¥4 By Dr Cecilia Kihn

Looking outside

Ovtsourcing research and development work is
often crucial for food product innovation. In this
article, the first in a series outlining effective use
of external food product R&D, Dr Kihn explores
this increasingly important practice

Tough market
competition, increased
need for more and
faster R&D results with
less vesources,
globalisation, and
downsizing have all
helped boost the trend

to RerD outsourcing
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he ever increasing and ever maore focussed
R&D needs in the food industry rogether with
a reduction of resources available have made it

necessary for companies to look outside for resources.

Yet, companies must carctully evaluate what type of

work is to be done externally, sinee with outsourcing

goes capability, and sometimes also conrol.

AN INCREASING TREND
Quisourcing R&1 is an established wend in the foad
industry due o

(1) Pressures on the manufaceuring industry ivself,
such as:
M greater competition and
B globalisation, which both demand more and faster
R& D resules;
B fewer R&D resources;
B downsizing, mergers and acquisitions which have
brought a decrease in R&D personnel;
B increased focus and support for business strategy
needed from R&D;
B continuous shortening of producr life-cyeles: and
B lack of specialised internal staff in all areas of ex-
pertise.

(1) Inherent advantages of outsourcing ie:
M ability to engage the flexible services of specialists
for specific tasks;
B the provision of higher quality informarion and re-
sults from external R&D while shortening develop-
ment time;
B often lower costs for externally-sourced R&D in
comparison to in-house development and main-
tainance of skills: and often less expensive and higher
quality food products (2),

Qursourcing or ‘obraining from sources external to

your company can be done in different ways: through

IFl (International Food Ingredients) 5: 34-35, 38,

Partnerships between manufactuvers and their

suppliers is probubly the fastest growing ontsourcing
method in Europe

partnerships (ie simply asking vour supplier to provide
you with product lt:clumlng)']. alliances or out-con-
tracting. All forms have in common the lack of a per-
manent relationship between the partmers, All are ak-
ing place with increasing frequency and with greater
intensity, Fastest growing are partnerships and out-
contracting,

Outsourcing relationships are flexible and marched
to the needs and objectives of a given project; once
achicved the relationship is dissolved or transformed.
Qutsourcing is thus a convenient and relatively inex-
pensive way of ensuring realisation of the work, thar
avoids painful layotls or idle capital often found in
permanent alternatives such as employment or verri-
cal integration.

Partnerships berween manufacturers and suppliers
are probably the fastest growing outsourcing method
in Europe. The reason is obvious: the manufacturer

has part of its product development work done by the

supplier without being charged for it. By giving this
development suppore, a supplier wries to secure the
business deal, Bur a manufacturer has often to disclose
‘company-confidential” information and is {marally

at least) committed 1o buy from the supplier.
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Thus partner selection s a critical issue. Quality
and trust have become more importane than price,
Often manufacturers selece their ‘preferred supplicry’
which provide them with these and other advantages.

Since partnerships are nor always possible nor de-
sirable (for strategic or confidendiality reasons, busi-
ness interests or expertise concerns), food companies
also resore w out-contracting R&D work. This in-
valves payment for the R&D work, bur the conrrae-
tor is free to select the “realising” party, decide on pro-

ject programme and timetable, claim confidentialiry,

£,

proprietary rights and enforce other conditions. No
commercial reladionship needs o exist berween the
partics.

R&D work can be contracted at very many organ-
isations and companies world-wide, including inno-
vation centres, specialist food technological organisa-
tions (governmental, mixed, private), industrial asso-
ciations. professional schools, universities: and also at
smaller, very flexible and commercially-oriented pri-
vate laborarories, product development and rechno-
1&:5;in11 business development consulancics. Even in-
gredient supplicrs and food manufacturers are now.-
days ]ml'a';l\in':']_\ willing to rent their facilities to other

partics.

‘DO’ OR ‘BUY'?

