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Abstract: The literature and research dedicated to outsourcing is abundant and there are many grids for assessing a country’s outsourcing attractiveness. No similar grid has been proposed to assess attractiveness as R&D outsourcing destination. Yet countries differ widely in this respect. In some, outsourcing is primarily in manufacturing. In others, such as in India and China, outsourcing is about R&D activities. Based on this, predictions are made that such latter countries will soon leave the status of R&D outsourcing attractions and become R&D players as such. In this context, the paper explores possibilities of building a tool for measuring a country’s attractiveness as R&D outsourcing. In doing so, the paper also underlines which are the factors allowing a state such as Romania to exploit the benefits of R&D outsourcing in order to achieve growth and development goals. In our assessment, it is the innovation climate that allows a state to change know-how (implicit knowledge) into explicit knowledge. 
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1. TWO BIASES IN JUDGING GLOBALIZATION

Globalization is judged and evaluated both by governments and by common people through its consequences. There is a deep bias of judging globalization mainly through the negative phenomena with which it correlates – from the deep divides to the growth and spread of terrorism and organized crime, which use contemporary world’s networks as a means of extending their coverage and influence. Especially the divisive character of globalization is brought to the front, with an emphasis on the fact that the knowledge-based economy – for all its conceivable benefits – deepens the divides, the disparities between incomes, companies and even between countries. The new type of economy reverts the trends toward closing the existing gaps between incomes and wages and launches an age dominated by inequalities.  

Undoubtedly, the gaps are real. If we take the case of R&D only – in order to connect it to the main topic of the paper – during 1960-2000, the gaps between developed and developing countries increased for patents, R&D financed from abroad and R&D performed by the public sector by more than 100%, and high-income countries show levels between 2 to 5 times larger than developing countries in terms of R&D personnel and R&D financed and performed by the productive sector (Lederman & Saenz, 2005, pp. 13-14). 

Despite the substantial nature of this argument, we consider that the bias of judging globalization mainly through its negative effects has gained ground mainly because states, regions, institutions, companies, and individuals have been hit hard by the major changes underway in the global world and see globalization as a race to the bottom. With few exceptions, responses to globalization have been ad hoc and did not take the form of strategic visions on how to best deal with the new processes. 

There is also the opposite bias of seeing globalization as an automatic source of national/ regional development. This bias can be noticed especially when assessing the impact of penetration of transnational companies (TNC) and explosion of outsourcing activities, an assessment which is usually reduced to saying that this will have an impact on unemployment reduction, incomes generated to local budgets by increased levels of taxation, and a more vague impact on the urban infrastructure. 


It is our view that both biases are equally mistaken. The impact and consequences of globalization depend on the way it is understood and regulated. Just like any other new process, globalization presents equally important opportunities and challenges. Opportunities are created for those who know how to exploit the push of globalization in a timely and intelligent manner. This is the reason why globalization represents a real challenge and, potentially, can bring about outstanding results.


2. GLOBALIZATION AND THE NEW SOURCES OF GROWTH
In order to survive on an increasingly globalized market, less developed, smaller or medium-sized states must find niches where they can have a competitive edge – be it technology, price or quality-related. Otherwise, they are marginalized by fierce competition, by the big global players, which are either developed states or multinationals. This is why, especially for developing countries, globalization calls for active strategies in order to deal with its constraints and challenges. 

The example of two very dynamic Asian countries – India and China – illustrates this point. As wee have shown elsewhere (Dobrescu, 2007), both economies followed the same development pattern, inspired by Japan – export-oriented economy –, but their economies have performed according to different strategies. India was set to become high-tech laboratory with entrepreneurs driving the whole process. China was set to become the largest production “workshop” in the world, with the state steering it in this direction. Irrespective of the routes taken, they illustrate the crucial role of the strategy in exploiting the propulsive push of globalization. The global impact of the ascent of the two countries is astounding. According to some estimates, in 2050 the greatest economic powers will be China – 45,000 billion dollars GDP, the United States – 35,000 billion dollars GDP and India – 27,000 billion dollars GDP (Wilson and Purushothaman, 2003). In order to have a basis for comparison, Great Britain, Germany and France will have a GDP of 4,000 billion dollars each. Which means that, together, these traditional powers will produce about half of India’s GDP. 

