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A prim mood prevails teday among “Historically, the govemment’s role The White Houss‘ also seems deter-
. industrial research manzgers. America’s  has been to buy more science and Rr2p,”  mined. not to conduct the study in a

vaunted technological supadiority of the says Martin J. Cooper, director of the governmental vacoum. Bamich is solicit- © | s+
1950s 2nd 1569s is v;x.ishi g, they fear, strategic planning division 2t the Na- inrr input from groups such s the Indus- ,‘.‘L‘_,.{ )
the victim of wrongheadsd federal poh-— tional Science Foundation (xsF). “Now trial Research Institute {1 m) the Busi- ‘i.\

-¢y, neglect, uncertzin business condi- mavhe we better go with investment _ness Roundtable, and the Conference
tions, znd s"lorts:c'bted corporate man- incentives.” Says Jordan J. Beruch, Efard. “We want both CEOS and P¢D\_ e
.agement. They complain that their lahs  Assistant Commerce Secretary for. vice-presidents,” says a White House - i

R

7,
M

_.are no longer 2s committed to naw ideas 1ence and technology, who will be the - official. Labor groups have E;een asked to- &
as they once were 2nd that the pressures  review’s day-to-day managert “This  participate, too, zlong mth;publ:c—mte*—- FE

~— on their resources have ériven them into  study developed In.an envirorement of . est groups. Contrre:smnal ;(leaders such E

r2 defensive research sheil, where true -people concerned choxt economics, busi- - as Senator Adlai B Se.E‘-'EBS&B—(—D -1}, \[ f;—

- innovation is sacrificed to the certainty ness, and technology.” : chau-man of the Senate scbiommittee on- b
~of near-term refurns. Some ressarchers The Admi'ﬁs..ration's concern is un-  science, technology, and space, have been. 5

- =zre bitter about their own companies’ derscored by the fact thetitis orgenized broughtinto the early plam%m And the:-

1 Jaxatidtudes toward mnm otion, butasa  os 2 domesiic policy review, the hizhest 28 agenmes involved extend beyond - e
group they tend to blome Yashington sort of atiention a problem con reveive  obvious candidates, such asithe Environ- e
-for most of their troubles. “fGovernment within the executive branch. Among iis  mental Protection Agency, to the Justice: iz
-officials] keep asking us, “Where are-the  objectives, such a review must. prcduce Dept. and even the Small Busmess-r
golden egos?  explains Sam W. Tinsley,  options for correstive action by the Pres-  Administration, I

. ..director of corporate’ iechaclegy a2t  ident According to Roth ML Davis, - The study’s scope is so| sweepm - I
Union Carbide Corp., “whilz the other Deputy Under Secratarv of Defenss for - §
part of their apparatus is beating hell research and development, “this is the -k
.-out of the goose that lays them.” only such review at the policy level in 20 g

That message—and its implicationg years that transcends the mwrests of . §

- for the overall health of ihe . 8. econo- more tnan one aoem:y. {
my—Ii3 starting to get ibhrough. Follow- : -
:ngr monaths of informal but intense 3
+, Tobbyirg led by such exscutives as N.- . : - - i
"Bmce }an“‘&" tﬁce—prebmmt for re- - iy : -4
~search and patents zt Pell Telephone 4 uD'G J....ﬁlﬁﬁt ofss . . a

.~ Laboratories Inc., z2nd Arthur 3. - = &

=, Buecha, vice-presideat jor research ..nn . .',_ke 5_? aﬁﬂl‘.g '.13, fi7ere E Y

[ 1de\e:onment t General Electric Co., th - arathe géﬂ.ﬁ%}l Usm- ;g

}\White House has ordared up a 'n'*"we, =u 2

| 28-amency review of the role government . | - Wuﬁﬂ the otherpart of = z :

B ave 1w halnino Lirdarine et

: ph:\,s in h:.lpz.n;_, pr n_:...i—:e:L the health _ - their 211735.1'3"5... is he th'q .
of industrial inpevation. “Federal polizy

~affecting indestrial vep and innovation - hail mlt Qf tba “DD;:S ) -
rust be carefully reconsidered,” wrote IR - - a3
Stuart E. Eizeastat, the White House's “hat 5 them . -
domestic policy advizer, in o recent ~—Sam W‘T'”‘Jey' dirsctor , = :

~memo cutlining the review's intent. ] ot Fo'porn‘s.!mhm"ag?f' L

One thing that the sivdy clearly will Unjon- Carbide Cor.?“.
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_ia&,.fhat some federal officials are talk-

ing about a “thunderiny herd” approach.

