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---------------------------------------------------------------
THE lomITE HOUSE

TO THE CONGRESS OF THE UNITED STATES:

Industrial innovation -- the development and commercialization
of new products and processes -- is an essential element of a -
strong and growing American economy. It helps ensure economic
vitality, improved productivity, international competitiveness,
job creation, and a~ improved quality of life for every American.
Further, industrial innovation is necessary if we are to solve
some Of the Nation's most pressing problems -- reducing inflation,
providing new energy supplies and better conserving existing
supplies, ensuring adequate food for the world's population,
protecting the environment and our natural resources, and
improving health care.

Our Nation's hist"ory is filled with a rich tradition of
industrial innovation. America has been the world leader in
developing new products, new processes, and new technologies,
and iri ensuring their wide dissemination and use. We are still
the world's leader. Ilut _our prc)ducts are meeting growing
competition from abroad. Many of the world's leading industrial
countries are now attempting to develop a competitive advantage
through the use of industrial innovation. This is a challenge
we cannot afford to ignore any longer. To respond to this
challenge, we must develop our own policies for fostering
the Nation's competitive capability and entrepreneurial spirit
in the decades ahead. This Message represents an important
first step in that direction. -

lam today announcing measures which will help ensure our - L.

country's continued role as the world leader in industrial
innovaqon. These initiati ves address nine critical ar-eas:

o Enhancing the Transfer of Information

o Increasing Technical Knowledge

o Strengthening the Patent System

o Clarifying Anti-trust Policy

o Fostering the Development of Small Innovative Firms

o Opening Federal Procurement to Innovations
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Improving Our Regulatory System

Facilitating Labor/Management Adjustment to Technical
Change

Maintaining a Supportive Climate for Innovation.
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INITIATIVES

1. Enhancing the Transfer of Information. Often, the
information that underlies a technological advance is not
known to companies capable of commercially developing that
advance. I am therefore taking several actions to ease and
encourage the flow of technical knowledge and information. .
These actions include establishing the Center for the Utilization
of Federal Technology at the National Technical Information
Service to improve the transfer of knowledge from Federal .
laboratories; and, through the State and Commerce Departments,
increasing the availability of technical information developed
1n foreign countries. .

2. Increasing Technical Knowledge. We have already made
~ignificant efforts to assure an adequate investment in the
basic research that will underlie future technical advances.
This commitment is reflected in a 25 percent growth in funding
during the first two years of my Administration. I am taking
Some additional steps that will increase Federal support for
research and development:

~

,.

First, I will establish a program to cooperate with industry
in the advancement of generic technologies that underlie the
operations of several industrial sectors. This activity will
broaden the $50 million initiative I announced in May to further
research in automotive research. Second, in order to help
harness the scientific and technological strength of American
universities, I have directed a significant enhancement in
support of joint industry-university research proposals.
This program will be· modeled on a successful program at the
National Science Foundation, and I have set a target of $150
million in Federal support for it.

3. Strengthening the Patent System. Patents can prOVide
a vital incentive for innovation, but the patent process has
become expensive, time-consuming, and unreliable. Each year,
fewer patents are issued to Americans. At my direction, the
Patent and Trademark Office will undertake a major effort
to upgrade and modernize its processes, in order to restore
the incentive to patent -- and ultimately develop -- inventions.
I will also seek legislation to provide the Patent and Trademark
Office with greater authority to re-examine patents already
issued, thereby reducing the need for expensive, time-consuming
litigation over the validity of a patent~

For over thirty years the Federal agencies supporting
research and development in industry and universities have
had conflicting policies governing the disposition of pertinent
rights. resulting from that work. This.confusion has seriously ~

inhibited the use of those patents in industry. To remove
that confusion and encourage the use of those patents I will
support uniform government patent legislation. That legislation
will provide exclusive licenses to contractors in specific
fields of use that they agree t.o commercialize and will permit
the government to license firms in other fields. If the
license fails to commercialize the inventories, the govern-
ment will retain the right to recapture those rights. I will
also support the retention of patent ownership by small

-businesses and universities, the prime thrust of legislat[on
now in Congress, in recognition of their special place in
our society.
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4. Clarifying Anti-trust Policy. By spurring competition,
anti-trust policies can provide a stimulant to the development
or innovations. In some cases, however, such as in research,
industri al cooperat ion may hav,eclear social and economi c
benefits for the country. Unfortunately, our anti-trust laws
are often mistakenly viewed as preventing all cooperative
activity.

