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This is the second of two articles on opportunities in global research
and development. The first, “Globalizing R&’D: Knocking Down the
Barriers,” is being published simultaneously.

Although many companies remain skittish about
moving their research-and-development operations
abroad, a number of global organizations are jump-
ing at the chance to set up such operations in China,
India, and other “rapidly developing economies.” The
potential benefits are well known: a vast pool of high-
quality, low-cost technical talent; increased access

to foreign markets; faster development times; and
improved overall R&D productivity.

But while the case for offshoring R&D can be com-
pelling, making it work is an extremely challenging
task—much more so than, say, offshoring a call cen-
ter. Even today, there are only a handful of prominent
success stories—those of companies that have fully or
nearly fully captured offshoring’s full suite of benefits
for R&D. Many other companies have tried hard to
make the right moves but are achieving only luke-
warm results. What differentiates the successful efforts
from the rest?

Both The Boston Consulting Group’s own work and a
survey we conducted of foreign R&D centers in China
and India show that a few key decisions consistently
play a major role in the outcome of investments.
Specifically, we have found that tackling four critical
issues up front tends to correlate strongly with suc-
cess; conversely, companies that have overlooked or
not yet come to grips with those issues have struggled.
For managers now deciding how to move R&D



abroad, here is a quick look at the four issues and
some of the key decisions to consider.

What Role Will the New R&D Center Play?

In our experience, successful companies start with a
very clear idea of the role to be played by the new
center, as well as how it will evolve. Instead of a one-
size-fits-all approach, there are at least three models
to examine:

® A competency model, in which a center is developed
around a set of skills or competencies (for instance,
3D modeling, testing, and simulation). General
Motors’ center in India, which provides specialized
math-based modeling and analysis to the compa-
ny’s R&D centers in the United States and Asia, is
patterned on a competency model.

® A product model, in which a center plays a direct
role in supporting a particular product strategy.
A successful example is General Electric’s R&D
center for its automation and control products in
India. This group started with low-end 3D model-
ing but has scaled up to full product-design capa-
bility in less than four years.

® A hybrid model, which draws elements from both the
competency and the product models. This may be
the most attractive and sustainable model because
the competency model alone tends to provide lim-
ited career or growth potential for the local R&D
staff, while the product model alone sacrifices
some of the potential cost savings of the competen-
cy model. But getting the right balance of elements
is hard to achieve. It may be best to start with the
competency model and evolve into a hybrid by add-
ing complete product-development capabilities—



particularly for products meant for the local market
rather than for other regions. After all, you wouldn’t
design a car intended for India or a mobile phone
intended for China in, say, Paris or Detroit.

Although roles usually evolve over time, management
must clearly define each center’s starting position,
since each model has different requirements, time
frames, and benefits. The differences in the value
created and the overall business case offered by the
three models can be substantial.

Which Activities Should We Offshore,
and When?

Determining exactly which R&D activities to offshore,
and when, is another critical decision. In one case,
we found that depending on what process or time
frame the company looked at, the existing R&D head-
quarters would need to spend anywhere from 12 to

as much as 25 percent of its total capacity simply in
training a new offshore center’s engineers. Clearly,
then, the decision about what and when will have
significant implications for the costs of the move and
for the overall value created.

There are four elements that companies should factor
into their feasibility and timing decision:

® Independence: the need for collocation, the required
level of interaction with other project members
or partners, and the extent of standardization

* Complexity: the degree of technical competency
required and the potential value added

® C(Criticality: the potential competitive advantage
provided; the risk of failure; the pressure of time



constraints; the need for data confidentiality, high-
quality processes, and protection of intellectual
property rights; and the risk of losing internal
competencies

® DBenefits: the potential for cost savings, increased
revenues, and improved product quality, as well as
a greater focus on core activities

Typically, successful companies first offshore processes
that score high on independence and benefits. For in-
stance, according to a BCG global survey of senior
executives, activities such as 3D modeling, engineer-
ing design and analysis, and technical documentation
are usually among the first to be offshored. These
activities tend to be both the easiest to move and the
easiest from which to secure benefits. Complexity is
traversed next, and criticality last. As an example, high-
ervalue-added activities like component design are
usually offshored further down the road, and mission-
critical activities such as full-fledged product develop-
ment are likely to be offshored last. (See Innovation
2005, a BCG Senior Management Survey, March 2005,
on innovation and the innovation-to-cash process.)

