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The purpose of this paper, “ The R&D Cycle: The
Influence of Product and Process R&D on Short-Term ROI”, by
Jehiel 7Zif and Daniel J. McCarthy, is to show and discuss
the relationship between R&D cycle and the Rate of
Innovation

Bringing new products successfully to market is the
lifeblood for most organizations, but it is also a complex
and difficult task. Of the nearly 16,000 new products
introduced in 1991, almost 90 % did not reach their business
objectives(l). It is hard to predict why some new products
succeed while most fail. It is hard to predict why some R&D
projects succeed while most fail.

Product R&D is designed to develop new products or to
modify existing ones, where as process R&D is designed to
develop a new production process or to improve an existing
process. Many businesses find it difficult invest in
process developments, it has been found that when a new
product demand’s increases, focus changes to satisfy this
demand.

Product and process R&D have very different goals. The
author has found that different conditions are required for
process versus product innovation and that if both product
and process are sought in one product unit, the unit will

fail.



Based on the “S-Curve”, which is a technique originally
developed by McKinsey to record technological progress over
a period of time. The author said that it represents the
relationship between research effort and technical
performance.

The researchers gave examples of some cases and studies
to analyze the patterns of innovation and they explained the

R&D cycle:

1. The commercial substitution of one technology to
another through the S-Curve.

2. The patterns of industrial innovation through matrix
with rate of innovation and stages of product
maturity as vertical and horizontal axis
respectively.

3. Aggregate measure to lock at the relationship L//

between
R&D and “market performance”.

After discussing the literature of the cycle they
decided to talk about the relationship between the level of
R&D spending for a strategic business unit, as well as its
allocation to process and product R&D and their impact on
the return of investment.

In order to be able to get an understanding of the

influence, one needs to look at the profit implications of



R&D intensity. The diagram of the S-Curve in the paper
shows the relationship between the R&D input and output.
The amount of investment makes the product or destroys it.
Businesses are the ones responsible for deciding what needs
to be done in order to get

The data for this study was collected very carefully
and analyzed to find the relationship of the R&D spending on
ROI. It shows that the diminishing returns in short-term
ROI is due the increase in the level of total R&D revenue.
It is like the theory of demand and supply, if the market is
not carefully researched and the businesses start to flood
the market with a product, then that product loses its value
and thus the price drops and a loss is noticed.

This report contains lots of datas, tables, and diagram
to prove that there is a clear relationship between Product
and Process R&D and short-term ROI. Though it has been
found that the relationship is weak, it does show an"
evolving pattern which changes with the total R&D spending.

At each stage in the level of total R&D spending, the
type of R&D that is found to be more productive in its
influence on short-term ROI varies:

Stage R&D/Rev. Name Positive Impact
I 0.25-1.0% Efficiency process R&D
focus

11 1.0-3.0% Innovation Product R&D
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and up Extensive R&D Process R&D
The conclusion that the researchers came up to was that by
increasing the percentage of process R&D for companies with
extensive R&D, and by increasing the percentage of product
R&D for companies in the middle stage of spending, there
could be a potential for improvement in short-term ROI.

After T read the article I was a little bit confused
because what I thought was obvious, was being discussed in
this paper. I was intrigued and when I read further I saw
how important the product and process R&D are? So, the
point is that the more money you spend does not mean that
the organizations will have a profitable business, but the
marketers need to know when to enter a market and when to
make changes and when to quit.

The R & D cycle is an excitihg tool for management to
look at, study, because it offers unigue ways and give
pedple the opportunities to better their businesses and find
ways to be profitable. There are risks, but with available
tools, it is easy to tract the negatives and plans on the
positives. with a good project manager, estimating the

budget for the organizations.
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