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I would like to thank the organization here for inviting me to speak before a good crowd like this. When I got the email from Bill Luz asking me to speak in front of you guys, I suggested that I will make some short comments first and then open the Q&A session. In all the advising that I’ve done here over the last eleven, twelve years, I’ve always been careful that I do not assume to know what you guys are looking for. I will be glad to find a way to answer questions properly in the context of somebody from Silicon Valley. 

But the questions that Bill put in his email are best summarized with one question - “what does it take to build an Asian or, hopefully, a Philippine Silicon Valley?” The other questions are all, in the end, related to that. And then there was one unique question that I thought Bill added in there and that is, why is it even important to do that? Does that matter? 

In the context of Manila itself, it does matter. In the context of the Philippines, sometimes I wonder whether that is important. But I will go ahead and deal with those two questions. First, does it really matter? I believe that the only reason that this is not important is because we may have more fundamental or basic problems that we need to take care of first. 

For example, basic things like do we really have a government that really works? Urban development - if you look around here, a lot of our infrastructure is way overloaded, and I don’t know that a location like Metro Manila can really sustain so much population. But those are very basic things - basic infrastructures that work, [such as] energy, roads, telecommunications infrastructure, military and defense. What do we do with terrorism and crime? Graft and corruption? And other basic food requirements - do we have enough volume in our agricultural system to sustain the whole country? Those are much more, I believe, at the end of the day, more important things to take care of than to think about a Silicon Valley environment here. But that’s just my opinion. 

Assuming, however, that those issues or problems are being taken cared of, then I believe it makes sense to deal with that question of “what does it take to set up a Silicon Valley environment here?”. 

If you look at developed countries in the world, they are those countries that are industrialized. And they are industrialized because they rely on science and technology and the discipline of engineering as basic building blocks for their economy. In other words, they produce products that are technology-based, and there are very, very successful companies that support a thriving industry in technology. Assuming that that is a basic requirement for industrialization in a developing country like the Philippines, then I believe that we need to get on with technology. We need to get on with coming up with technology-based products. And Ill go through some of the things that we usually go through in generating such a product to [identify] where any company or any country can get on the train at any point in time, depending on its capabilities. 

Technology-based products are the result of the work and genius of engineers based on their knowledge of basic science and technology principles. Technology-based products enable us to be more productive in doing the “basic” things we have to do - a simple sending out of email, composing a letter through Word, using the PC. It’s nice that, I’m sure, we take for granted that we have a PC, but if you go … outside of Manila, where in some cases there may not even be electricity or power, you’re out of luck. What do you do when you have to send someone a letter? 

But there are a lot of things that we’ll benefit from technology-based products. We can communicate efficiently, travel efficiently, and, basically, using technology-based products, we live comfortably. I claim therefore that without the fruits of technology, we, as a society, are back to a fairly simple society where livelihood is mostly about worrying where to get the next meal. That’s a scary thought. 

Obviously, we need to be a consumer and a producer of these kinds of products. The consumer part is easy to understand. So let’s talk more about being a producer of these technology-based products. 

The creation of these products, it turns out, is a fairly complex and involved process. Let me just come up with the five different steps that we go through, at least in Silicon Valley, to come up with these kinds of products. First, you have to define it. Then, you have to design and verify the functionality of the design. You have to make sure that the product is reliable. And that there is a [certain] level or standard of quality into the product. You don’t want to be turning off your PC or your TV, and you don’t get back anything on the display. Not good. In other words, even if it is not as exciting as doing the design itself, engineers have to worry about making sure that there is some level of quality involved in the product. Then, of course, the product has to be manufactured and tested, and then it has to be merchandised. All of these take time, money and of course, qualified people. 

Assuming that a product was defined to be useful, i.e., the marketing folks really did their job in assessing the market and user requirements, any one of these five phases has its value - with “value” usually equated to the price the consumer pays for the product. The front-end efforts - meaning the definition, the design, where a lot of creativity was put in by the engineers - these tasks usually get the biggest portion of that value. That doesn’t mean that one cannot get good business or develop industries around manufacturing and test or merchandising. But if you look at the percentage of the value associated with the front-end part of creating this product, they usually get anywhere from at least 60% to 80% of the value of the product. 

We, as a country, may choose to be in any of these very involved tasks. So, let us assume that we want to do the whole thing. Then, an excellent model to study and imitate is Silicon Valley. Now there have been a lot of books written about Silicon Valley, and it’s all good stuff. So, you can go to a library and get all that good information. But one model that I always like to use when somebody asks me what Silicon Valley is all about is an “insider approach” or, more specifically, the “product creation” approach. 