Where Should We Locate
the New R&D Center?

Obviously, different locations present different oppor-
tunities. China and India are cases in point. Most
multinationals that have established R&D centers in
China have specific objectives: gaining access to the
country’s large domestic market through product
localization and customization; supporting local sourc-
ing and manufacturing for both regional and global
markets; and developing research capabilities to create
new technologies and standards. Companies that have
entered India, on the other hand, have sought to take



advantage of its low-cost technical talent, large
English-speaking work force, and Westernized man-
agement processes. Their primary focus has been on
design and engineering support for global product
R&D; software design and development; and, more
recently, prototyping, testing, and industrialization.

Other countries offer different advantages. Russia, for
example, is a leader in aerospace, energy, and chem-
istry. However, decisions about location are never sim-
ple or straightforward. For instance, GE established

a research center for its aircraft-engine business in
India even though the country is a relatively unattrac-
tive market for such products. Why?

The explanation lies in taking the analysis beyond the
obvious factors of cost, connectivity to existing R&D
facilities, proximity to target markets, degree of IP
protection, and government policies. Those are all
key issues, yet the most successful companies—such as
GE—also look closely at a wide range of additional
criteria, among them the availability of talent, techno-
logical capabilities, the educational system, and cul-
tural diversity. Other factors often include the prox-
imity to existing and planned manufacturing centers,
as well as to areas where new ideas are emerging, such
as major academic centers or new-business hot spots.
As one might expect, successful companies tend to
explore all the possibilities and analyze each of the
many tradeoffs before making a choice that best fits
their own capabilities, assets, and objectives.

How Can We Ensure That the New R&D
Center Will Be Used?

Surprisingly, one of the biggest challenges for an off-
shore R&D center can be to create enough demand
for its services from the parent organization. Many



centers are launched with the expectation that they
will be used heavily and grow rapidly. Instead, plans
are often scaled down quickly after managers at exist-
ing R&D centers fail to support the new center active-
ly during its start-up phase.

Both top-down and bottom-up approaches are neces-
sary to overcome the inevitable internal resistance
and to ensure a quick ramp-up. The top-down ap-
proach involves creating a shortage of capacity in the
parent center that makes it unable to meet the com-
pany’s overall demand for R&D. For instance, the
head of R&D at one company froze the organization’s
total R&D budget, despite a growing list of planned
projects, and offered to underwrite the offshore R&D
center by providing its services “free” to product man-
agers. As a result, the offshore center was utilized
extensively, and it quickly gained credibility. The com-
plementary, bottom-up approach links offshore teams
directly with teams from the parent center. One suc-
cessful approach we have seen is to have the offshore
team for a particular process or product report to the
head of the global team for the same division.

Y

Of course, companies must address hundreds of
issues before offshoring something as critical as R&D.
For instance, as demand for help from a new R&D
center grows over time, the demand on the center’s
competencies grows with it. So companies need to
develop recruitment and training plans for their off-
shore centers right from the start. Similarly, informa-
tion technology issues should not be underestimated.
New R&D centers in rapidly developing economies
require the same sophisticated tools found in R&D
centers back home: an IT architecture that supports
communication and real-time problem resolution.
Just as important, managers should develop ways to



define and track standard operating procedures and
performance metrics for each process, subprocess,
and activity. Such a system eliminates subjectivity
when conflicts arise between teams with different
backgrounds and cultures that are working far apart
from each other.

But the four questions covered here are a good place
to start. Successfully capitalizing on the potential of
global R&D is more than merely a matter of moving
quickly or aggressively. Turning the potential into
profits also requires a well-planned, comprehensive
approach. Success is not as simple as just showing
up—but neither is it a mystery.
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