Types of work outsourced? Practically any tvpe of

R&D work can be outsourced, regardless of how ap-
plicd or basic it is. It could involve new product or
P!‘(]L‘L’-"-\ tl‘.'\'(‘l”l‘ll“_'ll[. ilt[ii}‘(-]lil‘l] llf‘ i‘l'l'(l“i'l H”'ln”l.l'
tons fe.g., for a foreign counury), ingredients replace-
ment (e.g.. to achieve a ‘natural’ status). Further pro.
jects commonly outsourced are consumer sensory per-
ception studies, development of new methods and
applications, technological product benchmarking
and even the more basic ‘whys' of specific u_—dmnlu:_"i—
cal problems and effects of nutritional ingredients as
well as physical, chemical, biochemical, microbiolog-
ical aspects... yvou name it!

Warning: Carctully evaluate each time whether the
‘\g'\[) \\'1!1"\ ‘\]‘(IIIlLI 11&.‘ lllii.\ill]i'L'\'Ll. s illt“\ ;i[u! lw'.{m'.

Caompanies use exrernal R&D services differently.
Smiller food manufacturers LY outsource even the
basic formulation work for their products. Tradition-
ally larger companies have developed cheir products
in-house bue this is changing, and more and morce

companies are L:H'I]‘Ilﬂ_\'il‘l:_{ outsiders” help for their

pJ'::tlLlL‘l Hl!'ll'llli'.l[il]l]h {once seerecy Is f_ﬂl].‘ll'illlk'k’d. of

coursel.

Food ingredient companics often oursource food
application work, especially for distant, less imporant
or markets in Cexploration’. As far as fundamental
R& D) work goes, a considerable part of it is done ex-
ternally, since it is wo expensive to do internally be-
cause of the specialist nature and the specific expertise

required.

R&D) work may be out-contracted on a project or
L'(“](i“u“lh hil‘lf.‘! [[L'E'ItI-L'UIl[|'.|t'1h |U|' _\'L".l]'.\l. !J] s0ome
cases, using specific organisations nay require mem-
hership ro an association.

Confidendality levels vary from totally confidential
(competitive R&D work] through pardy (co-financed
or subsidised projects) 1o non-contidential (¢.g.. fun-
damental, precomperitive R&D work aca upiversity.
Sometimes a 6-12 moneh delay in ]mh]i.\llin;i work re-

sults is Ih.":"nli.'lML‘L

MAIN CONSIDERATIONS

Because pre hilh'i' n'n'l‘;nn]u”‘ 15 4 Hi.if:ll' conrributor to

a company s competitive advantage. the decision ro

outsource involves carelul consideration. Two main

Facrors are taken into account 1o decide whether it is
appropriate to outsource a picce of R&D wark o
not: How essential the work is to the company prod
ucts, and a cost comparison ol doing the work inger-
nally vs, excernally (Fig 1).

[f it is, or may become, essential or ‘core! to vour
produces USPs, you should do it internally. Because i
is your ‘uniqueness’, it should also be cheaper o do i
internally. [Ficis essential but more expensive 1o do i
than to buy it. you should carefully analvse vour com-
pany’s sitiation, since you may have a problem.

|! i‘ ih “&.'L'L'.'\.\.H"\ 131“ 110 -l.-['ili_'., _\'l’lt L oSO
it Fora strice focussing” ol activities, vou should only
do essential work incernally when this is cheaper than

outsourcing it - which is seldom the case,

Warning: It should be
emphasised that
outsourcing ‘essential’
technological work
highly endangers the

company’s future.

Intellecutal property vights
suelh as frtteniis, o Iscoveries,
inventions and velated
conditions shauld be

cavefully stipulated
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LOOKING AT THE OPTIONS FORR & D

(1. bur revise company
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R& D work s andd REDD serategy)
essential tor
product USPs 4
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Buy : Do or Buy
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(May outsouree or notd

More expensive

[n comparison to autsourcing, doing the R&D worle internally is

Less expensive
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[t should be emphasised again that outsourcing es-
sential technological work endangers the company’s
future (3).