The Department of Justice, at my direction, will issue a
guide clearly explaining its position on collaboration among
firms in research, as part of a broader program of improved
communication with industry by the Justice Department and the

}Federal Trade Commission. This statement will provide the
;first uniform anti-trust guidance to industrial firms in the

area of cooperation in research.

5. Fostering the Development of Small Innovative Firms.
Small innovative firms have historically played an important
role in bringing new technologies into the marketplace. They
are also an important source of new jobs. Although many of
the initiatives in this Message will encourage such companies,
I will also implement several initiatives focused particularly
on small firms. '

First, I propose the enhancement by $10 million of the
Small Business Innovation Research Program of the National
Science Foundation.' 'This program supports creative, high­
risk, potentially high-reward research performed by small
business. Further, the National Science Foundation will assist
other agencies in implementing similar programs, with total
Federal support eventually reaching $150 million per year.

Second, in order to experiment with ways to ease the
ability of small firms to obtain start-up capital, I will
help establish two Corporations For Innovation Development
to provide equity funding for firms that will develop and
market promising high-risk innovations. These not-for-profit
firms will be established with State or regional capital and
the Federal government will provide each with matching loan
funds up to $4 million. '

~6. Opening Federal Procurement to Innova~ions. ,The
Federal government is the Nation's largest single purchaser
of goods and services. Through its purchases, the Federal

, g~vernment can influence the rate at which innovative products
enter the market.

For that reason, I am dir'ecting the Offi ce of Federal'
Procurement Policy tointr6duce procurement policies and regula­
,tions that will remove barriers now inhibiting the government
from purchasing innovative products. Special attention will
be given to substituting performance for design specifications
and, wherever feasible, selection will be on the basis of
costs over the life of the item, rather than merely the initial
purchase price.

7. Improving our Regulatory Ststem. During my Adminis­
tration, I have already taken anum er of actions to help
assure that regulation does not adversely affect innovation.
Working with the Congress, I ha~e moved successfully toward
~eregulation of airlines and other industries, and! expect
the pressure of competition to trigger innovative new ways
to cut costs and improve, service. In environmental, health
and safety regulation, I have emphasized the use of cost-impact
analysis, where appropriate, to take account of the burdens
on industry in the regulatory process. To provide better
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C0G~~!nBtion between the r~gulatory agencies, I have created
th~ R~g~latcry Council, composed of the heads of 35 regulatory
agencies. This Gouncil is working to reduce inconsistencies
and duplications among regulations, to eliminate needless
rule-making delays, to reduce paperwork, and to minimize the
cost cf compliance.
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I am today proposing additional steps to improve our
refculatory sy~tem. First, the Administrator of EPA will
intensify his efforts, wherever possible, to use performance
~tandards in regulations, specifying only the required goal,
rather than the means of achieving it. Second, all Executive

,Braner. environmental, health and safety regulatory agencies
',will prepare a five-year forecast of their priorities and
concerns. This information will give industry the time to
develop compliance technology. Third, all administrators
of Federal executive agencies responsible for clearance 'of
ne,.' [-,r"Jducts will be directed to develop and implement an
expedited process for projects having a strong innovative
impact or exceptional social benefit, and to do so without
jeopardizing the quality of the review process.

8; Facilitating Labor and Management Adjustment to
Technical Change. Although innovation can increase the number
of workers employed within an industry over the long term,
or cv~rl create an entire new industry, individual innovations
may occasionally cause workers to be displaced.

