country where China invests more in Energy, its most important
sector, is Canada. In Canada all the other sectors, except metals, receive investments below US$1
billion. Brazil, Kazakhstan and Russia have the same composition of investments from China, where
always the energy sector is dominant.
China invests also in all the East-Asian countries. This is mainly due to the relations with these
countries through the Free Trade Agreements (FTAs) and the China-ASEAN (Association of Southeast
Asian Nations) free trade area, even called the ACFTA (ASEAN – China Free Trade Area).
FTAs can cover entire regions with multiple participants or link with just two economies. Under
these agreements, parties enter into legally binding commitments to liberalise access to each other’s
markets for goods, services, and investment. FTAs also typically address a range of other issues such
as intellectual property rights, government procurement and competition policy.
Among the FTA undertaken by China, it is worth to describe its relationship with Australia. On 18
April 2005, Australia and China agreed to commence negotiations on a FTA following consideration
of a joint FTA Feasibility Study. The study was completed in March 2005, and concluded that there
would be significant economic benefits for both Australia and China through the negotiation of an
FTA. The key interests and benefits70 from the agreement between these two countries are first of
all the removal or reduction of the tariff and non-tariff barriers, affecting bilateral trade in goods,
with the aim to reduce transaction costs and improve efficiency; the reduction or removal of
regulatory barriers which restrict services in order to support improved trade flows across goods and
services of interest to both economies; and the implementation of measures to encourage more
foreign investment between Australia and China, providing a firm foundation for the future
economic relationship.
Instead, with the ASEAN, the initial Framework Agreement (FA) was signed on
4 November 2002 in Phnom Penh, Cambodia, with the intent of establishing a free trade area among
the eleven nations by 2010. The free trade area came into effect on 1 January 2010. The ASEAN–
China Free Trade Area is the largest free trade area in terms of population and third largest in terms
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of nominal GDP. Under the ASEAN – China Trade in Goods Agreement (ACTIGA), parties are
committed to reduce their tariffs for some specific goods. With these tariff cuts, the average tariff
levels under the FTA have declined to 4.5%, compared with the Most Favoured Nations (MFN) rate
of 8.1%. In China’s case, the overall simple ad valorem average for 2009 under the ACFTA is 2.5%,
compared with the 9.7% MFN rate71. Moreover, under the ASEAN – China Trade in Services
Agreement (ACTISA), services and services suppliers/providers in the region would enjoy improved
market access and national treatment in sectors/subsectors where commitments have been made.
With the Agreement, it is expected that trade in services in the region would expand and grow in
scale through the cross-border supply, consumption abroad, commercial presence, and movement
of natural persons. Finally, the conclusion of an Investment Agreement, signed on 15 August 2009, is
timely as this provides an enabling environment that will lead to enhanced investment flows
between both sides, at a time when ASEAN and China are both key emerging economies with strong
economic prospects. These represent the most crucial relationships among the Popular Republic of
China and Asian economies.
Box 5: Outward Chinese FDI – New Trends
In BRIC countries (Brazil, Russia, India and China), both FDI inflows and outflows have increased in the last 12
years, so, in effect, they have recently evolved from a situation in which they were just the main host countries
of FDI flows to another in which they became significant outward investors. (Aurora Lucci, 2013) Nowadays,
rd
China has become the 3 largest outward investors, right after U.S.A and Japan. In the past 5 years, the
overseas investment of China was mainly driven by the desire of seeking natural resources and was led by the
SOEs. At the same time, the investment showed a relatively high concentration in terms of both industry and
destinations.
Table 3.2.4 Chinese FDI Outflows, by Regions, 2004-2013 (millions US$)

Year

2004

2005

2006

2007

2008

2009

2010

2011

2012

2013
(Nonfinancial)

Total FDI
Outflows

5,498

12,261

21,160

26,510

55,910

56,530

68,811

74,654

84,220

90,170

European
Union

73

190

129

1,045

467

2,967

5,963

7,561

6,120

-

U.S.A

120

232

198

196

462

909

1,308

1,811

4,048

4,230

Japan

15

17

39

39

59

84

338

149

211

-

Russia

77

203

452

478

395

348

568

716

785

4,080

Australia

125

193

88

532

1,892

2,436

1,702

3,165

2,173

3,940

ASEAN

196

158

336

968

2,484

2,698

4,405

5,905

6,100

5,740

Source: Authors’ Elaboration UNCTAD dataset and data published by Commerce Department
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Since 2013, new trends about Chinese FDI outflows have been observed.
1.

Investment Destination Change
Although Asia, U.S. and the EU remain the top destinations for China’s outbound investments, the
ASEAN region is experiencing an extremely slow increase, which implies a shift of investment focus.
According to the data published by the Commerce Department, from year 2012 to year 2013, there is
an increment in outbound investments in ASEAN, Russia, U.S.A, Australia and EU, with an annual
increase rate of 35.3%, 685%, 232.2%, 109.3% and 89.9% respectively. (See Table 3.2.5) Especially in
the first 4 months of 2014, investment has increased significantly in Japan, Russia and U.S.A.
It is believed that China has begun to diversify the investment portfolio, expanding to industries other
than energy and resources. It seems that regions with high technology or intensive knowledge/knowhow have attracted China a lot, such as Japan, EU and U.S.. This change also represents the transition
of the Chinese economy, from labour intensive to knowledge intensive.
Under this circumstance, Australia is facing a new opportunity. The majority of Chinese investment in
Australia was concentrated in the metal/mining/resource field. With the slow-down of the Chinese
economy development, the investment flowing to Australia has decreased in these 2 years because of
the reduced demand. The new trend emerged in China could make Australia more attractive again.

Table 3.2.5 Chinese FDI Outflows (Non-Financial) increase rate compared with previous year, by region (%)
U.S.A

Russia

EU

Japan

Australia

ASEAN

2014
(Jan-Apr)

+173.3

+238.5

+2.2

+204.3

-0.7

+5.7

2013

+232.2

+685

+89.9

N.A.

+109.3

+35.3

2012

+123.5

+9.6

-19.1

+41

-31.3

+3.3

2011

+38.5

+26.1

+26.8

-56

+86

34.1

2010

+44

+63

+101

+302

-30

+62.9

2009

+96.7

-11.9

+535.1

+43.5

+28.8

+8.6

2008

+136.1

-17.2

-55.3

+50.2

+256

+157

Source: Author’s elaboration according to data from Statistical Bulletin of China’s Outward FDI

2.

Industry Change
Based on the data provided by Thomson Reuters, China’s M&As in the food and beverage industry
showed an impressive growth in the first 4 months of year 2014, representing 17% of the total M&A
deals. It almost equals the percentage of energy and electronics (20%) which is a traditional industry
in M&A for China.

99

Recently, founders Ian and Wendy Hollick sold a controlling interest in the winery they started in 1983
to Hong Kong Yingda Investment Co., which is part of the Shenzhen Guoneng International Trading
Co. of China. Later, the Chinese company Bright Foods (owned by the Shanghai government) paid
US$1 billion in cash to buy 56% stake in Tnuva, the largest dairy products manufacturer in Israel and
also a landmark institution in the country’s history. This kind of deal could be even traced back to a
year ago when the U.S. pork products manufacturer Smithfield Foods was acquired by the Shuanghui
International, a Chinese company. The deal was worth US$4.8 million, still considered the largest
Chinese takeover of a U.S. company to date.
The Chairman and CEO of Nomura China, Yang Zhizhong said that China’s outbound investment in
the consumer goods industry activity was rising rapidly, and much faster than other areas of
investment growth rate (including the natural resources sector). This can also be explained by the
transition of Chinese economy. Currently, China is moving from an export-oriented economy which
has huge demand for energy, natural resources and infrastructure to a consumer-driven new
economy. (See Figure 3.2.7)
According to Camillo Greco from JPMorgan, Chinese enterprises are looking for the most strategic
opportunities for M&A for the purpose of getting access to technology and skills which they don’t
possess per se, or for the purpose of developing stronger brands in China.
From this point of perspective, Australia has an absolute advantage which is its reputation as a pure
and natural food producer. With China’s growing concern about food safety, more and more middleclass families would prefer imported food, which brings new cooperation between Australia and
China.
Figure 3.2.7

3.

Investor Change
In a report conducted by Ernst & Young, it stated that the performance of local and private
businesses’ overseas investment has drawn plenty of attention. From January to November 2013, the
overseas investment from Private enterprises exceeded investment from state-owned enterprises
for the first time, accounting for more than 50% of the total investment. In the first 2 months of year
2014, Chinese FDI outflows coming from local and private businesses increased about 89.4%
compared with the same period of last year.
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Over the past few years, although the Chinese government strongly encouraged Chinese enterprises
to invest overseas, in reality if an enterprise planned to go abroad, no matter if it is state-owned or a
private business, it must be approved by a number of Chinese government agencies. Agencies mainly
involved are the Development and Reform Department, the Commerce Department and the State
Administration of Foreign Exchange, and the level of approval authority depends on the size and the
nature of investment projects. It has been proved that the process is often time-consuming,
complicated and opaque. It is quite normal if an enterprise spends three to four months, or even
more to finish the approval process. What’s worse, the approval authority was given extremely
enormous freedom on decision-making because of the lack of clear and objective criteria. This flaw
actually brought to Chinese enterprises huge losses and also caused officer corruption. Between years
of 2003-2006, it made China miss the opportunity to cooperate with Fortescue Metals Group (FMG)
rd
which, at that time was still at its start-up stage but nowadays it is the 3 largest iron ore company in
Australia. Besides, a lot of enterprises had to pay more money to the authority in order to avoid
rejected results.
Fortunately, the situation is improving. At the start of 2013, the then Vice Premier of State
Department of China, Mr Li Keqiang (Premier now) claimed that improvements of the foreign
investment approval system would be undertaken, as a prime task for the government. The authority
intended to boost the overseas investment of local and private businesses. In December 2013, the
State Department did amend the “The Government Approved Investment Projects Catalogue”, greatly
reducing the approval requirements for Chinese enterprises investing abroad. Only those projects
involving sensitive countries and regions, sensitive industries, or projects with an investment amount
above US$1 billion need to be examined by the Development and Reform Department, which only
represent a tiny part of the total projects. Therefore, after the implementation of amendment, the
process will be simplified and much less time-consuming for most of the enterprises. With the further
relaxing of “Going Abroad” requirements, it is believed that more and more SMEs will join the
internationalisation party.

Chinese outward FDI is increasing over the years. Four main important explanations of the surge of
OFDI have been detected by a study conducted by Sandra Poncet:
1. The excessive productive capacity in some industries has encouraged local firms to go and
invest abroad, since the local market is not enough to cover all the supply. Hence, Chinese
firms enter new markets through FDI or by expanding their market presence in the
distribution network.
2. The increased competition within the Mainland for the presence of the foreign companies
has encouraged Chinese firms to go abroad.
3. The access to knowledge, foreign technology and R&D through the establishment of R&D
centres in developed countries has become a major factor, which favour investments in
other countries. Based on the recent data, it seems that this factor has become a more
important reason for Chinese enterprises to go abroad.
4. Finally, the need to access natural resources and raw materials has encouraged Chinese
firms to invest mainly in oil, gas and mining in resource rich countries. However, most of
these investments are carried out by SOEs, for their great and strategic interest.
With the rise of China as an investor, its interests as a host country to protect its policy space have
increasingly been complemented by its interests as a home country to protect the investments of its
firms abroad, reflected in the evolution of its international investment agreements, which
represents a long term challenge for China, especially after its entrance in the WTO.
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Moreover, China has to care about the host countries’ perception on its investments. The scepticism
on the goals of Chinese investments especially in Western countries raise difficulties for China to
successfully enter there, other than create a hostile environment. This represents a short and
medium term challenge on which Chinese authorities should work on. China’s economy continues to
grow and for this reason its policies are encouraging the development of brands as ‘National
Champions’, damaging the successful foreign companies. The protection of ‘National Champions’ in
some specific industries such as airlines through regulations and restrictions was a widespread
practice adopted by Western governments, in order to prevent the entrance of foreign investors in
these companies. In emerging markets, such as China, these practices are even more wellestablished, especially when foreign investors have to deal with state-owned giants. This explains
part of the scepticism of Western countries towards the Chinese outward investments.
In the meantime, new trends which have emerged in Chinese FDI outflows shouldn’t be ignored. The
chase for knowledge and skill, the growing demand for consumer goods and the rising of local and
private businesses as investors all represent new opportunities for host countries, such as Australia.
China’s R&D Capability
A More Innovative Country: Patent
From the 1960s, economists use patents as an innovation indicator. A patent is a legal document
that grants monopoly rights over a specific innovation for a specified period of time (~ 20 years). If
inventions could be copied, nobody would incur the fixed costs of developing it, hence patents
provide incentives to innovate. Monopoly rights, which companies acquire, are offset by the
disclosure of the content of the invention. Innovative firms, which are those that enter a
technology/sector with an innovation, can be measured with patents. The percentage of firms that
patent for the first time in a specific technology and that are also new firms are called “Technological
entrants”.
Patents facilitate specialisation and learning since they may represent a reliable source of knowledge
and catch-up opportunities to technologically less developed countries. Patent filings worldwide
have reached historically unprecedented levels; the numbers of filings at the largest patent offices
were stable until the 1970s, but then saw substantial growth; first at the patent office of Japan and
later in the U.S.. Instead, China and India picked up from the mid-1990s onwards. Despite the
ongoing economic crisis, global patenting rebounded in 2010, possibly for an accelerated
technological progress, the increased international commerce, and the heightened need for
companies to protect their knowledge assets in international markets.
There were two surge periods in patenting identified: the first one is 1983-1990, where patent filings
increased 3.7% per annum; while in the second period, 1995-2008, they increased 4.9% per annum.
The figure below (Figure 3.2.8) shows the change in total volume of filings for each country/region.
It is noted that during the second surge, new countries, such as China and Republic of Korea,
recorded a large increase in the number of patent filings. Moreover, between these two surges,
there is a difference in the kind of filings. In the first surge it has been recorded that there were
more applications for new inventions, while in the second surge for inventions linked to earlier
filings.
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Figure 3.2.8

Figure 3.2.9

In Figure 3.2.9, it is easy to note that China contributed most for first filings in the second surge,
1995-2008. This shows how much this country is becoming increasingly innovative. Industrial design
applications present a similar trend. China, in the last decade, has overcome all the other countries,
in terms of the number of applications for industrial designs, as it is shown in Figure 3.2.10.
Figure 3.2.10

Moreover, it is worth to highlight another important aspect concerning patent filings and regarding
the characteristics of their applicants. From 2005 the number of Chinese residents, who have
submitted patent applications, is steadily increasing. In 2009, as Figure 3.2.11 shows, residents
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overcame non-residents inventors, while in other countries, such as Brazil and India, non-residents
were still prevailing. This is a crucial signal which shows the evolutionary path that China is following:
strengthening its talents, becoming more prone to innovate and counting less on the knowledge and
technologies of foreign countries.
Figure 3.2.11