We talked about definition, design and verification and all the rest. Definition requires proper understanding of the market and user requirements. It’s as simple as that. Design is where a lot of the creativity happens - where math, physics, material science, logic and all of those associated disciplines all meet into the engineer’s head somehow, and tries to achieve the functionality based on those market requirements or based on the definition. Reliability and quality assurance are all important. Manufacturing, of course - somebody has to produce the product. And then they have to be sold. 

To create a Silicon Valley in the Philippines, we have to know how to do these things, and we must have the capability to manage all aspects of the operations. So, it’s not sufficient, from an insider’s point of view, to be able to know how to go through all the steps of designing and creating the product. We have to know how to manage these things. Part of the success of Silicon Valley is that, over time, there is a great pool of managers that not only understand the implications of state-of-the-art technology but [are also capable of] putting it into practice, creating the products, and managing the enterprises that are involved in the creation of these products. This means that we have to not only know how to create products but also how to manage people. Having managed my own companies in the past and now managing CEOs of the companies that I invest in, one of the toughest things ever, from a management point of view, is how to manage brilliant people. One thing that’s nice with the industry I’m in is that it attracts some of the brightest people in the industry. It’s good and bad, obviously. It’s good when you have all the bright people under you, but that’s hardly the case. There are a lot bright people in other companies, and you have to compete with them. That’s hard. Managing bright people is very difficult. They all have their own crazy ideas. But out of those crazy ideas come beautiful inventions. So you have to learn how to give them enough slack, and sometimes you have to bring them back in and slap them around. That’s difficult sometimes. But managing a technology-based company is a totally different process. At least, I find it slightly easier because I myself went through that whole process - having created some products, designed it myself - it gives you the background and the insights about what goes through an engineer’s mind or a scientist’s mind. 

So, let me summarize. To be able to have a Silicon Valley here in the Philippines, we need to learn and fund the process of learning itself. We need engineers and scientists obviously. And we need to glorify them. One thing that’s always puzzled me here [is that] it is rare that I see an extensive article about the creation of good products. It is rare that I see engineers and scientists really getting a lot of credit. There’s always talk about all kinds of other things - [such as], of course, politics. If we ever want to get on to this culture of developing products, you better begin to understand and know how to respect and really reward your engineers and scientists. I say this all the time - if you look at Silicon Valley, who has the biggest paychecks, who are the richest in Silicon Valley - these are the engineers and scientists. It is not the managers. So, that is something we need to install in our culture here. 

We need entrepreneurs who are willing to take the risk of failure and who are willing to go all the way for that ultimate goal. Obviously, we need managers who know how to manage the operations, [and also] service industries such as legal, accounting, real estate, communications, utilities. 

We need investors who are not only willing to risk their money but who are also capable of adding value at the board of directors level. 

We need an educational system that can provide globally competitive engineers and scientists to sustain the growth of companies and the industry. 

We need a government that gives incentives to these types of companies, facilitates the creation of technology-based product companies, and, generally, just gets out of the way. Let these guys innovate and get out of the way. That’s really what happens in Silicon Valley. The city, state government - they really don’t get involved. All they need to do is - here are the things that you guys can take advantage of, and then we’re gone. Get the government out of the way. 

We also need a society and culture that creates, and as I said, that rewards engineers and scientists. We need this special breed of engineers who really thrive in taking the ultimate risk. Silicon Valley is all about engineers who are risking it everyday. They may come from HP or Sun [Microsystems], they’re high-level managers - [with] good salaries, of course, good stock options - but these engineers are willing to forgo all of that and go in and create their own enterprise based on a seemingly small idea at that point in time. But these are engineers that are totally different from all types of engineers. 

Finally, we need a private industry that is willing to fund these companies and also the educational process. 

That’s easy to say. Can we really do these? I believe that we can do that here. However, we need to be patient and we need to go through this methodically. We need to put the building blocks together properly - as in the construction of a building, everything starts with the foundation. If the building does not have a strong foundation, it doesn’t have enough strength, integrity or longevity. 

The foundation needed in creating such an industry here, I believe, in the Philippines is education - a science and technology education that is globally competitive in basic research and engineering practice that largely depends on funding from private industry and philanthropy. This is how a lot of the advanced universities in the US dealing with technology disciplines are being funded. I believe that this country has enough wealth to do this. I do not think that the government can afford to do this. It is now based on, I believe, this group of people here who represent the elite of industries in the Philippines to get on and do this stuff. But it takes money. It takes a lot of money to be able to set up an environment similar to Silicon Valley, but it can be done. So the challenge is on you guys. Honor your engineers. Put your money where your mouth is. 
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