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Harald Horgen says that the idea you shouldn't be building companies to be sold is incorrect. 

Harald Horgen spends his life building small businesses into big companies and he says Australia should emulate Israel if it wants to develop its indigenous IT industry.

In Israel, he says, every sale of a local company to an offshore multinational is seen as a triumph rather than a failure.

Mr Horgen is president of US-based York Group, a company that specialises in international business development for small IT companies. He says most technology clusters grow around a company that becomes a giant. In Silicon Valley that was HP. Austin, Texas, grew around National Semiconductor and later Dell. Redmond, in Seattle, Washington, grew around Microsoft.

But Australia can't pursue this model because an industry giant can't be planned from scratch.

"These sorts of companies are freaks of nature," Mr Horgen says.

Israel shows that successful small companies sow the seeds of growth.

"The idea you shouldn't be building companies to be sold is incorrect," he says. "You should be building many of them. Then these companies' shareholders become angel investors for the next generation of companies.

"If you have 10, 15 or 100 companies you have that number of millionaires investing in the next generation. It's unrealistic to expect a company to grow to $1 billion but you can take it to $10 million or $20 million."

He says companies finish life one of three ways - they go broke (most common), list on the sharemarket or, most often, they are sold.

"So you have to look at why somebody might want to buy you," he says.

Another common and related mistake, he says, is for small companies to target the US market. It is possible to set up a channel in half a dozen countries for the cost of a push into the US and once you have established yourself in those markets you increase your profile as a takeover target. Some companies become takeover targets as much for their channel as for their products.

Israel, Mr Horgen says, has gone from having no software companies to more than 1600 ICT companies. Venture funding has boomed and Israel has the second highest number of companies listed on the US technology exchange, the Nasdaq.

"It has a similar population to New Zealand but has created tremendous wealth," he says.

In addition to creating venture funding, this strategy also develops experience. There are more people who know how to succeed internationally.

York Group has re-established a presence in Australia after pulling out after the tech wreck(but it remained active in New Zealand).

Mr Horgen says government programs for market development do not seem to be as developed in Australia as in NZ, perhaps because NZ companies have to export. New Zealand Trade and Enterprise, he says, will cover 50 per cent of approved expenditure for market development after the first $15,000 is invested.

One of the biggest challenges small IT developers face is getting their products to market, Mr Horgen says. Almost always that involves creating a channel. But what often happens is companies find a channel partner and wait to succeed only to find nothing happens.

"Out of 10 or 15 partners," Mr Horgen says, "the odds are only one will generate meaningful revenue. "Companies think when they sign a reseller agreement the reseller will sell but resellers typically represent 30 products and only two generate most of their revenue."