Chinese Talents
With the rise of China as a world power, not only is its economy changing but also its human skills
are evolving in order to drive this development. Human skills are becoming increasingly crucial for
companies and the state itself to boost innovation and create a vibrant environment. For these
reasons the Chinese Government has adopted some policies aimed at attracting and retaining global
and especially local talents. Moreover, Chinese Universities are enhancing their roles at the global
level, and are starting to rank among the Top Universities worldwide.
The one thousand talents policy, a reverse brain drain
Over the last decades China has introduced human resources development (HRD) policies in its FYP.
In the ninth FYP, for instance, all the SOE managers had to attend at least three months of training
on general management skills that included ten subjects such as finance, marketing, international
business, economics, leadership, and HRD. For the tenth FYP period (2001–2005) a similar regulation
mandated eight subjects including finance, Internet technology, taxation, information management,
business laws, and e-commerce, among them. In early 2002, the Chinese Communist Party (CCP) and
the State Council jointly issued a 2002–2005 National Talent Development Policy to address the
urgent talent needs for joining the WTO. WTO adhesion brought many MNCs to China, which
needed mainlanders with Western experience and knowledge. In the eleventh FYP (2006–2010), the
Government officially established a concept which stated ‘human resources are the first resource’.
Three agencies managed China’s human resources functions: the Organization Department of the
CPC, the Ministry of personnel at the central level while the Bureau of personnel at the local level,
and the Ministry (or respectively Bureau) of Labour and Social Security. In 2008, the last two
ministries were merged and called the Ministry of Human Resources and Social Security. This
ministry manages the national social security system, and regulates national labour policies,
standards and regulations. However, the Organization Department, responsible for leadership
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selection, evaluation, promotion and training, plays a pivotal role, especially because it allocates
qualified individuals to leadership positions at various levels of Party and government agencies, as
well as in SOEs.
The central government had begun to recognise that the best way to improve science and
technology in China was to create a domestic environment that could attract the return of those
who went abroad, since only those who stayed abroad and learnt the quality of American scientific
research and technologies were considered to add value in the Mainland. However, only a few of
them were willing to return to their home country. For this reason, China has begun to attract global
talents, including overseas Chinese and foreigners. The Chinese, who left to study abroad, remained
there, since the environment in China was not considered intellectual and unique. In the table below
(Figure 3.2.12) the possible effects of highly skilled international migration on sending countries,
such as China, are reported.
Figure 3.2.12

According to the possible positive effects, the efforts aimed at creating a reverse brain drain were
driven either by the central government or local governments. Indeed, the major cities competed
among them in order to attract the illustrious talents from abroad. Some cities adopted preferential
policies, such as subsidised home purchasing, finding jobs for spouses, and long term residence
permits, among them, in order to enhance their level of technical development. Shanghai was the
most successful city in recruiting returnees.
One of the first initiatives, undertaken by the government in the 1990s, encouraged people to return
for short periods in order to show to overseas scholars how China was changing and evolving.
The global financial crisis, which started in 2008, has facilitated this process due to the lack of
growth of the Western economies. As a consequence employment is decreasing, and funding for
R&D has been cut in most of these countries, as a result of the crisis.
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In December 2008, the Central Organization Department of the CCP launched the One Thousand
Talents policy, with the aim to attract to the Mainland 2,000 talents of any nationality by 2018. The
Ministry of Education, the Ministry of Science and Technology, Chinese Academy of Sciences, and
Ministry of Public Security, also strove to attract the talents.
Local governments adopted independently also their own talent schemes, and some schemes
originated far before the central government released its policy in 2008. Indeed, Shanghai already in
1992 announced some policies encouraging the return of overseas Chinese. One such scheme
relates to the establishments of a Park in 1994 in Nanjing, the capital city of Jiangsu Province, for the
employment of talents. Local governments were more devoted to attract high-tech entrepreneurs,
rather than academics and scientists who were more requested by the central government, since
entrepreneurs contribute more directly to the growth of the local economy. Jiangsu and Beijing
provinces followed this approach too. Since 2008, the first of them has spent RMB200 million
(approximately AU$34.338 billion, AU$1 = RMB5.825) per year, to attract about 150 innovative and
entrepreneurial talents annually.
However, the One Thousand Talents scheme wants to attract scientists and academics, especially
the ones who have an academic title in internationally well-known Universities and Institutions, or
senior managers within a well-known international company or banking institution, or inventors who
developed technologies and patents and/or established their business abroad. Through this scheme
only four organisations can recruit talents, such as the national innovation projects, key scientific
subjects and laboratories, central government-owned enterprises and state-owned banking
institutions, and high-tech parks. Once the candidates have been selected, the organisations receive
a great sum of money, which can be redistributed to other projects. It is possible for candidates to
send their applications directly to other institutions, such as the Ministry of Human Resources and
Social Security. At the last step, the Organization Department will evaluate and select the candidates
proposed, together with the Ministries, according to the field in which they operate.
According to the Xinhua News Agency, until the end of 2013, the One Thousand Talents scheme has
attracted more than 4180 talents including foreign talents. These experts undertook 2886 national
and local research projects, with the total funding of RMB15.29 billion (approximately AU$2.625
billion, AU$1 = RMB5.825). Among the talents attracted, there are 3 Nobel laureates and 46 from
Academy of Science or Engineering of developed countries.
While before overseas returnees preferred to work for multinational companies, nowadays SOEs are
raising their packages in order to attract these talents.
The returnees mainly behave in two ways; some of them split their time between China and other
countries, while the others work and have moved permanently in the Mainland. However, the One
Thousand Talents scheme focuses more on the first cluster, since this policy is mainly driven by the
need of the Chinese Government for national growth and development rather than social reasons.
Indeed, the original content of the programme stated that talents had to remain in the area for six
months. For this reason, the main concern of this policy is that researchers would not return to
China on a permanent basis, thus without contributing to the long-term development of China’s
science and technology sector, and nurturing local Ph.D. talents. This is mainly due to their
willingness to retain their tenured positions at the major Western Universities and organisations,
especially the top-notched Chinese Ph.D. holders from the US. However, some universities, such as
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Tsinghua and Peking in Bejing, do not permit talents to have joint appointments with Chinese and
foreign universities at the same time.
The data (Table 2.3.6) showed by Professor Zweig at the US-China Institute at
January 15, 2013 confirms this inclination. The talents of the sample (501), who remained in China in
a full-time position, consisted mainly of scientists and managers of enterprises and entrepreneurs;
while the Ph.Ds. and academicians preferred to be involved part-time, in order to retain their
tenured positions abroad, mainly in the US.
Table 3.2.6

Notes:
A. Innovative scholars working in universities and research institutes.
B. Innovative scientists or managers working in enterprises.
C. Entrepreneurial talents running own companies or with friends.
Jawaharlal Nehru Science Fellowships case
China is not the only developing country which has launched a policy or a programme in order for its
talents to return. Students and scientists from many other countries, such as India and Israel, have
migrated, especially to the U.S., to study and/or work. Since a great number of them remain in the
host countries, India has promoted a programme to attract its best migrated researchers. Moreover,
the need for these countries to grow rapidly and to innovate drives them to attract also the eminent
scientists of any nationality, since they may not represent the most attractive countries to live in the
world for different reasons.
Hence, the Indian Department of Science and Technology has launched the Jawaharlal Nehru
Science Fellowship, with the aim to promote and incentivise cutting-edge research in centres of
excellence in India. This Fellowship Scheme allows scientists of any nationality to carry out research
in an Indian research centre for a period of 12 months during an interval of three years. The main
areas of research are Natural and Physical Sciences including Mathematics. The scientists can apply
only if they have high academic distinctions accompanied with their election to the fellowships, such
as the Royal Society and the French and U.S. and French Academies, among them. Moreover, these
scientists should be active in research for at least the last five years from the date of the application.
The host institutions will provide to all the scientists the infrastructure, furnished housing and
administrative support, while they will receive from the Department of Science and Technology a
fixed sum in order to cover all these expenses. In addition, the scientists will receive a research grant
which can be utilised to hire staff, and cover all the expenses related to the research, such as local
and/or international travel, etc.
Scientists will be free to choose the host institution in India, when conducting the research project,
the theme and scope of their research, and research collaboration. After the open call, where all the
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nominations had been collected by December 2013, the Search Committee was in charge of
evaluating and selecting the nominations for the Indian Government.
The rising role of universities and students’ soft skills
Chinese students have always had a gap in soft skills compared to Western students. For this reason,
Chinese universities are changing; introducing specific courses aimed at improving leadership and
managerial skills, other than formal training and on-the-job coaching within companies.
A McKinsey’s report suggests that by 2020 in China there will be 25 million surplus workers, but they
will not be workers that the Mainland requires, although the Chinese are educating many more
workers with high skills. According to the same report, in 2012 there were less graduated with the
right skills than the ones that the Chinese economy needs. Being a fast developing country, China
needs the same speed of growth for the sophistication of its students’ skills.
The Chinese economy used to be very highly centralised; as a consequence, the higher education
system was also centralised, with the education provided and directed by the central and local
governments. Being essential especially for universities to grow and adopt according to the market
evolutions, the central government adopted some reforms aimed at changing education provisions,
management, investments, recruitment processes and job placements, and the inner-institute
management.
In the last few years, the Chinese government spent billions of Yuan, at least 1.5% of its GDP, on
higher education with the aim of propelling its best institutions, such as the universities of Tsinghua
and Peking, as Yale President Richard Levin asserted.
Indeed, in the last few years, some Chinese Universities entered in the ranking of world Top
universities, aiming to rise through these rankings over the coming years. The One Thousand Talents
policy and all the other initiatives undertaken by the government were driven to attract also highprofile professors in the Top Chinese Universities.
Moreover, China has more than doubled the number of its higher education institutions in the last
decade from 1,022 to 2,263. More than 5 million Chinese students enrol in degree courses now,
compared to 1 million in 1997.
The Executive MBA students of Tsinghua University are divided in three different clusters by the
Dean Yingyi Qian of the same university. The first group is made up by the managers and employees
of SOEs. These students have specific skills; they are perfect bureaucrats, but on average they do not
have strong managerial and entrepreneurial qualities. The second cluster is constituted by students
coming from MNCs. These are the students with capabilities and skills closer to those of the Western
business schools. The last group is based by local entrepreneurs, characterised by very different
educational background and depth. These have the good people skills and incredible attitude to
operate in a continuous evolving and unstable environment.
However, in these last few years, the aim of the Masters of the main universities in China is to
strengthen the soft skills, such as teamwork, presentations, communication, leadership, and culture,
among them, which are weak both for current students and actual business managers.
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Chinese universities have been always more prone to provide to their students very hard analytical
skills and knowledge in disciplines like accounting, science, engineering, and mathematics. In the
global environment these skills are not sufficient to drive the change, innovation and growth.
Nowadays, in support of what is already asserted, China is demanding managers with strong
leadership skills, international experience and the ability to understand the global marketplace
rather than a very qualified person. One of the reasons for this demand is that SOEs are evolving.
They were recently converted into commercial entities and they need people with different
capabilities other than bureaucrats in order to be competitive in the market. Moreover, their
structures do not facilitate employee’s promotions and the dismissal of the non-effective workers.
Capability building training has been implemented in some SOEs as well as in private enterprises
directly within companies and their plants. Some other SOEs in order to solve the problem of lack of
incentives and defective promotion processes have introduced improvement programmes, basically
addressed to promote only the best performers.
However, all the efforts devoted to introduce new skills and capabilities, especially within
universities, have to be contextualised, since not only the culture but also the market is completely
different from the American and European ones. Otherwise, the risk and costs would be high during
the application in concrete actions in the Chinese context. Hence, the use of cases, examples and
problems specific of the Chinese market would be more appropriate.
MNCs face new threats for the attraction of talents
New challenges are faced by both local and multinational companies, even though for the latter
these are more problematic - the rising of salaries and lengthy recruitment processes. The MNCs
also have to account for the change of the Chinese context and culture, which may require local
tailoring of global approaches. In such context, it is worth to mention that in the last few years many
students from overseas are returning in the Mainland, especially the ones interested in the financial
sector. Both for the financial crisis and more promising and potential opportunities in China, this
trend will endure and local firms will try to hire the best returnees.
Chinese new workers and managers increasingly prefer local companies than MNCs, because the
local firms are strengthening their employer brands, and weakening the position of MNCs as the
country’s best employers and places to work. This could represent a threat to the foreign companies
since, as it has already been explained, local managers know better the hidden rules required to run
a company.
The main reasons which have driven this change in favour of private-owned local companies are
basically the possibility of having more training and learning opportunities, increasing compensation
and benefits packages, and the perception within the MNCs that overseas employees are preferred
at senior executive level over natives. Being that local companies offer these higher remunerations,
MNCs have to raise salaries to compete and attract the locals. Moreover, increasing the
opportunities to receive training and development opportunities in each company, MNCs should
lever on their distinctive factors and possibilities, such as putting Chinese employees to work in
different countries, experiencing new places and ways to live, and work and promising development.
Local companies in their path are also facing other challenges. They are strengthening their
employer brands, but they are still weaker than MNCs; they need to reinforce their corporate
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culture which is very important; and finally, they should open more job offers to foreign talents and
retain them for the importance of the cultural fit. In addition, the hierarchical organisations of most
of the local companies do not attract talents.
MNCs need to track all the changes which are facing the Mainland, since they could undermine their
presence in the country. In order to be competitive in the marketplace it is fundamental to provide
quality, innovative products and services, but especially excellent human resources, and this is surely
clear for these enterprises which operate in the global market.