to policymaking. Dut one government
:science manager demurs. “It- beats

_naving one guy write a nationzal energy.

propram in three menths,” he sniifs.
Philip M. Smith, an ossistant to Presi-
dential science adviser Frank Press and
zn ¢arly organizer of the study, concedes
+hat “a lot of peonle hava told us that we
arve likely to fail”” Hu: such skepticiam,
_he believes, doea not taks into account
ihe considernblé clout of thesa involved
_3n the effiort. Commerce Secretary Juan-
dta M. Xzeps, for example, is chairing
+he study, and she heads 2 coordinating
committee whose members include
Charles L. Schultze, chairman of ‘the
Couneil of Economic Advisers, Adminja-

“Eration inflation fichter and chief trade -

nﬂgotiator Robert 5. Strauss, and Zbig-
‘miew Brzezinski, Carter’s national secu-
-Tity adviser. Even more important is the
~-=upport of Eizenstat, who, says Smith,
- f4s very mterested Jn thxs partxcular
. —review.” -

~--Finding ‘new directions’

On the other hand, there is zlready -
—grumbling within the Arricclture Dept.,

swhich was left off Kreps's committee.
“We are red-faced,” says a high-ranking
. Agriculture official. “We are out of the
. _—project because this Administration aud
: _ihose befdre it do not place any priority
© _-on agricultural research.” However, Jor-
.. -dan Baruch insists that thé department
~will play a role in the study. Agriculturs
=xperis point out that forms comrmodity
-exports of over $2
_in the 1. S. bolance of peyments. They
znote 2lso that superior technology is the
- ‘pasis of the commanding American posi-
Zion among world food exporters.
Whatever its outcome, the White
Tiouse policy review is beiny undertaken
.=t a time when, as Frank Press puts it,
*weé badly need some new diractions.”

2iany experts view with alarm the

tleclininy federal dollar commitment to

=&n, which has dropped from 3% of

.—;*:ross national product in 1965 to just
% this year. For its part, industry as
- whole has more or less matched the
¢ .cnflation: rate and then some with its
own spending. But such macroscale indi-
zators do not tell atl. “We've got to find
wut what the story is scctor by sector,
_beeavse each industry- is poing to be
cfferent,” says Press. “We alzo have to
Zind out what's going on abread.”
Better data on the relationship be-
zween jondustrial innovation and the
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John hormaray

4 billien pley 2 key role

“health of the economy are becoming
available, According to a 1977.Coine-
merca Dept tepoart, for instance, techno—-
lomcarquovatson was respensible for
45% of the nation’s economic growth
from 1929 1o 1959, The study went on to

compare the performance of technology~ .

intensive manufocturers with that of
“other industries from 1957 to 1973, and
found that the hizh-technolegy compa-
nizy created 1obs 88% foster than other
businesaes, while their pmuuctht'_,r grew
38% faster.
'Ihe numbers help to e:,tabhsh the

central role of industrial innovation in

stimulating economis development, but:
they also are beginning to veveal the
changing character of industrial re-
search. The amount of "basic research
that industry performs, for instance, has
88% of the national total in 1935

And a mew IRl survey of member
compznies for the National Science

Foundation demonstrates how federal .

policy has directly altered the nature of
the research effort in another way,
making it moré and more defensive. The
study shows that surveyed companies.
increased rzp spending devoted to
proposed lerislation by a striking 19.3%,
compoundcd annually, from 1974 to
1‘)."? And the rate was 16% a year for-
£D devoted to Occupational Sufety &
Hmlth Administration {0s1a) n.quire-
ments. “When overall xeb spenmn'f 13
not ;"ounnr' nearly this fast,” note the
survey's authors, Georme E. Manners Jr.

.

_we have an NI [not invented here}-

. -
and Howard K Nason *ather categories
of eff ort—-especmll:," research—must be
suffecing.”

Other observers compare the viability
of industrial innovation in the U. 8. with
that of foreigm countriea. Oné expertis J.
Herbert Hollomon, director of the Cen-
ter for Policy Alternatives at Massachu-
setts Institute of Technology. According
to Hollomon, a reason the UL
its ieadersiip i3 that “we're arregani—
complex at the very tims aimajority of
technological advancesa.is bound to come

from outside the U. 8.” Cousequently, he -
argues, the U. 8. has not organized itself:

to capitalize on these advances, as

foreign countries have donfz for. years-

[N
P

i manda'wd by hea‘:«;ﬁﬁ;-
: —-W. Michael Biumﬂnthd!,
. Treasury Secrelar) 3

with American knowhow, Si;nce as much:
urop‘.ed to just 16% two years ago from astwo-thirds of all ReD is now conducted -

by foreigm laboratories, IIc!Iomon s2ys,

it should be no surpr: e that they have-
taken the lead in such technolomes as..

textile machinery and steel production..
“We essentially prohibited West Ger-

many and Japan from defense and space- ~

research,” says Hollomon.f“So it's no

accident thpy concentrated pn commer--

cial felds.” Hé adds: "I lLielieve other
nations. better unde [
innovation process-is important.”

