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R&D leaders responsible for portfolio management struggle to prevent transformational
innovation opportunities from being traded off for incremental projects. Strengthening
resourcing rules improves portfolio decision quality and increases the likelihood of
meeting long-term growth goals.

Overview

Many research and development leaders are concerned about the balance

of resources in their portfolios. Despite an increase in the amount of funding

that organizations initially allocate to transformational innovation projects, R&D
leaders responsible for portfolio management commonly find themselves “trading
off” — delaying, killing or scoping down — longer-term, transformational innovation
opportunities in favor of shorter-term, incremental projects. This takes a heavy toll
on portfolio health and puts organizations at greater risk of missing their five-year
revenue growth goals.

To improve R&D portfolio health, leaders should not further clarify the attractiveness
of transformational investments. Rather, R&D leaders should concentrate on helping
their business partners avoid making poor portfolio decisions. They can do this

by guiding the business away from lower-value incremental projects, as well as
strengthening limits on R&D resources available for incremental work.
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Incrementalism Is Killing Transformational Innovation —
at the Expense of Growth

Transformational Funding Does Not Equal Transformational Progress

While R&D leaders have been successful in increasing the share of the R&D budget
allocated to transformational innovation projects by 45% in recent years, the majority
of Heads of R&D nevertheless report delaying, killing or scoping down (“trading off”)
transformational innovation projects in their portfolio (see Figure 1).

Figure 1: Transformational Funding # Transformational Progress

Transformational Projects Transformational Projects Transformational Projects
Being Delayed Being Killed Being Scoped Down

9% 22% 24%

Do Not Report Do Not Report Do Not Report

91% 78% 76%
Report Delaying ReportKilling Report
Transformational Transformational Scoping Down
Projects Projects Transformational
Projects
n=>54
= Includes respondents whoselected a score of somewhat or above on a 7-point frequency scale

=To "scope down” means to shift in orientation to a project that s no longer considered transformational.

Most Heads of R&D report trading off transformational innovation projects in
their portfolio.

Most often, this occurs because the business asks R&D to redirect its focus to a
conflicting, near-term priority: 77% of the time, R&D is trading off a transformational
opportunity in favor of working on an incremental or next-generation project (see
Figure 2).
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Figure 2: Irresistible Incrementalism

Other Investments That Transformational Projects Are Most Commonly “Traded Off”;
Resporndent Average
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Incremental: Projects that support or moderately increase the performance of existing products or services, or that satisfy individual
issues or requests. These projects do not include non-discretionary projects, such as compliance with regulation

Next Generation: Projects that focus primarily on developing new-to-company products and services or creating next-generation
replacements for existing products and services.

Transformational projects are most commonly traded off for incremental work.

For years, several factors have been putting pressure on R&D leaders to avoid
transformational projects — C-suite and business unit leaders focused on short-term
results; business unit heads focused on narrower, silo-based objectives rather than
on larger, cross-divisional initiatives; and even reluctance from R&D staff, who prefer
the security of incremental work.

Recent changes have made it even more difficult to resist trading off transformational
projects today. Business partners and activist shareholders have higher-than-ever
expectations of short-term results and greater customer centricity from R&D, while
empowered customers expect greater product customization. Factor in lower barriers
to entry for competitors, and it is no wonder 78% of R&D leaders feel more pressure to
support the business on urgent, customer-facing requests today than they did three
years ago.
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R&D Portfolios can Endanger Firms’ Growth Goals

Although 73% of R&D executives report that their portfolios align well with business
objectives, relatively few R&D executives have portfolios that align with other key
dimensions of Robert Cooper’s “Portfolio Health Index.” Less than half believe that
heir R&D portfolios contain a sufficient number of high-value projects and that their
portfolio spending matches strategy. Less than one-third think their portfolios are
balanced, contain an appropriate number of projects and are free of undue delays.

This poor portfolio health matters. While 77% of organizations who identified themselves
in the top quartile of portfolio health expect to hit or exceed their five-year revenue growth
goals, the exact opposite is true for companies in the bottom quartile of portfolio health.
78% of firms with the unhealthiest portfolios anticipate missing their company’s five-year

growth goals (see Figure 3).