Other important considerations are whether the
R&D work is Auronomous or Systemic {critical mass)
and Precompetitive or Competitive, as further dis-
cussed in (1),

Selection of the Appropriate OUsOUrCing orgianisi-

tion is essential with respeet to work approach, qual-

ity and applicability of results as well as overall elfec
tiveness (cost, timel. Yer it is often difficult to make
the most appropriate march, The consequences are
unsatistactory results, high costs, loss of time, wasted
maney. This series of articles overviewing R&D or-
ganisations internationally is intended 1o assist you in
this regard. For more assistance, ask other industrics
or look for professional help.

[n our experience, the difference in objectives, com-
munication and working approaches berween the
commercially-oriented indusery and the technologi-
cally-oriented organisations may cause some costly
ditficulties.

Substituting fact-based decision making wich judge-
ment speeds up product development (2). but it must
hL' I']il.\L’l{ tn L‘X[L‘l].\i\"l’ L’xpl'l'i\‘”tl.' ;l['l(l {'X]?CT“SC I}I-II‘V

‘right type” tor vour business.

LOCALLY OR INTERNATIONALLY?
The location for vour R&D work depends on your
objectives and the type of work to be done, as well as

and

on availability of expertise. Qutsourcing costs
quality differ widely berween different countries as it
varies berween organisations,

Also important are cultural, communication and con-
sumer tasee differences, Both in local and interna-
tional situations there are important financial aspects
(tax, subsidies, relative costs) 1o cansider in owsoure
ing of R&D wark,

Professional outsourcing support chrough an inde-
pendent technological business development consul-
tancy conveniendy helps you o co-ordinare all as-
pects of R&1Y outsourcing for increased efficiency in

approach, results, costs and time, Their experience

and nerwork can help yvou o synergise with the avail-
able rechnological knowledge and help you with pro-
jeet design, realisation and implementation (techno-
logical development), while finding ways o simplify
projece worlk and reduce costs. Independent consul-
tancies selece the most appropriate R&D organisation
for your project and may negotiate contrace condi-

Lions,

They also help with commercial aspects: finding

technology-based opportunities and scarching, ap-

proaching and serv ‘ing appropriate clients (business

development).

CONTRACT CONDITIONS

Agreements and conditions are critical issues in R&D
outsourcing. They vary greatly depending on type of
work, contrctor and contracied Ppartivs.

Because R&D work creares, discavers and inno-
vares, special anention should be paid to certain con-
tract conditions such as work programme and report-
ing, propricrary vights, confidentialivy, exclusiviry, ter-
mination, liability, costs and legal aspects. The most
critical conditions are briefly discussed below. wo help
Vou increise results ci-lit'lunul\' and satistaction, reduce

costs and protect your rights,

WORK PROGRAMME

It is desireable o coneract on aresuls-basis (rotal pro-
ject contract). As this may be difficult due to the ex-
ploratory’ nature of R&D work, then agrec (in writ-
ing) as closely as possible the work programnie and
progress reporting svstem, Remember that the experi-
ence and judgement of the ‘contracted” organisation
may not fully apply to vour situation. Coach work
closely and allow frequent gofno-go decision points.

Proprictary rights {(include intellectual properey
rights [1IPR], such as patents, discoverics, inventions,
copyright) and relared conditions (confidentiality, se-
crecy, publicity, exclusivity) should be carcfully stipu-
laced with known and unforeseen market significance
in mind. More on these and other conteact conditions
in (1),

FUTURE
Obtaining R&D from the best sources ac often lower
CONS Tl]itn i”'hl"“.HL' dl.'\'L’lﬂI)[ﬂL‘“l Hl.‘ﬁ l"t‘hilld r]“.’ \\"i(l{.'
use and futare expected growrh in R&D outsourcing,
New and exciting forms ol cooperation are likely to
develop in the 21st century 1o fulfil the Increasing
R&D demands of the food indusery (2).
Confidentiality is a must. and as tust develaps,
more competitive R&D work will be ousourced, al-

lisc and

lowing companies to streamline further, specis

focus their internal resources on essential needs,
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