Says a research director for one hiyrhe-:-
country hL, :
ours, the technolooy leader of the world,.

technology company: “fFora

what has been happening is downright

embarrassing” Indeed, evén the pre-
sumed sottrces of strenpth Ip 2 consunie-
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- intense prepsure) “Our experience with

society are today under

Japan in th{ eonsumer electronics indus-

—‘l_’ha rols ol

-

"The cumulative rosponse to these
developments has heen alarm. “The
system has no¥ sharpened its
a way that discoumg&s changes that are.
major,”

try—namely televisions, radios, audio,
and transcefver equipment—shows some
of our we:
Juyfbauer, a4 Deputy Assistant Treasury
Secretary,
‘comrmtr.e
. 353.6 billion
¥ high-technology gocds, and about two-
thirds of {his was accounted for by
- imports of consumer electronic goods.”

)

knesses,” testified  Gary C.

hefore a congressional sub-
In 1977, he sald,
trade deficit with Japan in

regulalicn

pencils in

worries Robert A. Frosen, head

of the National Aeronautics & Space

Administration. “We kave been so busy
with other things that we may have

inadvertently told
up ideas to go away.”

have left R&D decision-making up to
corporate board rcoms, now are com-
-: plaining‘zbout lack of innovation. “Hav-
-ing helped to develop and pay for this
“technolozy,”
may, international affairs director of ine
International Associztion of Hlachinists,

1,

l.ulu

people who think

Even labor unions, which historicelly

says Benjamin A. Ehar-

i“American workers have a right to

]demand government responsibility
/ using it to create new products, more

for

- +

e ey -

gobs, better warkmtr condxtmnb
;reneml prosperity.’

recmlatory
,’COmpl.....ln... Haonnay of Bell Labs points.
to Food & Drug Administration require~
ments as a case in point. According to
.- .+ . one study, says Hannay, a 1938 applica-
: tion for adrenaline in oil was presented
io the FpA in 27 pages. In 1938, a treat-
ment for pinworms took 1,,9 pages to
describe. “By 1972, he says, “a skeletal
muscle relaxant involved 436 volumes,
each 2 in. thick--76 ft. in total thickness
and welghing one toh.” ‘

and
»" And Charles C.

'“ble research director of the Electri-
. Radio & Machine Workers union,

goes so far as to suguest that labor
should now have a
research money is spent.

# Among research manazcers them-

say in how indostrial

olicy is the single greatest

Regulation, says Tinsley of Union

Carbide, has put a bottleneck on new-
product development in the chemical
indastry and has so 2dded to the cost of
getting any new chemical approved that
only those tarpeted at 3 ves
markat are attempted today. Frod and
drug industry. researchers echo that
cnmulamu. “Today,” says "Al 5. Clzusi,
director of technical research at Gene*ai
Foods Corp.,
that is fostered by uareal and invalid
public concerns.”

t, 2s3ured

Your industry doss work

But rezulation ecan have less obvious

impzacts, such as foreing an industry to
stick with old technology rather than to

don't change.’ That's what these reguh-
ti * Paul F, Chenp -
ions say." Pau wonpd, vice-presi-
_dent for research It General Motors
Corp., agrees. “You just don’t have tire
‘to explore wild new ideas when 2
rule is so clo:,ely coupled to your current o
busmess

_ ‘The scmnca of the mai

‘In Congress,
laws ars written, such thinking has so
for found a small audle!nce A great
number of the regulations that we would
call env:rowmental . . . may actually be
self-defeating,” _
Sr-hrmtt the former asfronaut from New
Mexico who is the _rankingz Republican
on  Stevenson’s "Senate
“Instead of locking at pollution controls,
if we were looking at byilding a more-
efficient and therefore
engine, we would not only;
environmental problems,
bz producing a new thingifor export.”