3.3 Australia and its R&D Capability
In 2012 Australia had the world’s fifth-highest per capita income. Australia, as a developed country
and one of the wealthiest in the world, with the world’s 12th-largest economy, plays an important
role in the world economy.
Background of Australia
Those first inhabitants of Australia are the modern Indigenous Australians. At the time of European
settlement in the late 18th century, most of them were hunter-gatherers, with a complex oral culture
and spiritual values based on reverence for the land and a belief in the Dreamtime. A number of
European explorers sailed to the coast of Australia. Before the British, it was a Dutch navigator who
sighted the Australian mainland during the 17th century but the Dutch made no attempt at
settlement. Later, the British arrived and their first settlement led to the foundation of Sydney, the
establishment of farming, industry and commerce; and the exploration and settlement of other
regions.
Gold was discovered in New South Wales and central Victoria in 1851, luring thousands of young
men and some adventurous young women from the colonies. They were joined by boat loads of
prospectors from China and a chaotic carnival of entertainers, publicans, illicit liquor-sellers,
prostitutes and quacks from across the world. In Victoria, the British governor’s attempts to impose
order - a monthly licence and heavy-handed troopers - led to the bloody anti-authoritarian struggle
of the Eureka stockade in 1854. Despite the violence on the goldfields, the wealth from gold and
wool brought immense investment to Melbourne and Sydney and by the 1880s they were stylish
modern cities.
Australia’s six states became a nation under a single constitution on 1 January 1901. Today Australia
is home to people from more than 200 countries.
Australia is a wealthy country which generates its income from various sources including miningrelated exports, telecommunications, banking and manufacturing. In terms of average wealth,
Australia ranked second in the world after Switzerland in 2013. It was identified by the Credit Suisse
Research Institute as the nation with the highest median wealth in the world and the second-highest
average wealth per adult in 2013.
Migration has been an important influence on Australian society and the economy. Increasing skilled
migration makes a positive overall contribution to Australia's per capita income levels, according to a
final report released by the Productivity Commission. “Australia's migration programme is
increasingly focussed on skilled migration, which is generally improving the labour market outcomes
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for immigrants.” said Commissioner Judith Sloan. Australia attracts foreign talents mainly through
the migration policy. “Migration contributes to the economy in many ways. As well as the upskilling
of the workforce, economies of scale and the development of new export markets would further
add to the economic benefits of migration.”, according to Commissioner Sloan. The strong
diversified demographic background also provides Australia more business opportunities and makes
the country more suitable for businessmen with different backgrounds.
Australia’s R&D Capability
In Australia, the government’s involvement in science and research is split between the
Commonwealth and State Governments. There is an increased focus on innovation as a more
encompassing concept than science and research. While industry carries out nearly two thirds of
Australia’s total R&D, public sector research organisations (especially universities and state
government agencies) play a critical role. Public sector researchers account for 77% of Australia’s
basic research effort and 44% of Australia’s applied research effort (ABS). The Federal Government
has identified ‘national research priorities’ as: an environmentally sustainable Australia, promoting
and maintaining good health, frontier technologies for building and transforming Australian
industries, and safeguarding Australia. These priorities represent areas of particular social, economic
and environmental importance to Australia, and areas where a whole-of-government focus has the
potential to improve research and broader policy outcomes. Under the federal level priorities, each
state also has its own priority.
Australia’s GERD as percentage of GDP increased from about 1.44% in 1992 to 2.21% in 2008. The
country’s expenditure on basic research accounted for 20% of national GERD in 2008. Australia has
seen a rising share of GERD funded by industry (from 46.3% in 2000 to 61.4% in 2008) and a falling
share funded by government (from 45.5% in 2000 to 34.9% in 2008). Foreign funding accounts for a
small share of total GERD, only 1.7% in 2008.
According to the paper released by the Australian’s Chief Scientist, Australia has a similar percentage
of researchers in its workforce compared to North America and European nations, and it has a low
number of researchers (%) working in business enterprises but a relatively high number working in
higher education. The country’s rate of spending on R&D is now greater than that of a range of other
countries.
The paper includes two general measures of research activity, country’s R&D workforce (the number
of researchers per 1000 workers) and national expenditure on R&D relative to the size of each
country’s economy (R&D spending as a percentage of GDP). Figure 3.3.1 shows the difference
between Australia and other countries. The rates of R&D spending for this group of countries vary
considerably. Australia’s rate of spending on R&D has increased by 51% in recent years and is now
greater than that of larger countries such as Canada and the United Kingdom, and of smaller
countries such as Belgium, Norway and Ireland. Other smaller countries, namely Denmark, Sweden
and Finland, have far higher R&D spending rates, which are consistent with their higher numbers of
researchers.
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Figure 3.3.1 Researchers (per 1000 workers) VS. Spending on R&D (%of GDP)

Source: Australia’s Position in The World of Science, Technology & Innovation

There are four main sectors where R&D takes place: higher education (mainly universities), business
enterprises, government agencies and private non-for-profit organisations (e.g. independent
medical research institutes). The effort in the United Kingdom and Australia is clearly concentrated
in the higher education sector, which represents higher potential capability of transferring
knowledge to the industry sector. Australia has a relatively low percentage of Australian business
R&D that was supported by funds from abroad. The lack of international interaction on R&D could
be explained by the economic structure of Australia. Rich natural resources exportation has been
accounted a large portion of its GDP, but the situation is changing. Luckily, the Australian
Government has realised the necessity to encourage development of other industries and is willing
to boost innovation and high-value sectors through taking advantage of strong R&D capability from
higher education.
Counts of research publications and how often publications are cited by others are common
measures of research outcomes. By sheer volume of publications, the U.S. is the most prolific,
followed now by China. A different picture emerges if we look only at publications in the top
journals. On this measure, the United Kingdom is in second place behind the U.S.. When the size of
each country is also taken into account, the story is again different. Figure 3.3.2 shows the number
of publications in two categories per 1,000 population — those in the top 25% of journals (yellow
bars) and those in other journals (blue bars).
On these measures, Australia compares favourably with the United Kingdom, Canada, U.S., Germany
and France.
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Figure 3.3.2 2009 Publications per 1000 Population, by Journal Quality

Source: Australia’s Position in The World of Science, Technology & Innovation

Currently, Australia has a close collaboration with the EU on R&D, for example, the Horizon 2020
Program. Meanwhile it is also developing relationships with China and other countries to improve
the region’s innovation capability (Detailed in the next subparagraph).

3.4 International Relationship among Europe, China and Australia
3.4.1 The EU and China
After the end of the Cold War, relations with Europe were not as high a priority for China as its
relations with the US, Japan and other Asia powers. However interest in closer relations started to
rise as economic contacts increased and interest in a multipolar system grew. China's growing
economy became the focus for many European visitors and in turn Chinese businessmen began to
make frequent trips to Europe. Europe's interest in China led to the EU becoming unusually active
with China during the 1990s with high-level exchanges. EU-Chinese trade increased faster than the
Chinese economy itself, tripling in ten years from US$14.3 billion in 1985 to US$45.6 billion in 1994.
With the EU's "New Asia Strategy", the first Asia–Europe Meeting in 1996, the 1998 EU-China
summit and frequent policy documents highlighted its desire to form closer partnerships with China.
Although the 1997 Asian Financial Crisis dampened investors’ enthusiasm, China weathered the
crisis well and continued to be a major focus of the EU trade. Trade in 1993 saw a 63% increase from
the previous year. China became Europe's fourth largest trading partner at that time. Even following
the financial crisis in 1997, EU-Chinese trade increased by 15% in 1998.
EU-China trade has increased dramatically in recent years. Nowadays, China is the EU’s biggest
source of imports by far, and has also become one of the EU’s fastest growing export markets. The
EU has also become China’s biggest source of imports. China and Europe now trade well over €1
billion a day. EU imports from China are dominated by industrial and consumer goods: machinery
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and equipment, footwear and clothing, furniture and lamps, and toys. EU exports to China are
concentrated on machinery and equipment, motor vehicles, aircraft, and chemicals. Bilateral trade
in services only amounts to 1/10 of total trade in goods, and the EU’s exports of services only
amount to 20% of EU’s exports of goods. As a result, the EU records a significant trade deficit with
China. This is in part a reflection of global and Asian value chains, but in part also due to remaining
market access barriers in China. Investment flows also show vast untapped potential, especially
when taking into account the size of the EU’s respective economies. China accounts for just 2-3% of
overall European investments abroad, whereas Chinese investments in Europe are rising. During the
European sovereign debt crisis, several European countries required the EU and International
Monetary Fund bailouts. China assisted Europe by buying billions of euros' worth of junk Eurozone
bonds; in particular from Greece, Ireland, Italy, Portugal and Spain. Some analysts suggested China
was buying political influence in the EU but China maintains that they are building strong trade ties
and supporting the European economy so that trade issues can move ahead more smoothly
(European Commission Trade Department).
At the 16th EU-China Summit held on 21 November 2013 both sides announced the launch of
negotiations of a comprehensive EU-China Investment Agreement. The Agreement will provide for
progressive liberalisation of investment and the elimination of restrictions for investors to each
other's market. It will provide a simpler and more secure legal framework to investors of both sides
by securing predictable long-term access to EU and Chinese markets respectively and providing for
strong protection to investors and their investments.
Figure 3.4.1 EU-China (€)

Source: European Commission Trade Department
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Cooperation on Technology and Innovation between the EU and China
Science, technology and innovation form an important part of the EU-China relationship.
Collaborations are underway between two sides on global challenges such as climate change, new
and renewable energies, and health. With new ideas and innovative solutions, the society can
become more prosperous and inclusive. European and Chinese scientists continue to strengthen
their collaborations to tackle issues of common interest and mutual benefits, help share the risks
involved, and make science, research and innovation proceed more rapidly and more costeffectively.
Science and innovation are now high on the European and Chinese agendas: in the EU 2020
strategy72 and the 12th Five-Year Plan73 respectively, many opportunities to work together are
offered even more. The EU and China agreed at their 14th Summit in February 2012 to broaden their
exchange in science and technology towards innovation. The establishment of an EU-China “HighLevel People-to-People Dialogue” is also expected to foster more connections between students and
young-people, as well as scientists for the longer term. And, the “Partnership on Urbanisation” will
channel the cooperation in this mega-trend taking place in China.
In Europe, it is believed that research and innovation hold the key to economic growth. To achieve
goals for smart, sustainable and inclusive growth, international cooperation, including with China,
remains a priority in the EU’s “Horizon 2020” (detailed in Chapter 1.2.3) Programme for Research
and Innovation. Moreover, with the majority of European research funding being at the Member
State level, the breadth of the bilateral engagement with China is evident in research collaborations,
joint laboratories, innovation activities, as well as scientific exchanges in key priority areas. And
there is scope in the coming years to do more in a more coordinated and unified way as Europe with
China to achieve greater scale and impact.
In addition to the general level cooperation between the EU and China on innovation and
technology, enterprises especially SMEs from both sides are communicating more recently than in
the past. It has been observed that European SMEs have started to invest in China because of the
attractive market and also as a result of following their larger corporation customers as suppliers. On
the other hand, Chinese private enterprises are also acquiring or investing jointly with European
SMEs for the reason of getting access to the market and deep know-how, like we analysed
previously in the report. This kind of connection between enterprises should not be ignored either.
Actually, the example of an EU-China relationship offers positive implications to other countries and
regions.
3.4.2 The EU and Australia
Australia and the EU enjoy a constructive and substantial bilateral relationship built on a shared
commitment to freedom and democratic values and a like-minded approach to a broad range of
international issues. In support of these shared commitments Australia and the EU work together to
support global efforts to combat terrorism and the proliferation of nuclear and conventional
weapons, to coordinate efforts to respond to the challenges of climate change and the global
72
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Europe 2020 is a 10-year strategy proposed by the European Commission on March 3 2010 for
advancement of the economy of the European Union. It aims at "smart, sustainable, inclusive growth" with
greater coordination of national and European policy.
73
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financial crisis and to promote peace, sustainable development, good governance and human rights.
The 28 members of the EU as a bloc constitute one of Australia’s largest trading and investment
partners. Australia and the EU cooperate increasingly closely in the Asia-Pacific region, including to
enhance security, stability, and to improve the coordination of development cooperation assistance
among donors to the region. The EU is a significant provider of aid to the Pacific and South East Asia.
Australia has a number of formal bilateral agreements with the EU and its institutions.
Today, around half of the nearly one million Australians living and working abroad are in Europe and
around 1.2 million Europeans visit Australia each year. In 2013, over 39,000 students from the EU’s
28 Member States came to Australia to study. More than 1,000 students take part in the EUAustralia bilateral mobility projects and more than 200 have taken part in Erasmus Mundus74.
The EU economic and trade data reflects a robust partnership. The EU is Australia’s leading investor
with an accumulated investment of AU$647 billion at the end of 2012 – 31% of total foreign
investment in Australia. Based on the latest available figures, in 2012, the EU was Australia’s secondlargest trading partner (in goods and services) after China, with total trade worth AU$82 billion. It
was Australia’s third-largest merchandise trading partner after China and Japan, with two-way trade
totalling AU$59.7 billion or 12% of Australia’s total trade in goods. The investment is estimated to
generate an estimated 500,000 jobs directly and a total of 1.4 million jobs both directly and
indirectly in Australia.
But the EU and Australia are not only bound by economics and trade. The cooperation is growing
and expanding. Notably in the areas of foreign and security policy – the EU and Australia cooperate
on Syria, Iran, and are in close contact over the developments in Ukraine. In the areas of
development and humanitarian aid – the EU together with its Member States are the second largest
development aid providers in the Pacific after Australia. The EU and Australia now have a new
partnership based on “delegated cooperation” which allows managing aid projects on each other’s
behalf and thus avoiding costs of duplication of resources; in the area of crisis management the EU
and Australia have a framework-participation agreement close to be signed (the EU is running 15
military and civilian missions worldwide), which will allow Australia to participate in current or future
EU missions; and the two countries are increasingly working closely together in the international
area, such as the UN, ASEM, the WTO and the G20 (chaired this year by Australia) (EU Ambassador
Sem Fabrizi, April 2014, Adelaide).
Cooperation on Innovation and Technology between the EU and Australia
The EU is Australia’s largest scientific partner. In 1999, Australia became the first non-European
country to sign a Science and Technology Agreement with the EU. Since then cooperation has been
actively and steadily increasing in a diverse range of research areas.
The EU Research and Innovation programmes run for a 7 year period and they are funded with a
significant amount of resources. Over the past 20 years, Australian participation in previous EU FPs
has grown strongly: from the 53 projects with Australian partners during FP5, to 165 signed projects
under the previous FP7 (2007 – 2013). The EU's investment in the projects involving at least one
Australian partner in FP7 is nearly €900 million (approximately AU$1.4 billion). Australia ranks 9th
74

The EU’s Erasmus Mundus programme aims to enhance quality in higher education through scholarships and
academic cooperation between Europe and the rest of the world.
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among the non-EU countries participating in FP7 and Australian research organisations have a higher
rate of success in their applications – nearly 28% compared to 23% for all non-EU countries (EU
Ambassador Sem Fabrizi, April 2014, Adelaide).
In 2014, the EU is launching the new research and innovation programme Horizon 2020 (2014 –
2020), which runs for 7 years with a focus on societal challenges. It provides abundant opportunities
for new bilateral research and innovation cooperations for the benefit of society.
Further, the European Research Council grants are open to Australian researchers as long as the
research is largely carried out in Europe, and Australia and the EU have the mobility schemes under
the Marie Sklodowska-Curie Actions75 (EU Ambassador Sem Fabrizi, April 2014, Adelaide).
A Joint Science and Technology Co-operation Committee (JSTCC) meets every one to two years to
exchange information and discuss ways to enhance research collaboration and agree on priorities
and actions to strengthen the relationship. The 13th JSTCC meeting will be held in the second half of
2014. In addition, the Australian Government supports research cooperation with the EU through
the joint National Health and Medical Research Council (NHMRC) – European Union Collaborative
Research Grants programme.
In 2008 the Australian Research Council opened its fellowships to international candidates for all
schemes, providing funding for eligible organisations to promote collaboration, movement and
networking between Australia-based and overseas researchers. This has resulted in several
successful research projects between Australian and the EU researchers and enhanced the
opportunity for them to strengthen their networks internationally.
The report has showed how important SMEs are to Australia and the EU. In 2013, the EU and
Australia jointly funded the ‘Connecting Australian European Science and Innovation Excellence’
(CAESIE) bilateral partnership initiative, which aims to establish science and technology collaboration
and partnership between SMEs and researchers in Europe and Australia. The CAESIE mainly focus on
SMEs that make a significant contribution to addressing some of the world’s grand challenges such
as Clean Energy, Healthy Ageing and Sustainable Cities. It provides free assistance and brokerage to
establish early stage collaborative links between researchers and SMEs in Australia and Europe, for
knowledge exchange and R&D product development. The project also provides assistance with
identifying government-funded programs and incentives in Australia and Europe for major project
development and other opportunities for research and innovation. CAESIE explores Australian
cooperation in research activities coordinated or networked among EU Member States. The EU and
Australia wish to stimulate the participation of SMEs, civil society and their networks support for
cooperation with other European research schemes. Research and technological development
projects where the bulk of the research is carried out by actors such as universities, research centres