In order to assure adequate time for workers and management
to ~~j'J3~ to changes caused by innovations, I am directing
the Sqcretaries of Labor and Commerce to work jointly with
l~bo" arid management to develop a Labor/Technology Forecasting
SYDt:~·. The System would develop advance warning of industrial
~~~n~:~~ and permit timely adjustments.

~;. Maintaining a Supportive Federal Climate. The initiatives
announced in this Message are only the first steps in our
efforts to ensure American technological strength. We must
also d~velop and maintain a climate conducive to industrial
inno'~tion. The Federal government must take the lead in
crepting that climate. And the Federal government's efforts
~ust be continuing oneS. I am committed to these goals.

I am charging the National Productivity Council with
the oontinuing tasks of monitoring innovation,developing
policies to encourage innovation and assisting the Departments
and Bgencies in implementing the policies announced today.
I am also establishing a Presidential award for technological
innov~tion to make clear to this Nation's inventors and entre­
pren€u~s that we place the highest national value on their
c0!1tr:·bi.~'ti()ns•

S~ch of the initiative~ I have just proposed supports
an important component in the innovation process. In combina­
tion, these initiatives should make a major difference in
our Nation's ability to develop and pursue industrial innovation.
However; these incentives will not by themselves solve our
current difficulties in encouraging needed innovation. In
our economic system, industrial innovation is primarily the
responsibility of the private sector. The manager of the
firm must decide whether to develop and market innovative
new products or whether to find and employ new ways of making
existing products. Although the Federal government can establish
a climate that encourages innovative activity, it is the private
sector that finally determines whether innovation will take
pl~c0.

more
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In addition, the ~teph outlined in this Message must
be viewed in the context of OUI' current severe inflation problem.
With costs rising at an abnormally high rate, managers naturally
have a disincentive to spend the sums needed for adequate
industrial inriovation. I understand and fully appreciate
that changing certain of our tax laws could provide additional
incentives for investment in innovation. Indeed, my approval
of adjustments in the capital gains tax in the Revenue Act
of 1978 has alleviated some shortages of venture capital.
Many of the suggested alterations of our tax system are inter­
twined with other economic challenges -- such as fighting
inflation. While it mi ght be possi ble to make changes in
the tax code that would promote innovation, these changes

Ishould not be viewed in isolation from other aspects of our
economy. I will therefore evaluate tax laws affecting industrial
innovation at the time that I consider my fiscal policies
for Fiscal Year 1981.

CONCLUSION

InnoVation is a subtle and intricate process, covering
that range of events from the inspiration of the inventor
to the marketing strategy of the eventual producer. Although
there are many places in the chain from invention to sale
where we have found. modification of Federal policy to be
appropriate, there is no one place where the Federal government
can "take action and thereby ensure that industrial innovation
will be increased. We have therefore chosen a range of·
initiatives, each of which we believe to be helpful. In
aggregate, we expect them to have a significant impact.None­
theless, they represent only an early skirmish in what must
be a continuing battle to maintain the technological strength
of the American economy. I pledge myself to this task and
ask the Congress to join me in meeting our common challenge.

JIMMY CARTER

THE WHITE HOUSE,

October 31, 1979.
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--------------------------,---------------------------------------
'IRE WHITE HOUSE

FACT SHEET

THE PRESIDENT'S INDUSTRIAL INNOVATION INITIATIVES

BACKGROUHD

The President initiated a "Domestic Policy Review" in April
1978 to identify appropriate government actions in connection
with innovation. The President asked the Secretary of Commerce
to lead the Review. The charge given the Commerce Department
was: "What abtions should the Federal government take to
encourage industrial innovation?" During the course of the
Review members of the Administration consulted with hundreds
of groups and individuals from industry, labor, academia,
~nd public interest organizations. Suggestions embodied in
task force reports were rendered by 150 of these people.
Their recommendations have been reviewed and analyzed by the
President. In essence, recommendations ultimately selected
hy the President are designed either to develop a missing
resource or influence decisionmakers in the direction of innovatiol

Other industrial countries, recognizing the importance of
innovation, are extending their competitive advantage through
l~dustrial policies, programs, and institutional structures'
aimed at selected technologies. To respond to this challenge
to our economy and the competitive position of U.S. ' industry,