Schmitt is one of only
legislators with the sembiance of a
science background. “W

£ ns i e .
A e S e W AL % ln..n..g-r.-""‘"‘--".gm P Y Y e e
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e\penment with new 'épproaches to
problems. “Fhe overall elfect of repulas
tions on the auto indus :r?y has been to
build an envelope around the internals
combustion device and tbe whole cap
structure,”
School Professor William J Abernathy, .
- who specializes in tedmo!ooy manage- -
“we had a { selves, crcgwmw‘ radictory foderal__ ment. *'Pon’t do any thmg really new,

says H'lrmrd Business

new -

he says..-

o

where t"te reerula.tory

w..‘..mw%

Harrison H.

muses
subcommittee.
-F

less- pollutinﬂ'
be solving our
but we would .~
three federal

¢/probably have:

ni ims ~aa r'ss
[ R

m@ ;avms

How
can E

F
:h.

Compames that make 1t across t}'e

_development minefield znd bring su-

perior technology to market stll may
find a threat on the other side: mozogo~
lzation charges that keeo them frem
fully explsiting the technoloc\_-,. Asoidas
that problem 1s, such charges can come
as # shiock; a2s pney dxd to Du Pont Co.

- last April.

Courts est:xb]:shed demdes age thai
the Sherman act prevents 2 company
with 2 hammerlock on a pariiczlar
industry from making sound, otherwise
perfectly legal business decisions that
would, ho“ever, perpetuate its domi-

nance. In 1845, for example, Judge

Learned Hand found evidence that
Alumirum Co. of America ‘vnlawfully
monopolized its industry by its tendency:
to “double and redouble capacity” as
demand increased. That, s2id Hand,

locked would-be competitors out of the

expanding markek.

In a similar vein, the Federal Trade
Commission sald three months ago thnt
Du Pout had used “unfair means” to

_ Keep competitors from in--

_expanding market for tita-

 the” 1850s, the company

creasing their share of the

ninm _dioxide, a - widely
‘used paint pigment. “The
complaint is wholly with- -
out besis," says Irving S.
bm.p:ro the company’s
chairman. .
40% shara. Superior tech-
nology clearly contributes
tp Du Pont’s dominance. In

devoted a decade of work
and what a rpokeaman mll ’

peg only at ! ‘many millions of dollars” —

to davelop a new way of making TiO..

_Although the highly automated, contin-
. uous process went on stream more than

20 years ago, it still tops. the processes
used by such competitors as Nt Indus-
tries, ScM, and American Cvanamid,
because it uses cheaper raw nlatbnals
and produces less acid waste. .
“The problem with the ;,overnment
arises because Du Pont's 4045 share of
the $700 million-a-year market is still
frowing, That alone i3 enouvyh to send
povernment lawyers poking about for

actions that ean'be attacked. Accordinge

TR

e e s gt gl b ey R

~__‘,,:-..‘ T enle e L -

- Du Pont’a Shapliet The -
JFTC's "complaint is
: _wholiy w:thcuz basis.”

. head of }the commission’s:
'_antitru:,t arm, even a 30%
chunk of the market “could:
" be a dominant po:\.ltmn it
- all the other firms. in the-
:market had a mueh lower
-ghare.” iIn fact, Justice.
N Dept antltm:,t chief John
S,l_]a'znfaeld asked his.
'staff to loozc at Du Pont's
T;Oz pohmes only t.o f‘ nd the FIC there
ahead of him, !
Bd::cally, the FIC st ys that Du Pont .
keeps its market sharc by expanding
capacity before the market is ready for

more production, thércby forestalling

comp:tltorb cwpansmn plaus. Du Pont,

says the r1c, should get rid of one of two '
current Ti0, [acilities ?nd a new plant at
De Lisle, Miss., that would begin produe~
tion next year. The Frc staff also wants
the company to take competitors under.
its winy by giving them, royalty-feoe, the

to Alfrecl F. Dot _J,.,...arty .]'r., _

superior tee h,uulo,s..ar{l_knmuho'.\z_it has: - -

bulll ymm._)_y.mrs,
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exereised very poor judgment in the
past” he says, "because the Conuress
ﬂwr'\ll-—-—me*nbcrq as well as st.m-—hnve
not ‘been zble to understand what is
yossible techrolugically and what is not,

2nd therefore not been able to relate the
costs [of legisiation)”

Jason M. S_H.;.bury, director of the
chemical research division at American
Cyanamid Co., pleads, “Before the law-

vers write the legislation, let them know:

the science of the matter.” Not only may
some mandates be beyond what industry
can legitimately periorm, he says, but
the rules force 2 conservative approach
1o. science. One key indicator of this
trend is the
toxicologisis now empleysl in chemical
compasty resaarch 12bs. “Toxicolcyisis
don't innovate,” notes Frank H. Haaley,
ﬁce'vpresident for research and engi-
neering at Lever Bros. Co.