75

The Marie Skłodowska-Curie actions, named after the double Nobel Prize winning Polish-French scientist
famed for her work on radioactivity, support researchers at all stages of their careers, irrespective of
nationality. Researchers working across all disciplines, from life-saving healthcare to 'blue-sky' science, are
eligible for funding. The MSCA also support industrial doctorates, combining academic research study with
work in companies, and other innovative training that enhances employability and career development.
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or other legal entities, for the benefit of specific groups, in particular SMEs, or for civil society
organisations and their networks.
3.4.3 Relationship between Australia and China
The relationship between China and Australia has grown considerably over the years, which could be
traced back to 1901. Both countries are actively engaged economically, cultural and politically with
spans numerous organisations such as APEC, East Asia Summit and the G20. Chinese people from
mainly Guangdong province in southern China have migrated to Australia since the late 1800s and
boomed in the Victorian gold rush era.76 Today, China is Australia’s largest trading partner, in terms
of both imports and exports, while Australia is China's sixth-largest merchandise trading partner, and
fifth in imports (DFAT, 2012). China has one of the largest foreign reserves in the world, and has
invested in Australian mining companies to help meet the needs of their growing economy.
Australian businesses have also invested in China, with a number of notable successes. As China
continues its economic liberalisation, and capital flows become easier, there will be further
opportunities for Australian businesses to invest and expand operations in China (or vice versa).
Trade (Imports and Exports)
The complementarity of Australia's and China's economies has resulted in extraordinary growth in
bilateral trade over the past forty years. Merchandise trade has grown from around AU$100 million
in 1972 to AU$114 billion in 2011, while services trade — negligible in 1972 — is now worth over
AU$7 billion. China's share of Australia's total merchandise trade rose from 1% in 1972 to almost
25% in 2011-12. (See Figure 3.4.2)77
With this strong and growing trade and economic relationship, Australia and China agreed on
18 April 2005 to commence negotiations into a Free Trade Agreement. Twenty rounds of
negotiations have taken place and according to a source, recently the Chinese were ''pushing pretty
hard'' to allow them to bring in their own workers to build and, in some cases, operate such projects,
especially in regional areas. If this is agreed by the Australian government, a flood of Chinese
investment could be foreseen.
As we have mentioned before in Chapters 1 and 2, imports and exports represent the major form of
Australian and Chinese SMEs’ internationalisation process. The great achievement of trade between
these two countries is mainly contributed by SMEs (especially Chinese SMEs exporting to Australia).
According to the President of the Chinese SME- Gather Great Ocean Group (GGOG), Mr Wu Shipeng,
the main problem in his investment in South Australia lies in the visa application process for his
Chinese experts and workers. Therefore, it can be estimated how attractive Australia could be after
the FTA is signed (with allowance for Chinese investors to bring their own workers).
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Wikipedia: Australia-China Relations
(http://en.wikipedia.org/wiki/Australia%E2%80%93China_relations#cite_note-12)
77
Data Source: Wilson Au-Yeung, Alison Keys and Paul Fischer, Australia-China Not Just 40 Years, 2012
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Figure 3.4.2 China’s Share of Australia’s Total Merchandise Trade

China's main exports to Australia since Federation have been manufactured goods. From 1980 to the
present, manufactured goods have made up over 90% of Australian imports from China on average.
Of this, over 90% has been 'elaborately transformed manufactures'78 (ETMs).
The initial phase of ETM imports from China was dominated by textiles, clothing and footwear. In
1984-85, it made up more than 53% of total merchandise imports from China and the majority of
ETM imports. By 1989-90, textiles, clothing and footwear accounted for 42% of total merchandise
imports, and 49% of ETM imports. Over time, China has gradually shifted up the production value
chain towards more sophisticated products (Coates, Horton & McNamee, 2012). Consistent with
this, the composition of ETMs that Australia imports from China has also changed with household
appliances making up a greater share since the early 1980s. But China's manufacturing is moving
beyond household appliances to more high-tech products and machinery—and Australia is
increasingly importing these items as well. By the mid-1990s, engineering products from China
began to become relatively more important, surpassing the more traditional sources of
manufactured imports from China. This saw the share of engineering products to total ETM imports
rise from 9.6% in 1989-90 to around 50% in 2010-11. It can be observed from Figure 3.4.3 that the
share of Textiles, Clothing and Footwear is decreasing significantly, while instead, Engineering
products now represent the majority share of imported Chinese ETMs.
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ETM are defined as products with unique features which permit their identification as
differentiated products on world markets, i.e. ‘finished goods’. ETM comprise the bulk of world
trade in manufactures. –Australian Government, Department of Foreign Affairs and Trade
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Figure 3.4.3 Share of Imported Chinese ETMs

Among all the Engineering products, Office and Telecommunications equipment made up the largest
share, accounting for over 50% of imported engineering products from China since 2001-02 (As
shown in Figure 3.4.4).
Figure 3.4.4 Component Share of Imported Engineering Products from China

In 2011, Australia imported over AU$42 billion worth of goods from China, of which the largest were
telecommunications equipment and parts, computers and clothing, each valued at over
AU$4 billion. Other major imports include furniture and furnishings (AU$1.8 billion). These imports
include international brand name products manufactured in China (such as Apple computers and
iPhones) as well as Chinese brands such as Haier (a Chinese multinational electronics and home
appliances producer with the largest share of the world's white goods market). The 'made in China'
tag has been common for some time now on manufactured products found in Australian homes.
Australia imports around 25% of its manufactured imports from China.
China’s rapid economic development over the past decade has generated large increases in demand
for resources such as iron ore and coal, which has been partly met by Australian exporters. In fact,
120

the surge in Australian resources exports to China has been so large that it has outweighed the rapid
rise in Australia's imports of Chinese goods, with Australia one of the only developed countries to
routinely run a trade surplus with China.
China's primary resource needs are for energy for electricity and transportation, building materials
for urban areas and infrastructure, raw material inputs to make manufactured items and food.
The demand for building material and inputs to manufacturing generate demand for iron ore.
Although China is one of the world's largest producers of iron ore, its own sources are not sufficient
to economically supply its huge iron smelting industry, so it must supplement its domestic supplies
with imports. As it accounts for around half of the world's pig iron production, China needs around
60% of the global seaborne supply of iron ore. Australia is the largest exporter of iron ore to China,
providing over 45% of Chinese imports.
The steady rise of the Chinese iron smelting industry attracted an increasing share of Australia's iron
ore exports from 1999 onwards (Figure 3.4.5). Between 1999 and 2011, annual iron ore exports to
China grew at an average rate of 23% each year, growing from 26 million tons to 305 million tons.
Prior to this period, Japan had been the primary customer for Australia's iron ore, and although
exports to Japan also increased over the same period, Japan's share of exports fell from 47% to 17%.
Figure 3.4.5 Share of Australian Iron Ore Exports by Destination

Jamie Smyth from Financial Times reported that Chinese investment in Australia has increased
tenfold since 2005 and totals US$57.2 billion, which makes the country the second largest
destination for Chinese investment behind the U.S.. Up until recently the mining sector has been the
largest recipient of investment as Beijing prioritised the securing of natural resources such as coal
and iron ore to expand its economy. But with Australia’s mining investment boom tapering off
(already analysed in the chapter 2.1.5), the value of Chinese investment into Australia fell by 10% to
US$9.15 billion last year (2013) even as overall overseas investment from China increased by 16% to
US$90.1 billion. (See Figure 3.4.6)
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Figure 3.4.6

The reality is that there is not a lot of Chinese investment outside the mining sector in Australia.
Boosting investments in other sectors has become an important job for the Australian government.
It is worth noting that Australia still has a lot of expertise to offer in agriculture and biotech sectors.
The connection between Australia and China is not only limited in the trade area, they are involved
actively in other areas. The strong connection represents a powerful culture background for the
further development of a cooperative relationship. (Detailed in Box 6)
BOX 6: Australia and China in other Areas
Inbound Traveller
China is one of Australia's most important inbound traveller markets, representing the highest source of
tourism income in 2011, with the total inbound economic value of AU$3.5 billion, and is the third largest
market in terms of visitor arrivals, at 542,000 (overtaking the US) (Figure 3.4.7). In the first 4 months of 2014,
there were 328,100 visitors from China (excluded Hong Kong and Taiwan), an increase of 14.2% relative to the
same period the previous year (Tourism Australia, 2014). The strong performance of the tourism market
reflects the reputation of Australia in China, which is definitely an advantage to Australian enterprises to
continuously attract investment from China. And this represents new business opportunities for the two
countries. Australia and China are now seeking to further strengthen their tourism relationship. The Tourism
Forecasting Committee estimates that arrivals from China will continue to grow, to reach over 1 million arrivals
by 2020.
Figure 3.4.7 Arrivals from China into Australia
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Education
Students also make up a significant proportion of visitors to Australia. The number of Chinese students
studying in Australia increased rapidly from the late 1980s, following the introduction of policies in Australia
that allowed universities and other educational institutions to offer places to full fee-paying overseas students
and the lifting of limits on the number of international students (Hall and Hooper, 2008). There has been a
further significant increase in the number of Chinese students coming to Australia over the past decade. In
2011-12, Australia granted just under 50,000 student visas to Chinese citizens — a fifth of all student visa
grants and well above the next largest nationality (around 34,000 student visas were granted to
Indian citizens) (Department of Immigration and Citizenship, 2012). This is more than double the number of
student visas granted to Chinese citizens in 2002-03 (around 22,600).
The high number of Chinese students in Australia has led to strong links between Australian and Chinese
institutions. A study by Universities Australia has recently found that with 885 formal agreements between
Australian and Chinese institutions, Australia now has more links with Chinese institutions than with any other
nationality. There are also 146 offshore programmes offered in China by Australian institutions and their
Chinese partners (Evans, 2012). These links between universities and students are likely to continue to develop
over time and contribute towards the building of relationships between future leaders of our two countries.
Meanwhile, the links also help us to better understand each other from the thinking perspective and could
promote the cooperation on joint R&D programmes.
China's expanding middle class will continue to seek greater access to educational opportunities as a driver for
more highly skilled and better paid jobs. Enrolments in higher education in China grew from an estimated
2.18 million to 9 million between 1992 and 2002 (DFAT, 2005) and to 34 million by 2010 (National Bureau of
Statistics of China, 2011). This ongoing rapid growth presents a challenge for domestic Chinese educational
institutions to meet the growing demand. A growing number of Chinese are also showing a preference
towards studying abroad, with one survey finding that 85% of Chinese high net worth individuals intended to
send their children overseas to study (Industrial Bank and Hurun Report, 2012). However, in 2010 just 2% of
Chinese tertiary students were enrolled abroad, suggesting that there is significant room for growth
(Organisation for Economic Co-operation and Development, 2012).
Financial Services
In addition to education and tourism, Australia is also building a strong presence in China's financial services
sector. All of the 'big four' banks have a branch presence in China, and Australia also has a long-standing
interest in insurance and a growing interest in funds management and securities, with the Macquarie Group,
AMP, Insurance Australia Group and Australian Super all active in China.
As China opens its financial services sector further, financial integration between Australia and China is also
increasing, with the March 2012 signing of a AU$30 billion (RMB 200 billion) currency swap agreement
between the Reserve Bank of Australia and the People's Bank of China. And then on 28 February 2014, Bank of
China signed the agreement with AXS in Sydney on the RMB settlement service. The settlement service allows
Australian companies to efficiently use RMB as a settlement currency in their cross-border transactions with
trading and investment partners in China, to pay and receive RMB on a near real time basis reducing
settlement risk and the cost of conversion, and expand Australia’s financial markets including RMB
denominated bonds and structured instruments. Without any doubt, this service definitely promotes the
business relationship between Australia and China.
Chinese banks and financial institutions are also increasingly active in Australia, with policy and commercial
banks (including the People's Bank of China, Bank of China, and Industrial and Commercial Bank of China)
active in loans, trade finance and transaction services, and securities and investment banking services.
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What is China looking for
In the interview with Mr Wu Shipeng (President of Chinese SME GGOG), he gave us three reasons for
Chinese SMEs going abroad:
1. Limited Availability of Resource: Although China is a country with rich resources, it couldn’t
meet the demand of China’s rapid economy development.
2. Access to Technology and Know-How: China is facing an industry upgrade and transmission
of economy from simply low cost labour-intensive to knowledge-intensive. The deep change
requires China to absorb knowledge from innovative developed countries.
3. Environmental Protection: Environment has become a serious problem in China. Although
new rules to control pollution have been introduced by the government, corporations have
to work harder to cooperate. Developed countries have more strict regulations about
environment protection and enterprises possess advanced environment protection-related
technology, which Chinese enterprises could learn from through going abroad.
Chinese acquirers are clearly seeking corporate control through M&A deals, not simply large
portfolio investments. The acquired share was more than 50% in 72% of the deals and 100% in 48%
of the deals. The share was under 20% in only 16% of the deals.79 In Chapter 2.2 we already
mentioned that a control position of local enterprises would promote technology spill-overs from
MNCs.
One evident goal of Chinese acquisitions is access to resources, especially those that China is lacking.
Two of China’s four largest acquisitions were in the resource sector. State-owned China National
Petroleum Company purchased 100% of PetroKazakhstan in August 2005. And Sinopec, a member of
the state-owned China Petrochemical Corporation, bought a 96.9% stake in the Russian oil company
Udmurtneft in June 2006. China’s resource-seeking acquisitions have been distributed all over the
world, with Canada, Australia, and Russia leading target countries.
According to a report written by PWC Australia on Trends in M&A- China Outbound Deals, Australia
continued to grow its share (by 34%) of China’s M&A in 2013, despite a 20% fall in the value of
China’s foreign deals. The overall slowdown in China’s M&A activity was due to a number of factors,
including a change in the Chinese government, the slowing of China’s GDP growth rate and the
general weakness in international commodity prices. Despite this, China’s appetite for power and
energy assets was as strong as ever, with Australian Liquid Natural Gas companies among the key
beneficiaries. China’s increased interest in Australian assets has not translated to a more diversified
portfolio, however, with investment more concentrated in power and energy than the previous
year. Deals in mining and materials declined significantly. Again, these kinds of deals are led by SOEs,
which is not our focus. The public statements made by China’s ambassador to Australia His
Excellency Ma Zhaoxu in January 2014 provide clear signals that China is anticipating deepening its
investment in Australia, particularly in energy, resources and agriculture, implying a shift in China’s
investment in Australia.
Speaking of seeking advanced knowledge and know-how from developed countries (such as US and
Western European countries), the manufacturing sector is playing an active role here.
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Manufacturing acquisitions are another major component of China’s outward FDI. Such acquisitions
are in line with the global trend towards horizontal and vertical integration of production processes
across national borders. The main reasons for horizontal integration, that is, M&A of companies in
the same industry, are increased production efficiency due to economies of scale and merged
technologies, and reduced competition in product markets. Another motive for horizontal
investment arises from the desire of Chinese companies to circumvent formal and informal barriers
to their exports by investing in foreign production facilities. Thus, horizontal cross-border M&A
activity can be classified as efficiency-seeking and market-seeking.
Through horizontal M&A, Chinese companies are also able to acquire intangible proprietary benefits
to compensate for their comparative disadvantages in branding, marketing, management, and
international experience (Rui and Yip, 2008). Chinese businesses need these competencies to build
market share in highly competitive developed markets, such as the U.S. and Western Europe. These
advanced economies are the primary destinations for such acquisitions. Mindray 80 Medical’s
purchase of Datascope Patient Monitoring in the U.S. in 2008 is an example. In its investor
communications, Mindray emphasizes marketing in the U.S. and operating efficiencies gained by
taking over U.S. companies.
Vertical integration may lead to efficiency gains because each part of the production process is
located where it can be accomplished most efficiently, without the costs that arise from
intermediation and trade when manufacturing is distributed among many companies. Chinese
companies engage in vertical integration mainly by buying producers of specialised machinery and
equipment. The types of producers Chinese companies buy have evolved from basic machinery to
high technology. Shoudu Iron and Steel Company’s 1988 purchase of 51% of Mesta Engineering, a
U.S. producer of metal production machinery, is an example of the former. China’s foray into
technology is exemplified by the 2008 purchase of Quorum Systems, a South Australian Diego radio
equipment maker, by Spreadtrum Communications, a producer of semiconductors for wireless
communication. In a broad sense, such vertical deals can be viewed as resource-seeking, with
machinery being the target resource, or as strategic acquisitions of technology. The U.S., Europe,
and Japan are primary destinations for such transactions.
Finally, Chinese companies have been active buyers in the transportation equipment and
transportation services sectors, which could help companies reduce cost and improve efficiency as
well. Examples include China International Marine Containers’ 2007 purchase of Burg Industries, a
Dutch producer of specialised transportation equipment, and investments by COSCO, a large stateowned shipping company, in freight terminals in Greece, Italy, and Belgium between 2001 and 2007.
Such investments may enhance China’s ability to transport the goods it produces. Hong Kong and
Singapore, major re-exporters in Asia, are main targets for such acquisitions.
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Mindray is one of the leading global providers of medical devices and solutions. Firmly committed to the
mission of “sharing medical technologies with the world”, the company is dedicated to innovation in the fields
of Patient Monitoring & Life Support, In-Vitro Diagnostics, and Medical Imaging. It is headquartered in
Shenzhen, China, and listed on the New York Stock Exchange.
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Based on the report conducted by Deloitte China, the Chinese cross-border M&A in the
Manufacturing industry can be divided into four stages:
-

