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Measuring
profits, R&D
grows vital

By Brian Gormley
Staff Writer
ost manufacturers track their research and
development efforts in some way. But how
many of them actually knew hew these
cflorts contribute to their profits?

Not many, according te a new study released by a
Cambridge, Mass. consulting firm, the Geoldense
Group Inc. Mest companies surveyed recently by the
group have enly a rudimentary idea of how to mea-
sure their product development efferts, according to
the firm.

The survey covered 190 companies that preduce
goods in the medical, elecwronics. autemeotive, and
indusirial products field. Most were national firms,
and their sizes ranged from $25 million te $5 billion
in annual sales revenue. Researchers were seeking
te find out what metrics these companies use Lo mea-
sure their product development efforts, and how they
relate to profits,

They found that companies — and their industries
as a whele — use few commeon metrics to measure
performance. The survey also revealed a “misplaced
responsibility” for product development within com-
panies’ corporate structures and a lack of overall se-

phistication in the measurement teols that
many cempanies use,

Indeed. “There is little tie between over-
all business strategy and what gets mea-
sured,” the study found.

While manufacturers constantly struggle
te reduce their cycle times, the concept of
using meltrics le measure research and de-
velepment as 1t relates to corporate profits
is in a fairly immature stage, said Jon

jilmore, manager of rescarch and educa-
tien products for the Goldense Group.

Merrics themselves are nothing new, he
said. and seme of the mere commen ones —
such as 'R&D spending as a percentage of
sales,” ‘new products completed and re-
leased,” ‘patents filed and awarded,” - have
been around for decades. But these are es-
sentially reactive metrics, Gilmere said, as
oppesed (o metrics that are active and help
a company improve its perfermance.
“They re melries in which people are reporti-
ing to other people. and they ‘re not metries
in which we're measuring R&D perfor-
mance,” Gilmore said. “Very few compa-
nies are dealing with predictive metrics,
going out and establishing a better baseline
for looking at your next preduct.”

The consequence of this is that: “We (the
companies) have a limited ability for inter-
nalized learning,” he said. “We're just not
gelting goed learning back inte the organi-
zations.”

But this kind of learning will have to {ind
its way back to companies, or else [irms will
lose their ability to compete internationally,
Gilmere said. One of the big differences
between the business world of loday and that
ol 40 or 50 ycars ago, he said, is that prod-
ucts do net last leng in the marketplace.

Therefore, it is essenual that companies find
ways to measure their products’ profitability
and the extent to which their research and
development efforts contribute to profits.

More and mere companies will develop
these kinds of metrics in the next 10 to 25

years, Gilmere said. “They're not going to
be able to afford net te and remain com-
pentive.” he said.

While companies have worked feverishly
to reduce their cycle times and gel their
products to market seencr, companies are
still siruggling to find ways te measure the
magnitude that reducing cycle time has on
their business, said Alex Cooper, president
of the Management Roundtable, a Lexing-
ton, Mass. firm that jeined with the
Goldense Greup in conducting the survey.

In some cases, Cooper said, it is better
for a company te have the right product 1o
market late than the wreng preduct te mar-
ket early. Eventually, however, industries
will begin to establish meitrics to measure
these things that are specific to them, he said,

“I don’t think there will ever be a univer-
sal way (to measure R&D),” Cooper said.

“I think the metrics that are relevant for
the pharmaceutical industry weuld be very
different (from that of) the autemetive or
linancial industry.”

While metrics eventually will become in-
dustry specific, they must alse be tailored
to individual organizations, Cooper said.

While the metrics for measuring perfor-
mance may be different for the program man-
ager than they are for a team leader. each of
the metrics should reinforce the other.

With the pace at which business is chang-
ing teday, hewever, many companies are
struggling just te keep up, Cooper said.

“The dynamic for preduct developers
right now 1s really fascinating, the energy
of companies 1s hew to stay relevant instead
of how te get better,” he said.

Steve Fielding, president of Fielding
Manufacturing in Cransten and Providence.
which 1s in the plastic injection and mold-
ing field, said companies have to make their
decisions about how to structure their re-
search and development efforts around what
they de best. This way, they avoid spend-
ing meney on product ideas that de net
maich their niche in the marketplace.

There's a real danger in getting “pulled in
different directions,” Fielding said. “You can’t
go wrong il you stick te your knitting.” 1§
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