Then there is the regulatory bias -

. ggainst new ideas. In the EPA’s grant
programs for waste-water treatment at
the municipal level, for instance, equip-

increasiazz number of

ment specifications rmust be written so -

that gear can be procured from more
than one source. That means a company
with & unigue procsss is diseriminated
‘zgainst. What Is more, the mandate for
cost effectiveness precludes trying out
innpvative approzches whose value ean

--only be measured if someone is willing to
gamble on them:

If the domestic policy review is to.

solve such questions, it will depend in

Paud §. Corhia

-
.Iajol

lzrge part on the willingness of fegula-- ;

tors to see matters in a new light
According to Philip Smith, there is *a
sense that pecple like {zpA Administra-
tor] Douvg Costle and [FpA Administra
tor} Don Henmnedy want to work withy

industry, and they don't want to fight al] / compliance.”

the time. I think we have’a team of \
pwple now 1o government that may ba
able to do somethxncr.

The invesiment c!imate :

ct a
Orernoul ol recaiatory practices
B

et e, DE b ' H N
tAETIEDE {rom toe study. EPA Adminise

But industry shonld not expe

‘Tvhether the need for such onerous:

—=nalties ean be established —before an
TTC judge,

the full commission, then a

=surt of appeals-and, perhaps, the
_=upreme Court—may take. yezrs to
==ztermine. But the approach is not
‘=rusual in moropohzatmr* cases.

ine Xerox case. Just z- year ago, the -

_rz3tice Dept. ended such a suit against
~—dustrial Electronic Fpmnears Ine, by

TR TN Latiornia comnany to prores
s TOY eLbv-free licenses 1o all coms
enis L nad_uszcae faminate the
arRet ior rear-projection- readout
TUipiient LoF electronic data-provessing

Sy &

=

zzitled a complaint by pettm«r Z\o—o'{

stems. And three years ago, the FTC:

ws.cn

orp. to open its anetiolio of 1,700 CO'}ch‘-_.

tents 1o competitocs. Xerox had to
cense three patents—chosen by the
—ompetitors—free. Fees for use of the
: :ﬁst were strictly Hmited by the rre.

As severe a3 those measures may
=2em, and as discouraging to innovation,
=nge antitrusters contend that it is the
=nly weay rivals can cat inte a monopo-

-at's domndnance of 2 market. Savs Alan
Palmer, aasx:.t.mt directorof the ¥1¢'s
ontitrust arm: “We have to looE\ to what
=olief will really be etiective.”

J

HESEARCH

‘trator Dougias M. Costle concedes “a

tremendous growth in the last decade in
health and safely regulaiions—13 major
stateies in our zrea alone™ Though

' "“ius I‘uplt.l" mdvm
of the mark nﬁahc“ o put zm
. intrinsically nighsr ¥a *f,.l:a -

" -—Dougias M Cos![e,_

‘tion, and it Is precizely thése guesiions..
¥ wag

Costle agrees that the economic impact
of such rules should be more closely
quantified, he contends that “this ran-
idly widening wedge of regulation has
beenn a response to a2 massive market
{azilore—failure of the marketplace to
put zn intrinsicaily higher wvalue on
,«"'\olh.hon-f ree processes.”

£ Bhiost regulators agree that not enoucrh

{ research has been done on the true

nature of the environmental problems
they are empowered to combat, but they

also arpue that reculation has led to-

cost-saving practices, especu.hy in the
area ni resgurce recovery, where closed-

_eycle processes now he]f) capture reus--

able material. osHA officials 2lso cite
.examples where the agency has laid
down rules that have led to cost-cutting
innovations. But Eula Bingham, the
05t administrator, emph.z::x._e; that the

“legislatively determined directive of
protecting all exposed emplovees nuainst
material fmpairment of health or bodnly
function™
witheut quantifative weirhing of costs
and benefits, “Worker safety and
healtlh,” she insists, “are to be hu;wily

requires tourh regulation

“wedge of rsgv;lahon Bag ol _
= beenar ﬂu.llm i

f‘f‘“
w-)u

on vu’ﬂntnn-

29 nrdﬂegses

R

'\drmm:lraior

favored over the economic burdens of

- Bingham and her boa:, 'Labar Secre--
tary Ray Marshall, may repres=nt an’
mcrea;mrrlv izolated viaw, However. Eco-
nomic issues have come to domina
thinking within the CarteriAdminisira-

that industry has stresszed in its discus--
sions with sciepce ad\n'ae?
other White House officials. Just over a
month ago, Treasury Secretary W.-
Michael Blumenthal told 2 meeting of.
financial analysts in Bal Harbour, Fla,,
“Ye are now deveting a jvery sizable
chunk of our private investrnent to meet-
ing government regulatox;i;v‘ standards
. - . and in soma cf these greas we may
well be reaching a brea‘-un\‘-r point.”