-

-

-

Stage 1 (2001-2004): The main players are large SOEs operated in the textile or printing
industry. They targeted local companies on the verge of liquidation or bankruptcy in order to
shorten the time needed to catch up with technology of international level, using bank loans
or accumulated capital.
Stage 2 (2004-2007): Medium-sized SOEs and local SOEs joined the party. The targets were
in the machine tools industry, overseas companies beginning to decline but still in line with
China’s domestic need in the next five years. Competing in the domestic market in terms of
imported high-end products, accessing advanced technology and setting up an R&D team
have become the reasons for M&A. Chinese companies began to use capital raised from the
stock market.
Stage 3 (2007-2010): Both SOEs and private enterprises are involved. The focus of targets
has shifted to Energy Equipment and Precision Machinery. Using capital raised from the
stock market, Chinese companies acquired firms with a decline in turnover or firms with
technology slightly ahead of domestic level, in order to expand in the global market,
eliminate future potential competitors and to achieve the integration of research and sales
in domestic and overseas markets.
Stage 4 (2010-now): The players are more diversified than before, even involving Private
Equity which brings a new source of capital. This time, Chinese companies are attracted by
the foreign firms with global reputation, good sales market, intact supply chain operations
and most importantly, core technology. They focus on the objectives of global strategy,
aiming at creating a complete overseas production and marketing operation chain,
establishing a second production base overseas and concerning sustainable development.

The development of China’s overseas investment in the manufacturing sector represents the
strategy change of the country. China no longer feels satisfied with the so-called “Made in China”;
instead, it starts to pursue a more evolving role based on technology and brand name. As analysed
in Chapter 3.2, this is related to the transmission of China’s economy. Today, Germany, U.S., Italy,
Japan and France remain the main investment destination for Chinese companies to acquire
advanced technology. Australia is ranked in the 10th position.
The reason we focused on the manufacturing sector is that the majority of Chinese Private
Enterprises and SMEs are concentrated in this industry. Therefore, it is believed that the trend
showed in the Manufacturing industry could also imply the future of SMEs. Another reason involved
is that Manufacturing is also the industry where most Australian small businesses are situated (89%),
and is right after the Agriculture, Forestry and Fishing and Mining sectors. As explained before, with
less complex approval systems introduced by the Chinese Government and the Australia’s Foreign
Investment Review Board, it has made it easier for Chinese Private Enterprises to invest in Australia
and could bring Silver Lining to the future economic relationship between the two countries.
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Figure 3.4.8 Destinations of China’s overseas M&A in Manufacturing Sector, 2001-2012
Unit: Deals of M&A

Source: Thomson Reuters, analysed by Deloitte
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Chapter 4
South Australia Moving to Be Competitive
South Australia is, with an area of 1,043,514 square kilometres (12.8% of the total Australian land
mass), the fourth largest of Australia’s states. South Australia is open for people and businesses to
thrive. Since the earliest days of the colony, South Australia has relied on investments from overseas
to develop its economic infrastructure and its industries. And today partnering with overseas
investors remains a critical part of the state’s economic development strategy. According to the
Economic Statement released last year (2013) by Premier Jay Weatherill, the state is willing to
become a strong, diverse and resilient economy – building on South Australia’s proud traditions of
innovation, invention, creativity, and resilience.
Historically South Australia’s economy was based on raw materials, especially mining and the food
industry, thanks to its vast natural and mineral resources. These industries still play an important
part in the local economy and in 2012-2013 were the source of the three major exports by revenue:
wheat (AU$1,272 million), alcoholic beverages (AU$1,170 million) and iron ores & concentrates
(AU$974 million) (DFAT, ABS data). Another fundamental sector in South Australia’s economy is
manufacturing, which in 2011 constituted 11.7% of the GSP and 9.85% of employment. In South
Australia, manufacturing is dominated by the wine, wheat and mining sectors (steel, copper, lead
and zinc), which together generate more revenue than all other manufacturing sectors combined.
However, the industrial landscape is well diversified and includes also the following major industries:
meat and meat preparations, wool and sheepskins, machinery, metal manufacture, fish and
crustaceans, road vehicles and parts, and petroleum products. Furthermore, the manufacturing
sector is at present diversifying its structure, relying more on high-tech advanced industries, such
as biomedical, environmental services and clean technologies or nanomaterial.
The South Australian society is multicultural and has a rich ethnic background, linked especially to
Europe and Asia: on a percentage of 26.7% of the population born overseas, according to the 2011
Census, around 13% were born in Europe and 5.8% in Asia. International students contribute a lot to
the richness of its ethnic background. Adelaide, Australia’s “learning city”, has a strong reputation as
an international education hub and a cultural centre and the home to six universities (already
mentioned in Chapter 2.2.2). In addition to this, Adelaide, South Australia’s capital city, was ranked
in August 2013 as the fifth most liveable city in the world (according to Economist Intelligence Unit)
and is internationally regarded for providing enviable work, lifestyle choices and a safe and clean
living environment.
South Australia benefits from a strategic position in the Asia-Pacific region, the world’s fastest
growing area which makes the State an ideal location for businesses searching for access to the highgrowth economies of the Asia Pacific area. South Australia also enjoys the benefits from the seven
FTAs Australia has with New Zealand, Singapore, Thailand, US, Chile, ASEAN (with New Zealand) and
Malaysia. The countries covered by these FTAs account for 26% of Australia’s total trade. Australia
signed an FTA with Korea in April 2014 and an Economic Partnership Agreement (EPA) with Japan in
July 2014. Besides these FTAs, Australia is currently engaged in seven FTA negotiations – three
bilateral FTA negotiations: China, India and Indonesia; and four plurilateral FTA negotiations: the
Trans-Pacific Partnership Agreement (TPP), the Gulf Cooperation Council (GCC), the Pacific Trade and
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Economic Agreement (PACER Plus), and the Regional Comprehensive Economic Partnership
Agreement (RCEP). The additional countries covered by these negotiations account for a further
29% of Australia’s trade (Australia’s Trade Agreements). In line with this, many international
companies from 17 different countries and operating in strategic sectors such as defence, mining
equipment or bioscience are settling down in the state’s borders (Serrao, Tortorici, 2013).
In this final part of the report, we will introduce South Australia from two aspects: Availability and
Accessibility.

4.1 Availability
Availability refers to the available resources South Australia possesses, mainly natural resources,
knowledge/skill, and the innovation and R&D capability.

1. Natural Resource
South Australia is rich in natural resources. The famous Olympic Dam mine near Roxby
Downs in northern South Australia is the largest deposit of uranium in the world, possessing
more than a third of the world’s low-cost recoverable reserves and 70% of Australia’s. The
mine, owned and operated by BHP Billiton, presently accounts for 9% of global uranium
production.81 The Olympic Dam mine is also the world’s fourth-largest remaining copper
deposit, and the world’s fifth largest gold deposit. The state’s deep natural gas exploration is
strongly placed within a global market to potentially deliver billions of investment dollars to
South Australia. In 2013, it attracted combined spending in mineral and petroleum resource
exploration of more than AU$512 million, which reflects South Australia’s international
standing as an exploration destination. Over the next four years, the Iron Road Central Eyre
Iron Project, South Australia’s largest project currently underway, plans to construct an
integrated supply chain consisting of a mine, rail and deep water port operation on South
Australia’s Eyre Peninsula. The Government recently announced its commitment to the
revitalisation of the Port Pirie Smelter, one of the world’s largest lead smelters, operated by
Nyrstar82, which will transform it into an advanced metal recovery and refining facility that
will benefit investors. Besides, the Cooper-Eromanga basins’ western flank oil play, an influx
of companies, ideas and new technologies have combined to result in a world-class rate of
new field discoveries and attracted 25 companies working in 10 joint ventures to accelerate
production. This makes the Cooper-Eromanga basins the most productive onshore oil
provinces in Australia. For the offshore, big players such as BP, Statoil, Chevron, Murphy and
Santos, are exploring the Bight Basin in the Great Australian Bight. Their combined six-year
exploration programs are underway and represent an investment of more than AU$2 billion.
Aquaculture is another rich resource South Australia has. Southern Australia's marine and
coastal environments are internationally recognised for their biological diversity. Most of the
plants, fish and other animals in waters are found nowhere else. Boasting an international
reputation for producing top quality, sustainable seafood, the region’s aquaculture industry
81