The examples of these two countries are, indeed, most striking, but there are other examples as well, showing that beginning with the 1990, some countries have started to seek new sources of growth triggered by the process of globalization. Countries such as Singapore, Ireland, South Korea stopped relying on the strategy of offering lower costs solely in order to become outsourcing attractions. They started to upgrade their human resources and to target high added-value services (headquarters and R&D). The Economic Development Board of Singapore launched the Headquarters Programme in 1986, seeking to become the premier international hub for all types of headquarters (HQ) – big, small, from all industries and geographic regions. Most of the HQs established under this programme concern electronic and precision engineering. The programme helped create 1,600 new high-skilled jobs and attract transnational companies such as NEC, Seagate, Scandent Group and Tata Consultancy Services (2004 World Investment Report. The Shift to Services, p. 198). In 2002, South Korea decided to become a regional logistics centre and business hub for high-value added services – headquarters functions, trade, finance, IT, design, R&D, leisure and tourism. This implied a large-scale programme of offering tax incentives, financial support, deregulation, more flexible market regulations, administrative support, state-of-the-art infrastructure (idem, p. 199). The programme of upgrading its outsourcing capabilities towards high added value services (mostly headquarters and R&D) was preceded by an unparalleled increase of R&D intensity (percentage of GDP dedicated to education and R&D). According to Lederman and Saenz (2005), between 1960 and 1990, South Korea increased its investment in R&D by 900%! 

3. THREE WAVES OF OUTSOURCING
China and India and other countries thriving in the context of knowledge-based economy have taken different routes to development, with innovation as the meeting point. Acting upon the realization that the new sources of economic development are no longer steel, coal mining and heavy industry, and that knowledge and innovation are the drivers of competitiveness, part of their strategic answer to globalization has been to develop and exploit knowledge-based activities and services. They consolidated the magic knowledge triangle innovation – research – education and stimulated industry – knowledge interactions in order to be able to better commercialize the new knowledge.

As A. Gurría, OECD Secretary-General shows, initially, outsourcing was primarily in manufacturing, taking advantage of the low cost of unskilled labor. In many countries, outsourcing keeps on being about manufacturing only. Regarding China and India, soon a realization came that the salaries of highly skilled knowledge workers in these countries were equally low, 5-10 lower than in the USA. At the same time, those countries invest a lot in higher education and research, which raises the confidence in their scientists and engineers. As a result, outsourcing came to be about R&D activities, about establishing R&D centres connected to the global R&D network. These international interdependent R&D laboratories “are basic research centres, have close links with international research programmes and their reason for establishment is operation of coordinated world R&D programmes as part of global product strategies” (Dicken, 2004, p. 243). 

Based on this involvement in the second wave of outsourcing, a prediction can be made that “it is only a matter of time before these countries begin to improve existing technologies or develop altogether new technologies” (Gurría, 2007). In other terms, it is only a matter of time before China and India will be leave the status of R&D outsourcing attractions and become R&D players as such. Rising despite of the state or with the state, both India and China exploited the benefits of outsourcing and used it as a means to qualify their human resources and have access to know-how. In this context there comes the prediction that they will soon change the acquired know-how – which is implicit knowledge – into explicit knowledge by benefiting from the high qualification of their human resources. 

This growth paradigm – outsourcing of manufacturing – outsourcing of R&D activities – R&D player is likely to be extended to other developing countries as well, such as Russia, Brazil and countries in Eastern Europe. What will make the difference will be, as already emphasized, the soundness of the strategy for utilizing the benefits of globalization. 


4. THE LEAP FROM BEING R&D DESTINATION TO BEING R&D
     PLAYER – A RESEARCH PROPOSAL
The literature and applied research dedicated to one of globalization’s main sub-processes – outsourcing – is abundant and there are many grids for assessing a country’s attractiveness as an outsourcing destination. The standard factors taken into account when measuring outsourcing attractiveness are: labor force costs, quality of the labor force, labor regulations, geographical and cultural proximity, political risk and security, macroeconomic stability, regulations environment, taxes, infrastructure. The differences between actual lists of outsourcing destinations come not from the factors as such, but from the way they are weighted in the total score and how the quality of the data collected based on the indicators. 