Figure 3: Growth Goals Are At Risk

Anticipated performance on Five-Year Company Revenue Growth Goal Based on R&D

Portfolio Health; Percentage of Respondents

Bottom Quartile of Portfolio Health

0% Far Exceed
7% . Exceed
0% Slightly Exceed

0% Fall Far Short

Meet

Fall Short

60% 30% 0%

78% of these firms will miss their
five-year growth goals.

n=54
Note: Number do not equal 100% due to rounding.

A two-tailed t-test of means di ce shows that the difference in the sample
is statistically significant at the 95% confidence level. A similar trend holds true for
respondents’ 10-year growth goals.

Far Slightly Exceed

Top Quartile of Portfolio Health

0%
12%
12%
53%
12%
12%
0%
0% 30% 60%

77% of these firms will hit or
exceed their five-year growth
goals.

Most firms in the bottom quartile of portfolio health anticipate missing their five-year

revenue growth goals.
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Incremental — Not Transformational — Innovation
Is the Enemy

Our research shows that companies are putting their growth goals at risk by allowing
R&D resources and attention to shift away from transformational innovation projects
toward more incremental work.

Most R&D organizations try to protect transformational projects in the same way they
secure initial funding — by emphasizing the value that transformational innovation has
the potential to generate. In fact, when asked about the primary approach taken to
minimize instances where R&D has to delay, kill or scope down transformational projects,
73% of R&D leaders reported that their teams primarily opt to clarify the attractiveness of
transformational investments.

However, after securing funding, R&D no longer needs to spark business partners’ interest
in transformational projects. Instead, they need to protect investment in transformational
innovation by helping business partners instill greater innovation investment discipline,
decreasing the likelihood that the business and R&D yield to near-term pressures and
reallocate resources away from growth projects. Unfortunately, merely 27% of R&D leaders
reported that their teams work to minimize trade-offs by primarily guiding the business
away from incremental projects (see Figure 4).

Figure 4: Trying to Sustain Faith

Q: What is your team’s primary approach to minimizing instances where R&D has to
delay, kill or scope down transformational projects?; percentage of respondents

| 73% make it too appealing to trade off 27% show that alternatives aren't worth it
- |
40% 39%

20% 19%
15%
13%
7% 7%
0%
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Clarify the attractiveness of the Guide the business as to which incremental
transformational investments projects they should not pursue
n=>54
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Most teams attempt to minimize trade-offs by clarifying the attractiveness of
transformational investments.

Ultimately, efforts to clarify that a transformational investment is interesting, achievable
or strategically impactful are simply not enough to overcome the gravity of day-to-day
pressures that chip away at executives’ commitment to transformational innovation

investments.

Our quantitative research shows that attempts to strengthen the business’ belief in
the value of transformational projects are significantly less effective at minimizing
trade-offs and improving portfolio health. Rather, strategies aimed at helping the
business avoid making poor, short-term decisions under pressure have proven to
be much more successful (see Figure 5).

Figure 5: Room for Improvement

Relative impact of trade-off management strategies on portfolio health;
percentage of r-squared
Attributable to each of the three key variables?

24% o
Clarifying the
attractiveness

of transformational
investments

44%
Limiting R&D
resources dedicated
to incremental work

n=>54

@ These three variables explain 33% of the variance in the portfolio health index in a multivariate regression (R? =
The relative impact of each of the three was calculated uing relative weights analysis, which calculates

the percentrage contribution of eachvariable to the R-squared of the three-variable model of portfolio health.

Clarifying the attractiveness of transformational investments is insufficient for preventing

trade-offs.
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When we studied the ways in which R&D leaders attack the trade-off challenge, we
discovered some significant shortcomings. Unfortunately, not only are R&D leaders
underusing the two more impactful approaches of guiding the business away from

poor incremental projects and limiting R&D resources dedicated to incremental work,
most are not very effective at these strategies either. When R&D fails to help business
partners make good decisions, the implications on the portfolio are quite negatively
significant. Barely half (51%) of R&D leaders say they are effective at guiding the business
away from poor incremental projects, which can lead to R&D being nearly 50% more likely
to take on low-value incremental work. Worse yet, only 28% of R&D leaders say they are
effective at limiting R&D resources dedicated to incremental projects. This can more than
double the likelihood that R&D will need to quickly reallocate resources earmarked for
nonincremental work to help on an incremental project.