Gemma Daley; Tan Hwee Ann (3 April 2006). "Australia, China Sign Agreements for Uranium Trade
(Update5)". Bloomberg. Retrieved 27 April 2012.
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Nyrstar is an integrated mining and metals business, with market leading positions in zinc and lead, and
growing positions in other base and precious metals.
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produces some of the most sought after seafood in the world including Southern Bluefin
Tuna and Pacific Oysters. In fact, South Australia is home to the most diverse range of
aquaculture in Australia, including subtidal and intertidal mollusc farming, sea-cage farming
of finfish and a range of land based systems. South Australia’s aquaculture industry has
firmly established itself as a significant contributor to South Australia’s primary industries,
with the most recent economic impact report showing that aquaculture contributes more
than half of the State’s total value of seafood production. This equates to AU$229 million of
the State’s total seafood production value of AU$426 million, with the remainder (AU$197
million) contributed by the State’s wild catch fisheries.83 According to PIRSA, the majority of
the fisheries are for export, for example 90% of tuna, 50% of oyster and 90% of lobster
produced are exported overseas each year. The South Australian government has developed
a rigorous aquaculture resource management framework that ensures the ecologically
sustainable development of aquaculture while providing certainty and opportunity for
industry investment. The strong demand of seafood from other Asian countries, especially
China, has showed South Australia new opportunities, like seafood farming. Until now, the
major form of fishery in South Australia is through wild catch and the state is still at its initial
phase of farming. However, the government wishes to cooperate internationally to become
more competitive in this field.
Agricultural and wine industries in South Australia contribute in excess of AU$5 billion
production value and more than double this in value adding to the economy of the state.
Premium Food and Wine from Clean Environment seeks to capitalise on the State’s existing
reputation for high-quality products. It is one of the South Australian Government’s seven
strategic priorities84. The priority, led by PIRSA, is driving government actions to support the
development of the food and wine sectors and to increase consumer recognition of local
products. South Australia has an internationally competitive food industry (especially wheat
and barley), which could be extremely attractive to China where food nutrition and safety is
a significant issue. The South Australia wine industry is responsible for more than half the
production of all Australian wine. South Australia has a vast diversity in geography and
climate which allows the state to be able to produce a range of grape varieties-from the cool
climate Riesling variety in the Clare Valley to the big, full bodied Shiraz wines of the Barossa
Valley. Some of Australia's best-known wines like Penfolds Grange, Jacob's Creek, Yalumba
and Henschke Hill of Grace are produced here. South Australia wine businesses in the
Barossa Valley and the McLaren Vale have achieved recent success in attracting Chinese
investment to make significant improvements in winery assets. From discussions with the
investment industry, 70% of investors in the wine industry are foreign – and 50% of these
foreign investors are Chinese.
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http://www.aquaculture.org.au/images/downloads/Aquaculture_in_South_Australia_WAA14-factsheet.pdf
South Australia Government’s seven strategic priorities: Creating a vibrant city, An affordable place to live,
Every chance for every child, Growing advanced manufacturing, Safe communities & healthy neighbourhoods,
Realising the benefits of the mining boom for all and Premium food and wine from our clean environment.
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2. Knowledge/Skill
As mentioned previously in the report, South Australia boasts the presence of 3 local
universities, the University of Adelaide, Flinders University and the University of South
Australia and 3 foreign universities, Carnegie Mellon University from U.S., University College
of London and Torrens University.
The University of Adelaide is consistently ranked in the top 1% of universities worldwide
and is member of the Group of Eight: a coalition of prominent Australian universities, with
intensive commitment in research. In fact, it is associated with 5 Nobel Prize winners and its
strengths in intensive research include: bio-medical sciences, physical sciences, engineering,
IT, food & wine and social sciences. The university accounts for 25,000 students including
over 6,500 international students from over 90 countries. The University of South Australia,
having more than 33,000 students, is the largest university in the state. It has a strong
reputation in conducting research in partnership with industry and it has the State’s largest
share of international students. Flinders University is a noted institution for its excellent
research and student satisfaction therefore it has been awarded in 2004 and 2006 with the
Prime Minister’s Award for University Teaching. Flinders University accounts for 21,787
students of which 3,798 are overseas students and the full-time employment rate of
Flinders’ graduates is higher than the national average. Torrens University Australia is a
private university operated by Laureate Education, a global network of universities. This is
the first Australian university opened in more than 20 years, with teaching commencing in
January 2014. Carnegie Mellon University is a prominent American University renowned for
its educational and research programmes, with a history of 113 years of experience and a
good reputation. It has an excellent source of innovation in its leading areas: IT, Business and
Public Policy Management. University College of London is one of the chief academic
institutions in the world, ranked 4th in the QS World University Rankings 2012 and with a
total of 21 Nobel Prize winners within its community. Noted for its tolerance and the high
value it gives to diversity, it was the first British university to establish a campus in Australia.
Its world-class research is focused on resources and energies.
The total gross value of university research income increased from 17.7% in 2008 to 24.7% in
2010 above South Australia’s per capita share. The expected target before was a total gross
value of university research income 20% above South Australia’s per capita share by 2014
and maintaining it afterwards. However, the 20% target level was exceeded in 2010 (24.7%),
and in 2011 it was 20.6% above South Australia’s per capita share. The proportion of 15-24
year olds engaged full-time in school, post-school education, training or employment was
78.6% in June 2003, and 79% in May 2013; the expected target is 85% by 2020. The
proportion of South Australians aged 15-64 participating in tertiary education and training
was 15.8% in 2009 and 18% in 2012; the target for 2016 is 17% and for the moment this
level has already been exceeded. The number of domestic students completing
undergraduate tertiary qualifications in science, technology, engineering and mathematics
fields was 3,129 in 2009 and 3,089 in 2011; the target amount is 3,600 students per annum
by 2020. All these figures show how knowledge-intensive the South Australia society has
already been and also how attractive it will be in the near future for those companies
looking for knowledge (Luci, December 2013).
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Adelaide, has an extensive base of photonics expertise – in the university sector and in key
industries – much of which grew from fundamental research at the Defence Science and
Technology Organisation. The Photonics Catalyst Program (PCP) supports the development
of innovative photonic products such as sensors, lasers and optical fibres through unique
project based collaborations between South Australian manufacturers, researchers, endusers and government. The program is being delivered through the University of Adelaide's
Institute for Photonics and Advanced Sensing (IPAS). The PCP facilitates the development of
advanced photonic devices by providing funding mechanisms for engagement, the
development of prototypes, testing of photonic devices and the adoption of new light based
technologies. South Australia’s photonics research and innovation is driving the
development of a range of new technologies across defence, medicine, agriculture, mining,
food, construction and forestry.
South Australia is also called the Defence State. It has won and delivered some of the Royal
Australian Navy’s biggest projects. The defence presence, concentrated in Adelaide’s north
and north west, includes the nation’s premier naval shipbuilding hub, Techport Australia,
with world class common user shipbuilding facilities, including the largest shiplift in the
southern hemisphere. This is where the Air Warfare Destroyers are being built for the Royal
Australian Navy – the largest and most complex defence project in Australia. The state’s
tradition in naval shipbuilding and repair work started with WWII Corvettes built in Whyalla.
More recently, the Australian Submarine Corporation (now ASC) designed, built and
continues to maintain the Collins Class submarines and the AWDs are currently under
construction in Adelaide, and the federal government has determined that the next
generation of Australian submarines will be built here. No doubt that South Australia
possesses core technology and skill in the defence sector.
The state also has deep knowledge on the food processing and health care industry. There
are 33 food processing companies in this region, which shows a high presence. As
mentioned before, health care is South Australia’s largest employment sector. To solve the
increasingly severe age issue of the society, South Australia has made great efforts on the
health care and ageing care issues.
South Australia has been a first-mover in the deployment of renewable energy sources such
as wind and geothermal power and has a strong reputation as a leader in sustainable agrifood and resource management techniques. The State’s expertise in environmental
services and resource management, particularly with respect to water, could be better
aligned to commercial opportunities at home and abroad.

3. Innovation, R&D
GERD in South Australia in 2009 reached AU$1.9 billion and the ratio of GERD to GDP was
2.38% in 2008-09. This value was above the national average (2.21%) in Australia in 2008-09,
and was the third highest value among all Australian States, higher than the ratio of New
South Wales and Queensland. South Australia’s expenditure on R&D is comparable to those
of countries that are recognised for their commitment to R&D such as the UK (1.77%),
Canada (1.84%), France (2.02%), Germany (2.64%) and the U.S. (2.77%). Public R&D
expenditure for the period 2008-09 was AU$945 million, or 1.18% of Gross State Product in
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2008-09. South Australia’s public expenditure as a proportion of GSP was higher than the
national expenditure in 2008-09 (1.18% compared to 0.81%); the strategic goal for the
future is to maintain it around 1.2% by 2020. BERD was higher in 2009-10 (0.94%) than
2000-01 (0.5%). The peak of BERD for South Australia was in 2007-08 (1.16%), near the EU
level (1.2% of the EU total GDP). From these statistics, it can be seen how strong the R&D
capability South Australia has. Innovation is in the root of the South Australia’s traditional
culture (Luci, December 2013).
The Premier’s Science and Industry Council (PSIC) plays a significant role, which provides
advice to the South Australia Government on science, research and development issues,
such as raising the State’s R&D profile or attracting additional investment in science and
research in South Australia from the Commonwealth, industry and other Australian and
overseas organisations. Despite its leading role, however, the State Government is not the
major contributor to the State Gross Expenditure on R&D. The largest share of the GERD is
represented in fact by the private business sector, which accounted for around 50% in 200809; then, the second highest contributor is the higher education sector. Together with these
academic institutions, the education and research landscape of South Australia relies on a
number of research entries, national and international, which are important players. These
research institutions with different research focuses are located in five key precincts:
Mawson, Florey, Flinders, Thebarton and Waite (Serrao, Tortorici, October 2013). Details
follow:
Health Research: Recognising the challenges facing health and medical research, the South
Australian Government commissioned the Review of Health and Medical Research in South
Australia to establish a dedicated, flagship research institute for South Australia, SAHMRI.
SAHMRI, along with the new Royal Adelaide Hospital, will form a critical part of the South
Australian Health and Biomedical Precinct which will be the largest health precinct in the
southern hemisphere featuring health, research and education infrastructure. It will provide
the foundation for the creation of a cluster of organisations to deliver world-leading models
of training, research and clinical service delivery. Some projects will be undertaken in the
next phase of the precinct development, including the University of Adelaide Integrated
Clinical School which would deliver professional students in the health sector and would set
up a world class innovative research in the Cancer, Nutrition & Dietetics, Cardiovascular and
Neuroscience, and the University of South Australia Inter-professional Health Clinic (with an
expanded Centre for Cancer Biology) which would enable teaching and student led clinical
delivery of allied health services. Also, the Florey precinct is focused on the medical sciences
research, and both the Flinders and Thebarton precincts are the hubs of bioscience research.
The Precincts’ strong commercialisation focus will drive research, industry growth and
attraction of foreign investment in medical devices, pharmaceuticals and related areas.
Aquaculture and Agriculture Research: South Australia is widely viewed as a world leader in
the sustainable development of aquaculture, with dedicated legislation and research
programmes in place to protect and manage the state’s aquatic resources. The South
Australian Research and Development Institute (SARDI) aquaculture programme is one
example, aiming, through leadership in research, to facilitate the ecologically sustainable
development of aquaculture industries, to improve the international competitiveness and to
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generate products that are of optimal quality and market value. The primary industries
sector generates a large percentage of South Australia’s revenues and thus is very important
to the state. The SARDI has a large number of research centres focused on different subjects
of agriculture research, such as Minnipa Agricultural Centre for livestock and research to
study pests and diseases. In addition to the already mentioned research centres, the Waite
precinct is to develop R&D on agribusiness, food and natural resources. The Flinders precinct
is related to marine research activities.
High-Value Industry: The above mentioned Mawson precinct is focused on manufacturing,
mining, ICT, defence, automotive and electronics industries. Besides this, the Tonsley
redevelopment project, a collaborative and high-value industry, education and residential
precinct, is forecast to attract more than AU$1 billion in private investment through the
attraction of business and investment to South Australia to build new capabilities into the
economy; creating an environment that enables business to grow, attracting the business of
the future, and supporting innovation and entrepreneurs. Tonsley is a strategic
redevelopment project that brings together the key sectors of mining and resources, cleantech and renewable energy, health and medical technologies and sustainable construction.
Flinders University will open its ‘Flinders at Tonsley’ campus in early 2015 which will include
the university’s School of Computer Science, Engineering and Mathematics, Medical Device
Research Institute, Medical Device Partnering Program and Flinders Centre for Nanoscale
Science & Technology. Tier5’s data centre (South Australia IT company), Signostics (an
international medical device company), Zen Energy Systems’ (largest solar provider in South
Australia) manufacturing, R&D and head office have already moved or will move into
Tonsley. Besides, Basetec Services works on large-scale projects across the world and has
committed to investing new facilities at Tonsley that will design, develop, manufacture and
install innovative pipe products. South Australia’s largest oil and gas producers have joined
with the State government and TAFE SA to establish an Onshore Petroleum Centre of
Excellence training facility at Tonsley. The new facility will provide a fully immersive
simulated oil and gas production environment to be used for technical training, including
safety, environmental and sustainable operational principles and key maintenance activities.
In addition to the above mentioned local projects, Siemens, one of the world’s largest
engineering and advanced technology firms and a leader in the energy sector, has
committed to build a maintenance and repair facility at Tonsley to service its energy
technology business. Tonsley will become a combination of Universities, educational
organisations and industry leaders, which according to the theory we presented in the
previous chapters would highly encourage technology spill-overs to local SMEs and improve
the regional competitiveness through innovation and R&D capability.
Apart from the State level, there are also national research centres present in South
Australia: four Federal Government’s Cooperative Research Centres (CRC), the
Commonwealth Scientific and Industrial Research Centre (CSIRO) and the Defence Science
and Technology Organisation (DSTO). Those last two research institutions are of a particular
relevance in their respective fields. The CSIRO supports mostly agribusiness, natural
resource management and manufacturing R&D; The DSTO is focused on research in the
defence sector and is linked to the state’s universities in attracting defence and related ICT
companies to the state. Parallel to these major national Research Centres, South Australia
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hosts a number of other major research-intensive institutions engaged in R&D activities: the
Airbone Research Australia, the Australian Wine Research Institute and the Australian
Centre for Plant Functional Genomics (internationally well-known and recognised).

4.2 Accessibility
Accessibility refers to the accessible resources that South Australia could provide. Without getting
lost, investors would get the full support from the government which has dedicated itself to making
investment safe and possible here.

1. Costs and Logistics
When companies have to decide the location of their subsidies, they care a lot about costs in
the decision-making process. As such, a global index realised by KPMG is used, which
aggregates all the cost factors in order to enable an international comparison among all the
interested locations. These key cost factors are: Labour costs, Facilities costs, Transport
costs, Utility costs, and Taxes. In the KPMG’s Competitive Alternatives Report of 2014,
Adelaide ranks 86 out of 131 cities. Among the other Australian cities surveyed, Adelaide
has been ranked the second most competitive after Melbourne. However, the city has
improved its relative position (from 3rd to 2nd) in some sectors, such as aircraft parts, auto
parts, electronics assembly, medical devices and metal machining. The change in
competitiveness is due to mainly transport and lease costs. The transport costs are
conducted by an increase in the rate of sea freight, while Melbourne and Sydney showed a
decrease in the same costs. For lease costs, although Adelaide has experienced an increase
of 10% that is lower than Sydney (+12%), Melbourne has fallen about 15% in office leases.
This explains the reasons for its overtaking, being that transport and lease costs weigh more
in the cost computation. The following Figure 4.2.1 shows the cost competitiveness index for
Australian cities in the period from 2004 to 201485.
Figure 4.2.1

Source: KPMG Competitive Alternatives report 2004-2014
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The baseline is 100, which represents the average of four North American cities.

135

Australian accounting group Pitcher Partners recently published a comparison of state taxes,
which found that South Australia was the lowest-taxing state (based on the taxes that would
be payable in each state for a hypothetical business).
Part of South Australia’s competitiveness relates to the abundance of competitively priced
land which is suitable for industry, appropriately zoned, and well linked to transport and
other key infrastructure. Commencing in 2008-09, South Australia’s budget has supported
the largest public infrastructure spending program in the state’s history. This program aims
to support economic growth, generate long-term economic returns and encourage private
sector investment. Government investment in infrastructure has ensured the State’s
reputation as a perfect location for foreign investment.
2. Open the Door Policy
With over two decades of economic growth South Australia boasts a resilient domestic
economy. It’s also the most central and cost effective capital city on the mainland and the
gateway into Australia and the fast growing Asian region.
The re-elected Labor government of South Australia, with Jay Weatherill as the premier,
provides good political access and demonstrates willingness to maximise international
linkages and attract foreign investment through an “Open Door” approach. On a number of
occasions it has been stated that the Weatherill government has an “Open Door” which
could provide a one-stop-shop for significant proposed investments/ ventures, through the
appointment of project case managers to facilitate prospective investments.
The South Australia government is involved in a strategic reform to ensure the State is progrowth, business-friendly and competitive on all fronts – plus, an outstanding place for
citizens to live. The government has undertaken a general review of the planning system and
legislation, following a number of changes introduced in recent years that have brought
developments over AU$10 million under the control of the state government’s Development
Assessment Commission, rather than local councils – in view of these projects’ significance
to the state economy. The government recently extended the functions of Coordinator
General – who is also the head of the Department of the Premier and Cabinet – to assist
developers of any project valued over AU$3 million, who are experiencing delays or
difficulties in gaining approvals through various types of government regulation. A Simpler
Regulation Unit was established to ensure that regulations are designed to support rather
than stifle innovation, and to make it easier for businesses to access government services
and conduct business with government online.
The South Australia government committed to increasing the productivity of the public
sector to deliver the services and ability to work with industry in new ways to meet the
needs of a growing economy.