Blumenthal alzo noted: “Oxr technolocq-

i
cal supremacy is not mandated by heav-

' en Unless we pay close att ention to it

and invest in it, it 2530l disappear.”
A month before the%Blumenthal
speech, GE’s Bueche sugcn:,ted to an

Press and--

T4 m gusans
——

r———
e LT

o g b J e

American Chemical Sociely gathering -

that “we step back and look at kaD for
what it really is: 2n investment It is an
investment that, like more conventional.
investments, has become; increasingly
less attractive” . . .

Bueche, along with most other rte-
search managers, rejects]the idea of
direct federal subsidies” to industrial

1D, Instead, he points oyt that “per-
haps 90% of the totall investment

required for a successful
downstream from nap, [and thus) it
becomes. . . ¢lear why weimust concen-
trate on the overall investment climaze™
Bueche attacks Administrition propose
als'to eliminute special tax treatinent of:

innovation is..

long-term capital pains, plumps for more--
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You just don’t havetims . -
ta exnlors wild nevs m :
Wnen a naw T 'iﬁ i3 so

_ cm'rsn’c bu.,mv

“—Paut ¥.Cheasga; ~ .
. vice-president for. recaarch,,

“7apid investment write-ofis, and says “ig|
is extremely important to pr OX'IdE:;
'tronﬂer incentives for tec‘molomcal\
innovation by making permanent and
znore liberal the 10% investment tax
credit” ' S T

.Critics in industry

Bueche’s a2rguments suggest the
broad-—yet often indirect—wzy in which
Federal policy runs counter to the best
interests of innovation. Fear of antitrast
roves from the Federal ‘irate Commis-
"sighor the Justice Dept., for instance,

= has prevented many companies from
sharing research aimed at = problem
common througheout an industry—

k)

b

+ including new technology 2imed 2t solv-

Lk

: ing regulatery questions. At General
: Electric, the legal staff must now be
wotified if 2 competitor visits a company
-research facility, even if no propristary
" smaterial is involved,
- Tor their part, Justice Dept. trust-
busters claim that fears that their poli-
cEes stifle innovation are not justified.
They say they are flexible enough to
recognize the differences in the pace of
innovation from industry fo industry,
and that is why they allow a fair number
af mergers among electronics companies,
“That’s an _mdusur.\, where you don’t
have to worry about someone cornering
the mar ket,” says Jon M. Joyee, ad econ-
omist ‘in the Justice Depl’s antitrust
division. “There’s Just a lot of guys out
there with good ideas.”
Industry further clairas that the
inability to secure exclusive licenses on
_rovernment. .ponaned research  leaves
much™ rromt"tz.:.nnulun"-nn the shdvcs
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: ")’jaile federal attempts to market new

_products are often silly at best.’Richard
. A. Neshit, director of research at Beck-.

man Tstruments Ine., recalls a povern-

i ment eireular that waxcd rhapsodic over
the federal commitment of, billions of

dollars to reD. Included with the letter -
was a syringe for sampling fecal matter,
and the sugorestion that Beckman might
want to license the technolozy. *'1
vondered if they spent billions to devel~
on that,” Neshit reca].]s The con trast

draw critivisin from mdu;t"y A major
target is the 1974 rulicz by the Financial
ting Standards Board that stipu-
lated that ReD spending could no longer
De traated as a balance sheet itern, but
must be listed as 2. direct profit or loss
item in the year spent. R. E. MeDonald,
prasident and chief operating officer at
Sperty Rand Corp., recently told an
executive management symposium, “The
ramifications of that rule change are

_guite complex, but the net effect has

been o dry up a lot of potential venture
capital investments. . . . T can say quite
candidly that Univac would not be here
today if we had not had the advantage of

"the 2ld rule for so many years .
The shortage of risk capital has had a

tremencfé_[l?imp'ct on small, technolo-
gy-oriented compantes trying to arrange
new public financing. According to a
Commerce Dept. survey, 698 such com-

.panies found $1.3G7 billion in public

financing in 1969, In 1975, only four such
companies were able to raise money
publicly, and their numbers rose to just
30 in 1977, Equally ominous is the expe-
rience ab Union Carbide, which, accord-
ing (o Tinsley, has not been able to
compete for venture éapital and has thus
canceled plans to start 2 number of
small operations built arcund interest-

- ing new techoology. Years apo, says

e, ey

/‘tant role “a5 a source of. demand for new

2 :}ucucrous .