When it comes to guiding the business to make better decisions, R&D often opts to
establish a rigorous project selection process to make it difficult to approve low-value
projects. However, even the best project selection processes are vulnerable to poor

data supplied by project requestors. Business partners often miss or misstate critical
information, given time pressures and lack of easy access to or awareness of information.
In some cases, they lack the inclination to paint projects in a negative light. Therefore,

if R&D wants its business partners to make better decisions regarding innovation
investments, it will need to supply better information by filling business partners’ critical
information gaps.

Likewise, when attempting to limit the resources available for incremental projects

in the first place, R&D commonly uses tactics such as budget caps and trying to
improve business partners’ understanding of the importance of resourcing restrictions.
Nevertheless, when pressed by urgent needs, the business will consistently push

R&D to flout its limits. To address this, R&D needs to go beyond establishing preset
limits on funding or staff allocated to incremental innovation by strengthening project
resourcing rules.

8 © 2024 Gartner, Inc. and/or its affiliates. All rights reserved. CM_GBS_2899551 Ga rtner®



Better to Attack What Tempts

To combat the pull toward incremental work, R&D should guide business partners away
from poor incremental project decisions and strengthen the limits on R&D resources
dedicated to incremental projects.

Imperative 1: Fill Business Partners’ Critical Information Gaps

Plagued by shortcomings such as overly optimistic demand forecasts, simplified cost
estimates and missed interdependencies, 69% of R&D leaders admit that the quality

of their project estimates is only fair to poor. Despite CTOs' efforts to provide business
partners with project screening guidance through mechanisms such as portfolio review
committees, explicit innovation definitions, project scorecards and business case
templates, there is more information than ever for the business to collect and analyze,
and less time than ever to do it.

As a result, business partners often struggle to conduct high-quality evaluations of
potential incremental projects. To address this, R&D leaders must fill in business partners’
information gaps by providing critical supplemental data. R&D must make project
information more complete by improving the transparency of the full benefits and

costs of incremental projects, as well as make project information more accurate by
contextualizing it with new data sources.

Imperative 2: Strengthen Project Resourcing Rules

When it comes to ensuring that resources allocated to transformational innovation
remain intact, R&D leaders commonly rely on two approaches to limit resources
dedicated to incremental work: capping the amount of funding allocated to each type

of innovation project or creating separate teams responsible for each project classification.

Regardless, 89% of R&D leaders agree or somewhat agree that resources earmarked
for nonincremental projects get dragged into incremental work.

Too often, the business compels R&D to violate predetermined limits on resources
allocated to incremental work to accommodate urgent, unplanned requests.
Decision makers in R&D then struggle to make principled resourcing decisions
under considerable pressure and with minimal guidance, typically leading to
ineffective and inefficient outcomes.

To ameliorate this shortcoming, R&D leaders must strengthen project resourcing rules
to avoid selecting unnecessarily costly options. R&D must create decision rules that
direct incremental projects to lower-cost resourcing options by default and specify
preset resourcing options to ensure the lowest-cost trade-off is consistently selected.
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Conclusion

While many R&D organizations have made strides in increasing funding initially
allocated to transformational innovation opportunities, the majority of R&D leaders
still eventually find themselves delaying, killing or scoping down transformational
innovation opportunities. This is due to intense pressure from business partners and
other stakeholders to focus instead on near-term, incremental projects. The pattern
not only has ramifications for organizations’ portfolio health, but is also detrimental
to firms’ ability to meet or exceed their five-year revenue growth goals.