3. Experience
South Australia enjoys a favourable position for foreign investment. In recent years the
Office of International Engagement of the South Australian Government has been able to
attract foreign investments and build distinctive capabilities successfully. The JVs with local
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SMEs have brought talents, know-how and new ideas aimed at enhancing the State
competitiveness.
In Box 7 below, some cases of JVs among foreign and local companies are reported. These
cases demonstrate the potential of the state and more importantly, the strong experience of
the state government’s involvement in international cooperation.
Box 7
3.

Qingdao Gather Great Ocean Seaweed Group (GGOG) and the South Australian Biotech sector.
Flinders University’s Centre for Marine Bioproducts Development began to extract new and unstudied
compounds from seaweeds in order to use and commercialise them as functional food, cosmetic and
pharmaceutical products. South Australian waters have a huge variety of seaweeds and, during the
last few years, Flinders University has made the most of this great South Australian resource by using
biotech research for developing high-value products thanks to its industry partner Australian Kelp
Products. When researchers from Flinders presented their project at the 8th Asia-Pacific Conference
on Algal Biotechnology (a four-day event in Adelaide showing ideas and advancements in algal
research, afore 300 delegates from 27 countries), an opportunity arose. GGOG, China’s second largest
seaweed processing company, learnt about Flinders University’s technological competencies.
Accordingly, the decision to establish a cooperation project involving GGOG, the South Australian
Government and Flinders University was made.

4.

ECAS4, an Adelaide based company resulting from the cooperation between Ecasquattro s.r.l. and
Ferrara University. This company is working on a new European technology in the fields of Health and
Hygiene. The main products will be an environmentally-friendly, non-toxic water disinfection and
sanitisation system for hospitals, agriculture, horticulture, and food and beverage. The parties
involved for the innovation and adaptation of the existing products for the Australian market are the
University of South Australia and ECAS4. After the completion of trials and receiving the required
approvals, the company will set up a plant in the northern area of Adelaide. This will include a Reactor
and a laboratory with investments of over AU$2 million, with a capacity unable to meet the South
Australian demand.

5.

SIC Australia, between the Italian SIC Divisione Elettronica s.r.l. and the South Australian company,
Alano Water. SIC Divisione Elettronica s.r.l produces instrumentation and equipment used in the
water and marine industry. The company has recently invented a new photovoltaic unit, able to
generate electricity and harness the energy of the sun for reusing it. It has also developed a pilot plant
for manufacturing a new hybrid photovoltaic panel. Instead, Alano Water designs, manufactures and
operates municipal and industrial wastewater treatments plants. It is involved in building strategic
and innovative solutions for the future in the field of water and energy. In the first phase, the new
company SIC Australia will have the production plant in Italy, while in Australia the products will be
assembled. Once the demand increases the company will consider establishing a whole production
plant in Australia in order to meet both Australian and ASEAN markets. Moreover, the Physical
Chemistry of Colloids and Nanostructures of the Ian Wark Research Institute at University of South
Australia will support the continuous R&D necessary to maintain the same level of innovativeness and
to retain the world leadership.

6.

A new South Australian company RI Australia has been established by the Italian RI Modular Building
and the South Australian Eurostyle Group. These companies act in the field of Prefabricated Metal
Building Manufacturing. The new company will commence the operations in May 2014. The aim of
the new JV is to provide innovative modular building for mining companies, municipalities, refugee
camps, tourism and defence in the Australian and ASEAN markets. Since the early 2000s, this sector
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has grown in Australia at a high rate. The revenues are projected to grow by an annualised 4.2% and
their total amount in 2013-2014 is worth AU$2.7 billion.

4.3 International Relationship among South Australia, Europe and China
The proximity to demand and to innovation in order to adapt the products to the different regions
will be increasingly important over the next few years. As such, it will be necessary to create new
production locations and a rich network of innovation-oriented partnerships close to the countries
on interest, which can be realised through international Joint Ventures or other types of
international cooperation.
4.3.1 South Australia – Europe Engagement
Concerning the relations with the EU, in 2012 European countries held Australian FDI stocks to a
value of €142 billion or 3% of total held stocks, being Australia the 6th country. The EU is an
important strategic and economic partner for Australia. Among the first thirteen countries to invest
in Australia, five are part of the EU, according to the Australian authorities’ report. Some European
countries have already established specific relationships with the state of South Australia in
particular. For this State the main sectors of interest are Health and Biomedicine, Agribusiness
(including wine), Natural Resources, Gold, Petroleum, Solar and Wind Energy. South Australia’s
most relevant exports towards the European countries are Natural Resources, especially Oil and Oil
seed. Moreover, being that most of them are exporters of Medicaments (pharmaceutical products
included veterinary) and medicine equipment to Australia, they would be a great source of products
and expertise to the South Australian Health and Medical Research Institute.
From 5-9 April 2014 an EU Economic and Commercial Counsellors (24 representatives from 17
Member States) undertook a focused and productive mission to South Australia (spent in Adelaide
and its environs) to understand more about the South Australia economy and trade and investment
opportunities for EU business. The visit was very appreciated and a final report was published which
highlighted the main opportunities of cooperation. It was shared among the EU Members States and
relevant follow up has been generated.
Why would Europe have an interest in investing in South Australia?
South Australia is a hub in the Asian-Pacific geopolitical area:
• The Asia-Pacific area is likely to become the new cradle of cultural and economic
development
• South Australia is a fertile environment for new opportunities of growth and cooperation in
the whole area
A multicultural society:
• The historical European background of South Australia represents a great opportunity that
can be beneficial to Europe (more than 50% of our population have European ancestry,
more than 11% of the population were born in Europe)
• Thousands of international students come to study in South Australia every year
• International companies are settling down
A great place to live:
• South Australia is prosperous, environmentally rich, culturally stimulating, offering its
citizens every opportunity to live well and succeed
• Adelaide is known for its pleasant climate, clean environment and friendly people.
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From the report elaborated by the EU Economic and Commercial Counsellors delegation who visited
Adelaide in April 2014, the main opportunities were highlighted. (Detailed in Box 8)
Box 8 Investment Opportunities
The South Australia government underlines that the State is a low cost Australian business location, in terms of
labour costs, property prices and construction costs. Adelaide ranks highly in terms of the most liveable city
(5th in the world by the Economist Unit and 2nd in Australia by the Property Council of Australia).
The precise opportunities will differ from Member State to Member State depending on their economic
structure. The responsibility for identifying these and advancing them to the advantage of their companies
falls to the respective economic/commercial counsellor.
Member State representatives on the mission identified a range of business and trade opportunities notably in
the defence industries; agribusiness, food and wine; health services; tourism; supplying the mining and energy
sectors; and research and development.
It was also noted that an estimated 40,000 businesses in South Australia are SMEs (88%) and represent huge
inbound investment opportunities for the EU (as it is difficult for them to take advantage of the China/India
boom because of language, ethics, etc.).
The main opportunities as outlined during the presentations and visits include:
Minerals and Energy
South Australia has large mineral deposits, as mentioned in Chapter 4.1.
Notably it has tier 1 uranium assets (accounting for 80% of Australia's uranium reserves and 27% of world
uranium resources); tier 1 copper reserves (accounting for 70% of Australia's copper reserves, with Olympic
Dam accounting for 64% of these); and 27% of inferred gold resources. In 2013-14, South Australia had 76
major minerals and energy projects with a total value of AU$40 billion. South Australia has both onshore and
offshore gas reserves, and believes that the gas boom that has occurred in Northern Australia is still to take
place in South Australia. There is a renewed focus on offshore gas which is largely unexplored. There are tier 1
reserves of unconventional gas in South Australia, presenting significant opportunities. South Australia
considers that it is home to Australia's wind and solar power industries, with the highest rate of adoption.
To support investment and bring forward discoveries, the State government operates the Plan for Accelerating
Exploration (PACE 2020) which has four key work programs covering: PACE exploration; PACE mining; PACE
energy; and PACE global. South Australia is proactively looking at Europe for investment in resources.
Agriculture
Agriculture and Agribusiness is considered to be a vital part of South Australia’s economy and represents an
AU$16+ billion a year industry (including the food industry and food retailing), with the target to reach AU$20
billion by 2020. It accounts for 17% of the State’s employed workforce and total agribusiness exports
(including food, wine and wool) totalled AU$4.75 billion or 44% of total state merchandise exports in 2012-13.
According to South Australia's 2012-13 Food ScoreCard, key sectors include:

•

grains – wheat, barley, canola and other seeds and pulses totalling over AU$4 million, with a farm gate
value of AU$1.2 billion;
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•

meat and livestock – including beef and dairy cattle, sheep, pigs, chickens, turkeys, goats; with sheep the
most widespread farm animal; and South Australia leading the nation in pork processing worth AU$1.5
billion including dairy;

•
•

Horticulture – with 820,000 tonnes of fruit, nuts and vegetables produced annually, worth AU$0.6 billion;
Seafood Sector – through aquaculture production and commercially fished from one of South Australia's
10 wild catch fishing sectors, worth AU$0.4 billion.

In addition, South Australia is the most significant producer of wine in Australia with AU$1.1 billion exported in
2012-13, accounting for 75% of Australia’s premium wine production and more than half of all wine
production in Australia.
According to PIRSA, investment opportunities are apparent in: productivity enhancement, improving
processing efficiencies; food and wine tourism; aquaculture production; high value livestock; dairy processing;
intensive horticulture and related technology and agribusiness infrastructure (e.g. ports, bulk handling
facilities). It was also noted that there is a GMO-moratorium in place in the Agricultural sector until 2019
(although not in research) which is also likely to be extended.
Renewable Energy
The South Australia Government has aspirations to be the nation's leading 'test bed' of emerging small scale
renewable applications and is also supporting large-scale renewable energy investment through its purchases
of GreenPower. The State has a legislated target of 20% energy to be produced from renewable energy by
2014, with a target of 33% of its electricity production to be from renewable energy sources by 2020. It
appears to be well on track to meet this target having already reached nearly 29% in 2012-13. In October
2013, South Australia committed to a complementary investment target of AU$10 billion in low carbon
generation by 2025, subject to no material changes to Federal Government policy support for low carbon
investment.
RenewablesSA is an initiative of the State Government to support the further growth of South Australia’s
renewable energy industry. To assist further investment in renewables it provides investor information and
has an Investor’s Guide. There is payroll tax relief specifically for investors in renewable energy projects.
Advanced Manufacturing
South Australia has the highest dependency on manufacturing in Australia at 8.3% (down from 14.9% in 200203) in terms of industry value-added, and manufacturing represents 8.9% of South Australia employment. The
State’s manufacturing sector is going through a period of rapid structural change with the demise of
automotive assembly and also whitegoods in the State.
Sectors which the South Australia government considers have growth potential include: food, health, medical
and assistive technologies, mining products and services, biotechnology, automation and process control,
renewables, construction materials.
The South Australia government is therefore looking to grow its advanced manufacturing capability where it
competes on innovation, not cost and ‘creates’ and ‘captures’ value with multiple pathways to innovation,
using diversification to reduce vulnerability and focus on demand side policies (procurement, clustering) than
supply side (grants) and by strengthening links between industry and research and using a partnership based
approach.
In this regard, the Tonsley Redevelopment Project (previously a Mitsubishi plant) is a key example of the State
government’s actions.
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Defence
There has been a deliberate focus on developing the South Australia defence industry capabilities since 2003,
supported by a stand-alone dedicated defence agency, Defence SA. The rationale for the defence focus in
South Australia is that for reasons of national security, defence jobs and contracts are most likely to remain in
Australia while on top of that, defence investment planning represents a long term commitment by the
Commonwealth Government. South Australia is also known as the Defence State, and is the only State to have
a Minister for Defence Industries. Furthermore, the UK-sized “Woomera” provides for the quietest test area
for electronic warfare, intelligence and recognition technology in the world. South Australia is home to 32% of
Australian defence industry (FTEs) and currently has a revenue of AU$1.8 billion and employs 27,000 persons;
with the targets set to reach AU$2.5 billion in revenue and 37,000 in employment by 2020.”
The State’s key current defence projects include:

•
•
•
•
•

the AU$8 billion Air Warfare Destroyer build contract and AWD Systems Centre
establishment of the Army’s 1,100-strong 7RAR Battle Group at Edinburgh SA
the multi-billion dollar through-life support contract for Collins Class submarines
the AU$1 billion AP-3C Orion aircraft maintenance and upgrade contract
the AU$1 billion Customs Project Sentinel contract – the world’s largest fixed-wing civil maritime
surveillance program

In addition, Australia's next generation submarines will be assembled in South Australia.
To support the industry the South Australia Government has established three distinct defence precincts
across Adelaide: Techport Australia, Technology Park Adelaide and Edinburgh Defence Precinct.
Over 9 European defence companies are active in South Australia, with over 10 companies having a presence
in South Australia and around 5 active in current South Australia defence projects. Defence SA indicates that
there are 8 key future defence projects across maritime, land and aerospace with potential significant
European company involvement.
Health
The South Australia Government is looking to build on its strengths in the health sector and is developing the
largest health and biomedical precinct in the southern hemisphere on North Terrace, incorporating the
proposed new Women’s and Children’s Hospital, the new Royal Adelaide Hospital, the South Australian Health
and Medical Research Institute, the University of Adelaide Integrated Clinical School and the University of
South Australia Interprofessional Health Clinic on a single site. This is its flagship precinct supported by other
precincts, like Thebarton Technology Hub and Tonsley, aimed at further building South Australia’s reputation
in health care, research and academia. Health Industry South Australia (HealthInSA) has been established to
promote South Australia as a destination of choice for health care industries, research and academia.
Research
South Australia has broad based research capabilities, with particular strengths in agricultural research (Waite
Campus) and medical and research (health and biomedical precinct). Its record of scientific achievement
includes four Nobel Laureates with direct links to the State.
There are six universities in South Australia (including overseas campuses of University College London,
Carnegie Mellon University and Torrens University Australia) which account for 7% of Australia's total higher
education students. The State accounts for 6% of Australia's business expenditure on R&D.
The South Australia Government has a seven pillar action plan for science, research and innovation which
supports and underlines their vital enabling roles in transforming the State’s economy by improving
productivity and competitiveness. One of the pillars is building strategic international partnerships with the
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objective to increase international collaboration in research and development, promote increased investment
into South Australia based on its research strengths and to help South Australia companies compete in the
global marketplace.
Procurement Opportunities
Public procurement is guided by the State Procurement Board, whose role is directed towards establishing and
overseeing a whole of government system of procurement. The South Australia Government has a centralised
Tenders and Contracts website that provides details on open government tenders, awarded contracts, and a
Supplier's User Guide. Registered users can also download a list of planned procurement activities that may be
undertaken by most major State Government agencies.
South Australia has a number of Public Private Partnerships (PPPs) most notably the Royal Adelaide Hospital,
regional police stations and courts; and education works.