: L ‘ * g 'é(
Tinstey, Carbide was rc'lsonaMyisuccess- '
ful at getting such funding. And you,
must remember that these ideas are
perishable,” he says. '“I‘hs_y dont. have
much shelf life.”

The Treasury Dept, in fact{, has an
ongoing capital-formation task force
that wll be. jntegrated into t‘ne policy - -

£ e’ ﬂr;rir_ﬁ'.znu.mzmﬂ'?"ﬂ

i 4 ud At

review under the direction o§ Deputy 3
Secretary Robert C'\.rswell Carswell :
notes that “you can't driw a cljear line” ;_
between p&D support and mvestment in .
general, but “if it turns out that we find

some form of capital formation | gives the

economy a grealer multiplier eilxect than

another form, we at the Treasury would -

not shy away from whatever pohcy

would help most.” :
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Washinglon’s changing role-

Even as it has pursued policies detri-
mental to industrial n&D, the federal
government has withdrawn ag a major
initiator of innovation. Resezrch man-
gers generally believe that compa'nes
are better equipped than go&egnnent to.
bring new technology to soclety because
they are more attuned to market pull.
But Lawrence G. Franko of Gaorvetown
Lmve;sm, an jnternational trade ex-
pert, recently pointed out to a congres- -
sional committee that the T S govern-
knem has in the past played an impor-

constant, forbearing customer in com-
puters, semxconductors jet m:’;cratt nu~
clear-power generation, telecommunica-
tions, znd even some p‘nrmaceuhca.ls
angd chemicals. . . i
According to the Defense Dept.'s

D_;J vis, both Defense and \IAS-\ “have
faded” in this role, ths re:.ult of the
Vietnam war and concerns ovep the mili- -
tary-industrial complex. “Theiconsumer’
marketplace and other government
agencies have not been able ¢o pick up
where pop and Nasa Jeft ofi,” she savs.
“The Department of Energy ;shou!d be.
able to help with this, but it hasn’t yet.
And the Department of Tran=por"at10n
just never blossomed in this{ ro‘e. An
unreleased 1L study for the Fnerm{“i

y
H
I
products and processes, and as a l
i
1]
¥
14

Dept. summed up industry’s views. The
company oficers mten'lewed said gov-
ernment could spur mdustr:, 5 energy ;
BED onI_y by ecreatinr a ndtm al enerpy i
policy, increasing its 1. anafrenal compe-
tence, and offering financial | mcentncsj
rather than massive contr"cté.

On the other hand, there lnve been:
some recent, notable government efforts -
to spur the innovation process. *We've
talked to the leading semiconductor:
companies about our hopes] for their
innovation,” says Davis. She|says that
the Defense Dept. expects to propram:
$100 million over the next five years for
industrial innovation in optic al lithog-
raphy, fabrication technigues involv.ing

RESEARCH "
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electron-beam technglogmy, better -chip .

fAesigning and testingr to meet military
" mpecifications, *and system archnﬂ.turﬂ
znd soltware implementation.

At the Transportation Dept., chief-

scientist John J. Feapnaides wants to
"snvolve the pnv';te sector much earlier
in the frovernment's RaD process, theres
ny allowing industrial contractors to
develep fechnolegy slternatives instead
of having to cope with rigid specifica-
tions at the outset. Such a pelicy, some
believe, might have resulted in major
“savings for the Bay Area Rapid Transit
~=ystem, for instance. "It 15 more exgen-
-=ive to fund a wider range of choices, but
- only at first,” says Fearnsides. -
“The %5F aiso has znoounced a dew

n*-du;t*y-unwors:w franl program for

cooperative exploration of “fundamental

~ seientific questions.” The zim is to make

'z Jong-term contribution toward prod-
uct and/or process innovation”

“The fai!ure_a_o! business
While agreeing on the need for federal
policies that bolster innovation, those

knowledgeable about industrial research
think that the companies themselves

share some of the blame for stagnation .

znd must be willing to examine their
ractices critically. Alfred Rappaport, a

}::rofessor of accounting and information

systems at Northwestern University's

wraduate scheol of management, believes _'

that one reason tn2 U. 5. lags In raD is
that the incentive compensation systems
‘that corporate executives live under tend
1o deter inteliigent risk-taking. “Incen-
tive programs are almest invariably
accounting-numbers oriented and based
on shori-term earnings rezults,’” he says.