No similar grid has been proposed that assesses a country’s attractiveness as R&D outsourcing destination. Yet, as we have already underlined, countries differ widely in this respect. Some are still in the first wave of globalization, with outsourcing being primarily about manufacturing. Others have become R&D outsourcing locations as well - India, China, Russia, South Korea, Singapore, Ireland, Brasil (second wave). Some questions immediately arise. First, what are the criteria – implicit or explicit – based on which TNCs make the decision to locate R&D affiliates in some regions of the world and not somewhere else? Second, among this latter group of countries, there are differences, too, meaning that only some of them will make the leap from being R&D destination to being R&D player. What are the factors enabling or, preventing, such a leap?  

In this context, our concern relates to proposing a tool for measuring a country’s attractiveness as an R&D outsourcing destination and to analysing the factors that enable the transition from R&D destination to R&D player. In building the tool for measuring R&D appeal, we consider that, beside general outsourcing indicators (see above), there are specific indicators that need to be taken into account. Some of these indicators are: number of scientists and engineers involved in R&D activities; profile of scientists and engineers involved in R&D activities (education, mobility, connectivity, confidence in the national innovation system, the perceived social relevance of the R&D activities; the social status of the researcher); the education system and R&D intensity; the existence of some innovative sectors that are supported by the state.  As it can be easily noticed, such a tool incorporates both hard and soft knowledge/ R&D factors, and the challenges associated with it have to do with relevance of indicators (do they measure what we intend to measure), realism (are the data available, is it possible to collect the data), measurability (especially for soft knowledge indicators), timeliness (how long does it take to collect the data). Regarding the second question, we consider that it is the climate of innovation that enables the transition from R&D outsourcing destination to R&D player. The climate of innovation needs to be analysed at macro level (finance, policy, institutional setting, regulatory environment, including tax and public procurement regulations) and at micro level (the innovativeness of various sectors of society, especially of the private one). 

Research dedicated to building, adapting and refining the tool for measuring a country’s attractiveness as R&D outsourcing destination and to revealing the enabling conditions for becoming R&D player has the potential to add to the already vast literature on sources of growth, development and competitiveness. More specifically, it highlights the propulsive push of globalization, provided its potential is put to work by sound strategies and it contributes to the debate as to whether globalization is a cyclic (J. Nye, Jr.) or a new phenomenon (A. Giddens), by supporting the view that it is the crucial role of innovation that makes globalization not merely a new phenomenon, but a truly revolutionary one.
5. POLICY RELEVANCE – THE CASE OF ROMANIA

Romania has recently become a member of the EU. It now seeks actual integration into the EU economy and strives to reduce the gaps characterizing all sectors of economic and social life. According to the National Development Plan 2007-2013, Romanian GDP represents 31% of the average EU, with the set target that the percentage will be 41% by the end of 2013. 

The big gap between Romania and the other European countries is reflected in any subsequent indicators, including in the knowledge and innovation. Romania spends around 0.45 of its GDP on R%D, which is well below the EU average. Similar gaps exist taking account other knowledge indicators: R&D expenditure by the private sector, R&D expenditure in high technology sectors, percentage of human resources employed in high technology sectors out of the entire labor force, private expenditure on innovation out of total business expenditure (National Authority for Scientific Research, 2006 Report). What is of interest in this context is that all Romanian official statistics confine themselves to traditional knowledge indicators, those that have to do more or less with R&D expenditure and the research personnel. Contemporary indicators – such as enabling conditions for university-industry-government collaborations, development of knowledge infrastructures, multi-skilling of the labour force – are notably absent. Arguably, this kind of data is more difficult to gather, but their absence from the official statistics and from the official discourse make it more likely that they are absent from policy-making and implementation as such. 

Building a tool for measuring a country’s attractiveness as an R&D outsourcing destination is the basis for scoring Romania from this perspective and benchmarking it against other countries. It facilitates qualitative judgments as to whether Romania has the capacity to exploit the propulsive push of globalization in order to achieve growth, development and even competitiveness goals and signals the costs associated with a weak innovation climate (both at macro and micro level). Maybe most importantly, such a research may underline and promote the message that improving the innovation and R&D climate is a process, and not an event. Such a process involves more than changes to policies and more than increasing R&D expenditure from the GDP, which is now the current orthodox thinking in Romania.
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