4.3.2 South Australia – China Engagement
South Australia and China enjoy a mutually beneficial and prosperous relationship. China is South
Australia’s largest two-way trade partner, with its exports including a range of mineral resources,
bulk agricultural commodities and wine. South Australia is attracting Chinese investment in the
resources sector, the wine industry and property. The largest proportion of overseas students
coming into South Australia is from China, and the Chinese business migrant community in South
Australia is growing and flourishing, bringing investment and jobs. Besides this, South Australia has a
26-year sister-state relationship with Shandong province, the third largest provincial economy in
China. An MoU between the South Australia Government and the Fujian Provincial Department for
Agriculture was signed in 2012. In November 2013, Qingdao has become the Friendly Cooperative
sister city of Adelaide.
South Australia’s rich natural resources and minerals, world class education institutions, lower cost
of living, and picturesque environment are all highly attractive offerings to the Chinese market.
However, South Australia lacks brand presence and the sheer scale of the Chinese market presents
many challenges for South Australian businesses. Given this fact, the government has made a
specific Chinese Engagement Strategy in order to boost the cooperative relationship and different
kinds of activities are currently underway.
In coming years, South Australia has the potential to achieve strong, sustained growth, due largely to
the strength of a suite of major projects led by, but not confined to, those in resources and energy
and defence. The opportunity is to leverage resource projects to develop local value chains in areas
such as high-value manufacturing and services, and other knowledge-intensive activities. This
requires an active stance in relation to its industry participation policy, and the development of local
capacity and capability. China’s growth offers South Australia some of its brightest opportunities,
particularly for the manufacturing and service industries. South Australia also has a good
opportunity to develop well-connected and internationally recognised commercial centres of
intellectual and technical excellence, focused on problem solving within the State and the Asian
region. International partners would accelerate the diffusion and application of knowledge in the
local economy of both sides and help build international recognition for their capabilities and
competitive strengths. Opportunities exist to deepen research collaboration with Chinese entities on
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common problems and challenges, leveraging existing and future South Australian research
strengths.
Based on the existing experience with China, the South Australian government has identified the
following strategy:
•
•
•
•

Ensure a focus within and between government and industry that ensures engagement with
China is targeted relative to the State’s comparative strengths and capabilities
Help position the State by developing a comprehensive understanding of how China is
changing and respond effectively to those changes
Help Australia’s businesses become ‘China ready’ and identify and secure opportunities from
its growth and development
Strengthen government, business, social and cultural ties to underpin a diverse and mutually
beneficial economic relationship that links China’s growth to South Australia’s growth.

As part of the Strategy, the State Government commits to the following key immediate actions:
1. Consolidate and promote South Australia’s capability as a partner in China’s social, cultural
and economic development: the Government will work with local industry, institutions, and
non-government sectors to define and develop South Australia’s ‘value proposition’ for
China in terms of broad-based Asia-relevant capabilities and opportunities. It will establish
key trade, collaboration and cultural exchange platforms, while targeting direct investment
in world-class South Australian projects, and creating pathways to share knowledge and
expertise as well as enrich cross-cultural understanding. International Research Grants
available through the Premier’s Research and Industry Fund provide assistance worth up to
$100,000 a year for three years to encourage research collaborations between South
Australia and countries such as China. Investment in research and innovation is
internationally recognised as one of the most beneficial methods available to improve
economic performance. South Australia could benefit from the Australia-China Science and
Research Fund program (ACSRD) which is dedicated to promote the collaboration
relationship on R&D between the two countries.
2. Coordinate and leverage government activity to build a trade and investment framework for
business (especially for SMEs): The State Government will develop a rich network of
strategic relationships with China at multiple levels of government and, in building the
effectiveness of South Australia’s high-level political and diplomatic engagement with China,
raise the State’s profile to create an important framework for trade, investment and
collaboration.
3. Build and support ‘China-Ready’ South Australian businesses: The State Government will
implement a range of initiatives to assist business to better engage with China. To support
local SMEs exporting to China, the government will continue to partner with the
Commonwealth in the TradeStart86 program, deepen relationships with relevant Chinafocused chambers of commerce and business associations, provide South Australia
86

TradeStart is an Australian Government initiative that delivers Austrade services through local public sector
and industry organisations throughout Australia. TradeStart Partners employ Advisers who are well versed in
the needs of exporters and skilled in matters of international trade. These TradeStart Advisers have access to
Austrade’s worldwide resources and systems. The prime objective of the TradeStart program is to assist SMEs
to achieve long term success in international business.
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businesses with specialised knowledge about the Chinese market and contribute to the
development of the Commonwealth’s FTA negotiations with China.
4. Refocus government resources to support the strategy: Reflecting the importance of China
to South Australia, the State Government will build a ‘China Team’ to coordinate, monitor
and evaluate all China-related initiatives proposed in the South Australia-China Engagement
Strategy. This means that dedicated resources and expertise within the DSD will be working
alongside the State’s commercial representation in China to enhance the delivery of highquality economic outcomes, maximise strategic alignment to focus on the major
opportunities identified, strengthen the connections between key players in China and
South Australia businesses (industry associations and government), ensure flexibility to
respond to tactical opportunities as they arise and better leverage local and in-China
expertise.
While implementing the actions guided by the strategy, several South Australian delegations led by
ministers have visited China in order to discuss future cooperation opportunities. The South
Australia-Shandong Cooperation and Development Forum, and the High Level Working Group
(Shandong and South Australia) were founded in April 2013. Food and wine promotional events
were held in Hong Kong, Jinan and Qingdao. A joint venture agreement was signed between Basetec
Services and Shandong Sinoma Jinling. China-Australia Centre for Health Sciences which is a joint
research and education centre between the University of South Australia and Shandong University
was opened in 2013. In 2012 the Zhendong Australia-China Centre for Molecular Traditional Chinese
Medicine was established in Adelaide, a partnership between the University of Adelaide, the Shanxi
College of Traditional Chinese Medicine and Zhendong Pharmaceutical Company to uncover how
traditional Chinese medicine affects the human body in an effort to integrate it with Western
medicine. There is also a variety of other activities between China and South Australia.
Among all the priority sectors identified by the South Australia government in engagement with
China, agribusiness is placed on an important position. In 1984 the Australia-China Agricultural
Cooperation Agreement, a treaty level agreement, was signed to enhance cooperation in a wide
range of agricultural sectors, to develop the trading relationship and to provide a forum for the
exchange of scientific information. Previously, the Agreement facilitated exchange visits between
Australia and China by providing financial assistance to successful applicants for travel costs
associated with missions. In April 2013, Australia and China agreed to changes to enhance
cooperation under the Agreement, which has led to the establishment of the new Australia-China
Agricultural Cooperation Agreement Program (ACACA program). The ACACA program is an ongoing,
competitive program with specific funding priorities and funding rounds set every two calendar
years. These priorities are agreed between the governments of China and Australia prior to a
particular funding round. The Australian Government Department of Agriculture administers the
ACACA program for Australia.
Increasing Chinese affluence is evident in rapidly rising incomes and spending on high quality food
and wine products. There is a growing opportunity for South Australia to supply China with its
premium food and wine. More customers are demanding higher standards in food production,
processing and logistics. This is putting the country’s food distribution and logistics infrastructure
under pressure, which in turn is compounding food safety and quality issues. Consumers are also
keen to access nutritious food from pristine environments. South Australia’s agribusinesses are
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recognised as innovative and reliable producers of safe and superior food, wine and fibre products,
which match with China’s demand for higher quality food, and agricultural products, services and
technology. This represents an opportunity for relationships with Chinese companies. However, the
South Australia food industry is dominated by SMEs. This, combined with the State’s distance from
export markets, provides different challenges in accessing markets to those of the eastern states of
Australia. Cultural, business and regulatory environments in China also pose special challenges for
South Australia businesses, too. Faced by these barriers, the China Agribusiness Initiative and Action
Plan (led by PIRSA) offers the opportunity to address key constraints facing SMEs in accessing China
by providing information, facilitating meetings with potential trading partners and investors,
developing business capability, and offering improved and coordinated market access. PIRSA has
already established a strategic relationship with Shandong, Fujian and Hong Kong of China, which
would enhance the development of market opportunities.
Among all the ongoing activities between China and South Australia, the GGOG case is worth more
attention. We have identified what China is looking for when investing abroad in previous chapters,
GGOG as an empirical case with great success could help us understand better the potential
opportunity between South Australia and China. An interview with the President Mr Wu Shipeng,
the CEO of GGOG Mr Wu Nianxi and the Project Manager Mr Wu Yang has been made to obtain
more information behind the case. As mentioned previously, the project was established due to a
coincident encounter at the 8th Asia-Pacific Conference on Algal Biotechnology in Adelaide. After the
decision was made to establish a cooperation project involving GGOG, the South Australian
Government and Flinders University, funding support was provided to the Centre for Marine
Bioproducts Development by these institutions over the next 3 years:
•

•
•

GGOG cashed AU$450,000, while it will provide another AU$600,000 over the next three
years. The new Flinders University-GGOG Advanced Macro Algae Biotechnology Joint
Laboratory was inaugurated in March 2013;
The State Government, through its International Research Grant Program, funded
AU$300,000 to the Flinders’ Centre for Marine Bioproducts Development; and
Flinders University invested AU$980,000 for the great success of this cooperation,
comprising AU$180,000 in cash and AU$800,000 of in-kind support.

So an important aspect of the success of this operation is the leverage obtained through cooperation
of different institutions such as the University, Industry and State Government. According to Mr Wu,
South Australia is not the only place to find seaweed, but they prefer investing here because of the
economic stability and the research capability of Flinders University whose talents and R&D are
believed to bring more value to the group in the future. Mr Wu said that Flinders University may
have accounted for 30% of their final decision to invest in South Australia. When being asked about
the high operation cost in Australia, they believe that the R&D capability, the importance of the
market and the pure resource could offset the cost and have more added-value to the company.
During the interview, they expressed their thanks to the South Australia government which has been
very supportive since the starting day of the project.
In addition to the GGOG case, the Zhendong Australia-China Centre also represents the same
characteristics: both companies involved in the two cases are attracted by the deep knowledge and
strong R&D capability of South Australia, along with the continuous support from the government.
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Therefore, it is believed that as an innovative and educational hub, the South Australian state holds
attractiveness to Chinese investors who are eager for knowledge, not only resources.
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Conclusion
According to the report, people began to realise that SMEs are the engine for the local and national
economy and, most importantly, for innovation because they connect different stakeholders such as
local universities and research centres. To boost economic development, the government starts to
play a vital role for supporting SMEs and their innovation-related R&D activities. Even the Chinese
government, which was considered more in favour of State-Owned Enterprises, has started to back
up local SMEs since 2005, publishing numerous policies to create a more friendly and innovative
environment for SMEs’ growth.
In the past few years, for the first time it is observed that SMEs have started to invest abroad. They
seek growth overseas attracted by new potential markets and advanced technology which they
don’t possess per se. Technology and knowledge are the key to SMEs’ success and several studies
indicate that internationally active firms to survive in the competitive arena introduce new
product/services and process innovations more often than their competitors do. It is clear that there
is a link between innovation and internationalisation: firms need to innovate in order to be able to
compete in foreign markets; on the other hand internationalisation may lead to innovation as a
result of so called “learning-by export/internationalisation” effects. Europe, Australia and China all
demonstrate different internationalisation levels and characteristics:






In Europe, it has been observed that there is a direct link between the level of
internationalisation and the size of the company. The larger the company, the easier it is to
internationalise. The total number of SMEs that invest abroad is quite limited among which
considerable numbers are just branch offices or joint ventures, and most of them limit
themselves to one country. However, research represents a major form of European SMEs’
internationalisation mode, which could bring to the region advanced knowledge or research
results.
Australia is an export-oriented country and SMEs contribute most of the export. At the same
time, most of Australian SMEs’ activities are limited in the trade area, still a lower level of
internationalisation. Export represents the major mode. The report found that Australian
SMEs are keen to invest overseas but are often restrained by difficulty in accessing finance
and professional advice and support. Besides this, the lack of self-promotion makes good
Australian companies unknown to the world. However, the Abbott government is willing to
diversify inward FDI which could bring more opportunities to the country. The closure
decision of giant carmakers is considered an opportunity for the country to reconsider its
position, moving from mass manufacturing to the high-technology and innovation related
industries. It also reminds the government how important local SMEs are since they are the
innovation engine for the region.
In the past 15 years, China, as a large potential market, has attracted numerous foreign
companies; however, the continuously rising cost, the high hidden cost, the stronger local
protectionism and fierce competition have made those companies reconsider their presence
in China. According to Roland Berger, the “Golden Age” for foreign companies in China has
ended. In recent years, China has been working very hard to get rid of “Made in China” and
to obtain international recognition. The rising cost and fierce competition of internal
markets make the country difficult to maintain its “world factory” position and the profits of
companies are falling significantly in the past 10 years. As a result, it becomes more
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internationalised, mainly through Mergers & Acquisitions, Joint Ventures and Joint R&D
Centres. Its overseas investment could be split into three categories: seeking natural
resources (in Australia, Russia, U.S. and Africa), reducing production cost (in ASEAN regions)
and accessing knowledge (in Europe and U.S.).
It’s quite obvious that all the three regions are looking forward to further internationally engaging,
and knowledge has become an important attraction for them. As explained in the report, SMEs have
to innovate with the aid of Universities, R&D Centres and even Multinational Corporations. A proper
strategic partnership with these actors or other SMEs from the new markets is very helpful for
further business development.
In line with this, South Australia’s strategies for improving the regional innovation and R&D
competitiveness, enhancing high-value industries, and strengthening connections among University,
Industry and Government are going in the right direction. The examples (such as Tonsley and
SAHMRI) presented in the report demonstrate South Australia’s strong capability of attracting
foreign businesses. Under these circumstances, South Australia is moving to be more competitive in
terms of:
 Presence of natural resources (mining, biological diversity, wind and sun etc.)
 Highly-skilled labour force and international talent pool
 Academic excellence and innovative R&D projects
 University-Industry-Government connection
 High quality of life
In addition, the Government has dedicated itself to improving the internationalisation engagement
level. With specific engagement strategies, it cooperates closely in various fields with the EU and
China.
South Australia has already attracted several knowledge-intensive enterprises from Europe and
China to create Joint Ventures with local SMEs. In this way, the mutual communication on
knowledge is triggered, which in turn also improves again the regional competitiveness of South
Australia. It is believed that this experience could also help South Australia become a perfect
destination for foreign investment.
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