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EXECUTIVE SUMMAR




' ECONOMIC PROBLEMS AND TECHNOLOGICAL PROGRESS

L] Contro! of inflation, employment growth, and improving real living standards are
among the most important economic issues facing the nation.
'— The achievement of these goals requires the economy to have an innovative in-
dustrial base with the capacity to meet the demands of society and compete techno-
legically with our international competitors.

® Linited States productivity growth rate is declining and has been consistently lower
than other industrial countries. Technologicaily, the United States is beginning to fall
behind some other industrial countries.

® [nadeguate capital investment has held back the innovation rate in the United
States.
— As a proportion of output, U.S. capital investment in manufacturing has for two
decades been about one-third the rate for Japan, about one-half the rate for Ger-
many, and fower than all major industrial nations.
— Infiation has caused grave discrepancies between depreciation based on past
costs and the actual current replacement cost of plant and equipment.
— Current tax policies with outmoded capital-recovery allowances and failure to
control inflation have lowered the real rate of return on investment in innovative
plant and equiprment.

® Excessive and uncertain government regulatory activities have rncreased the risks to
waould-be investors and innovators and reduced the return on innovative investments.
-— Industry has been directed to divert resources to meet specific compliance
methads rather than beingrallowed to achieve regulatory goals in the most efficient
way.
 The return on innovative investments has been reduced through regulatory de-
lays in approving new processes and products.
— Costs have been raised thraugh unreasonable and frequent changes in regulatory
~ standards.

® The patent system only partially encourages innovation,
— The patent system is unnecessarily complicated and unrefiable.
— It also imposes substantial costs on business and the public without adequately
providing significant discoveries with the protection required to encourage innova-
tion.

RECOMMENDED REMEDIES

increasing Innovation Through the Market Economy
® Innovation-in the market economy is essential for productivity improvement
and the long-run contro! of inflation. '
@ Public policy should focus on creating an erivironment in which all sectors of
the economy have the incentive to innovate,
@ The government should avoid trying to determing WhiCh specuf:c types of inno-
vatien and industrial sectors should be stimulated.

Raising Investment in New Plant and Equipment Through Tax Policy Changes (Chap-
ter 4, page 29)

Tax changes to encourage innovation should be a top priority. These would stimu-
late commercialization of existing knowledge and diffusion of innavation throughout

- all sectors of the economy. Priority and consideration should be given to:

® Amore rapid capital recovery allowance by replacing the traditional method of
depreciation over the useful life ofassets Write-offs would be more in line with
replacement costs.

e “Flexible depreciation” of fixed R&D assets. Assets could be fully depreciated
in the first year or by any other methad desired with the benefit of allowable tax
credits being retained. '

Reducing Regulatory Uncertainties and Constraints (Chapter 5, page 43)
The Admlmstratson and Congress should increase their effarts to achieve regula-
tory reform.
2 Regulatory goals should be achieved through performance’ standards rather
than design standards since thi is will encourage business to develop least cost reg-
uiatory techniques.

o The governmentshould achieve regulatory goals through a system of economic
incentives and penalties whenever possible,

& The potential adverse impact on future innovation should be ‘taken into ac-
count when preparing regulations. :

Improving the Effectiveness of the Patent System (Chapter 6, page 51)
Several major reforms are necessary to make the patent system more efficient and
effective.

e \ioluntary arbitration to speed up the settiement of patent disputes,
® A single court of appeals for patent disputes to enhance umformlty in patent
lawe.

® A first-to-file patent systern to reduce the cost 6f acquiring and defending pat-
ents. - ' :

Directing Federal R&D Support Towards Basic Research (Chapter 7, page 58)

Increased public support for basic research in universities should be made. Fed-
eral involvement in applied research aimed at commercial application should only be
undertaken under extremely limited circumstances which might include applied re-
search to meet direct government needs (i.e., defense, space) and research to meet
natlonal prsorft:es {i.e., energy}.