.-

h’*ﬂ MEers -
: .-'_;‘;,or\*:sn’f.mml invesiments,’
a;mcc*na mms:xmgly :

Aru.ur M. aue.cho. M
V:&"-prﬂ‘-ldcnl for r‘saurch

short-term business considerations.”
Ancther criticism has been of the
hanhazard way in which companies have
launched new RZD programs. In essence,
industry should try to Jearn how 1o weed
out bad ideas early on, say the detrac-

ﬂm‘v within two to four years, That
contrasts with accepted estimates that

only one in 50 ideas that come out of o

! |
regearch labs ever %nera*e; cash fow,
..nd not for seven to 10 yeors

La*‘ﬂp companies often &axl to exploit.

i
t“eu:' OwWTl raspurces eﬁ'ec;:\.el) In the

1950s and 19530s, soime comp;s.mes set up
centrzlized research facilities, but. many

tors. To that end, Dexter Corp. has insti- ..of these did not yield the- hoped-for

ted an eight-factor “innovation index”
¢.pproaant,o resgarch managament that
weighs questions such as eifectiveness of
communic‘*don:, competitive f toz‘s,
and txmlr«r, and comes up with-an “in-
novation potential” for new xdca_. At

Continental Group Iuc., D. Bruce Mer.,]

rifield, vacemre.,ment of tc.cn.ro‘o,_“,r, 5ays

““That puts managemest emphasis on ~tEIL “constraint analysis” of pew ideas

"L rser

’E-“z.:mir* 1o Japan:
veniure caphial

3_- 1ecent. d.r"g in U S. vr'nt:ua-@mtal

——mmitments has opeaed opporturities
- foreign companies to approbriziwe
s—merican ideds. A case in point is the
—oerience of Systenr {ndustzies Ine, a

::nnyvala' {Cali.)y manufacturer oizmm
~—mputer peripherals.
~in 1959, System Izdustries. went to
——ork on a new ink-jet printiny process,
——raing o subsidiary, Silonics Inc, to
z=velop and market it, By 1973, the
—=search phase was over, and a cash-

—eature capital to tool up for production.
~_nfortunaiely, none was there. With a

-—-‘prcﬁsed stock market, and recent
somcreases in the maximum tax on capital
=ing that ecut the expected return on
«wh investments in hali,
a=zpital sources “coulda't justify

. h.xm-x Lhe same nsl.s they used to " says.
the comp...uy’ 5 -

ort System Industriea went looking for

the usual .

Bdwin- V. W. Zechan,”
chairmean and chief execulive officer. 5
* Keeping only 51%, Nexi, he explzins, “wea .
were thinking about government fund-2
ing. Put we were discouraged from even
maxing a proposal when we learned the
governmentwould get data rights ond be
zble to license it to other people. We
gida't se2 why we should give away
those rights just to get a little money.”
What Zschau f'.ndl]:,r did ive up was
49% of Silonics to Konlshiroku Photo
Industry Co., the Tokyo—based maker of
Konica cameras. _
In return, the Japanese compary has
speat $53.5 millien on Silonies, which i3
enough to bring the mew printer to
market at the National Computer Con-
ference in Anaheim, Calif, tn mid-Jtne.
“We have one of the most promisiog
imaging technologies for the 19803,
Zachian now compluins. “But we only
own 51% of 1L" .
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synergism—in many cases, apparently,
bﬂcaube the diferent parts oE the compa-

. ny, were in businesses oo unrelated to

one another. §
On theé other hand, Raytheon Co. was

h'aH!y successiul in tr‘.n:aferrmrr its:

microwave -expertise to xt:l newly ac~
qulred Amana
1907 resulting in the counter-top micro-

waove sven. That was doné through a-
rew-products bustness. group set up-

sp%l..cdl v for such purposes. And more:
ecently,- this group, hea c.ed by Vice-
President Pzlmer Derby, brought the.

company's microwave talenl to hear on -
.its Caloric subsidiary’s product line,

resulting in a new, combination miero-
wave-electric range. ‘

-In such ways, industry e2n maximize
its potential for innovationiin.the most

adverse environment. But the future..
health of the nation’s economy, many. . .
requires aj much more-

exnzris believe,
benign environment for industrial rep
than has existed over the ipast decade.
Anrd Jordan Baruch, the lenthusinstic
leader of the multi-agency federal study,
believes that such an. environment is

likely” to emerge as a result of the ..

Administration’s cancern.

“We may have bitten off more thans

~ we can chew,” notes I'rank Press, “and it

may be that we ean’t pret mpch dpne ina”

year. Bat even if it takes three or five or-

10 years, T think :L is historieally very .
-

xmport:mt.

: nmjv means that eight of 10 pro;ects thah'.-'
-survive the review will generate cash:.

appliance subs:dnry in -
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