While most organizations attempt to protect transformational projects by further
emphasizing the attractiveness of transformational investments to stakeholders,

our research has uncovered a better way to improve portfolio health: help the business
avoid poor project decisions concerning incremental projects. Namely, R&D must
work to:

1. Guide the business away from poor incremental projects by filling in critical
information gaps.

2. Limit the resources R&D dedicates to incremental work by strengthening project
resourcing rules.

R&D leaders can achieve this by supplying the business with contextual information
that clarifies the full costs and benefits of incremental projects requested, as well as
preestablishing decision rules that default project resourcing to lower-cost approaches
to avoid unprincipled, in-the-moment decision making.
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Key Findings

+ Too often, R&D’s transformational intentions turn into incremental realities. Most
R&D executives report “trading off” transformational innovation opportunities in response
to intense pressure from the business to support near-term, incremental projects.

« Mismatched R&D portfolios endanger firms’ growth goals. Relatively few R&D
executives characterize their portfolios as healthy. This matters; most companies with
the unhealthiest portfolios anticipate missing their companies’ revenue growth goals.

« Business partners don’t need more faith in transformational projects; they need
help avoiding poor choices. Most R&D organizations try to “sell” the value of
transformational innovation. It's more important to help avoid making poor project
decisions under pressure.

« Business partners often have critical information gaps that lead them to select
low-quality, incremental projects. Too often, the business lacks critical information
that would illuminate projects not worth the cost.

+ Stronger project resourcing rules are needed to limit resources dedicated to
incremental work This strategy requires setting up new project resourcing rules in
advance that R&D can stick to under pressure.

Recommendations

« Show “what-if” scenarios that illustrate the impact of portfolio changes:
Demonstrate how proposed changes in portfolio funding will affect key business
outcomes, highlighting the adverse effects that adding incremental work can have.

« Reality-check performance projections with historical data: Compare the projected
performance of projects in the portfolio to historical project performance to initiate a
dialogue about where the business may fall short of growth goals.

« Conduct expert-led due diligence to certify project data: Validate business-case
data quality by soliciting input from cross-functional experts who rate the soundness
of project analysis and provide recommendations for improved estimates.

« Establish resourcing plans for projects based on the nature of the capabilities
required: Build resourcing plans to consistently route projects to the most efficient
resourcing option based on the extent to which the capabilities required are
differentiated or can be sourced externally.

» Spell out resourcing protocols for instances where demand exceeds supply:
Establish resourcing guidelines that specify the resourcing options decision makers
have if incremental project demands exceed pre-established limits.
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Actionable, objective insight

Position your organization for success. Explore these
additional complimentary resources and tools:

Research
Building a Robust
R&D Portfolio

Understand and overcome
five critical portfolio
management challenges.

Download Now

Webinar
Gartner for R&D Webinars

Listen to experts discuss top insights and
priorities for R&D leaders.

Already a client?
Get access to even more resources in your client portal. Log In
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Stress-Test R&D Portfolio
Resilience Amidst Disruption

Test the resilience of your existing R&D
portfolio and guide near- and long-term
portfolio management decisions.

Download Now

How We Help
Gartner for R&D

Explore how clients are making progress
on their mission critical priorities with
Gartner for Research and Development.

Learn More
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https://www.gartner.com/en/innovation-strategy/trends/building-a-robust-rd-portfolio?utm_campaign=RM_GB_2024_CRTEC_NPP_IA1_PORTFOLIOTRADEOFFS
https://www.gartner.com/en/innovation-strategy/trends/stress-test-rd-portfolio-resilience-amidst-disruption?utm_campaign=RM_GB_2024_CRTEC_NPP_IA1_PORTFOLIOTRADEOFFS
https://www.gartner.com/en/innovation-strategy/events/webinars?utm_campaign=RM_GB_2024_CRTEC_NPP_IA1_PORTFOLIOTRADEOFFS
https://www.gartner.com/en/innovation-strategy/products/gartner-for-rd?utm_campaign=RM_GB_2024_CRTEC_NPP_IA1_PORTFOLIOTRADEOFFS
https://www.gartner.com/account/signin

Connect With Us

Get actionable, objective insight to deliver on your mission-critical
priorities. Our expert guidance and tools enable faster, smarter
decisions and stronger performance. Contact us to become a client:

U.S.: 1855 811 7593
International: +44 (0) 3330 607 044

Become a Client

Learn more about Gartner for R&D Leaders
gartner.com/en/innovation-strategy/products/gartner-for-rd

Stay connected to the latest insights @ @ @
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