the review developed poliCy options intended to foster the
Nation's competitive capability and entrepreneurial spirit
for the decades ahead.

The initiatives announced today are considered by the President'
as first steps in meeting the Nation's commitment to innovation
and the continuing challenge to maintain the technological
strength of the American economy.

T~ePresident~s actions provide a signal to the private sector
th~t innov,tion is valued and that it is Federal policy to
preserve and promote it in the years ahead. The Administration
hopes this will improve the rate of innovation and will establish,
over time, a climate in which it will flourish.

There nrc nine areas where the President has made specific
decisions regarding innovation:

Enhancing the Transfer of Technical Information

Increasing Technical Information

Improving the Patent System

Clarifying Anti-trust Policy

Fostering the D€,velopment of Smaller Innovati ve
Firms

Improving Federal Procurement

more
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Improving Our" Regulatory System

Facilitating Labor/Management Adjustment to Innovation
..
Mai ntairiing a Supporti ve Atti tude tOl~ard Innovation

ENHANCING THE TRANSFER OF INFORMAtION

Scientific and technical inforcation is created largely by
universities, government laboratories, industrial laboratories
and by similar activities abroad. It becomes the knowledge
needed in industrial innovation when it is relevant to industrv's
problems or opportunities and when it is effectivelytransferr~d
to the industry user. New actions deal with improving the
transfer of existing, potentially relevant information; and
improving the rate at which we create such information. To
facilitate the transfer of existing information, the President
is taking action in two areas.

1. The NTIS Center for Utilizing Federal Technologx

The Federal government annually undertakes approximately $10
billion of R&D at Federal laboratories and Federally-funded
R&D Centers. The National Technical Information Service (NTIS)
provides a channel of communication with industry concerning
these research results. It has a hroad understanding of industry
needs, and Federal laboratory activity. It is in position
to help inform industries of technological opportunities of
which they might otherwise be uninformed.

The President has decided to enhance the NTIS program··
by creation of a Center in NTIS with the mission
of improving the flow of knowledge from Federal
laboratories and R&D Centers to industries outside
the mission agencies' purview. The FY 1981 cost
of the program ~rill be $1.2 million and subsequent
year costs will not exceed $2 million per year.

2. Foreign Technology Utilization

Foreign technological and scientific advances are. an untapped
source of technological information for American innovation.
An inadequate ability exists within the Federal government
and within industries to gather, analyze, organize, and dis­
seminate information regarding foreign research and development
activities that bear on the competitiveness of U.S. industry~

Other countries gather such information on the U.S.

,

'0

o

The President has decided to have the NTIS include
extensive foreign technical literature collection
and translation in its present activities. This
move will make relevant foreign literature" available
to industry. The first year program cost will be
$1.8 million.

The President intends to have the Departments of
State and Commerce interview volunteer returning
U.S. overseas visitors about observed foreign techno­
logical developments, collect reports from our science
counselors, and collect photographs, and other unpub­
lished information. This information will be merged
with the NTIS data base on foreign technical literature
to make it widely and easily available to industry.
The 1981 cost of this program will be $2.4 million •.

more
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INCREASING TECHNICAL KNOWLEDGE
~

The Federal government supp6rts a broad range of R&D activities
from basic through applied research, development and demonstration
in areas bf interest to industry. Most of this work is to
meet some specific social oi national need, as in the case
of future development or defense, or to provide a foundation
for future advance, as in the case of basic research. Unlike
many foreign countries the U.S. does not make major direct
governmental investments in the development of technologies.
The President will take actions in three areas aimed at enhancing
the technical knowledge base in the United States.

1. Generic Technology Centers

The President believes there is a Federal role in the development
of generic technologies -- that is, technologies that underlie
industrial sectors. Examples include welding and joining,
robotics (automated assembly), corrosion prevention and control,
non-destructive testing and performance monitoring and tribology
(science of lubricants). Because the benefit from advances
in generic technology to anyone firm (or even one industrial
sector) may be small, there is less investment in the development
of generic technologies than would be justified by the benefits·
that flow from these activities.

o The President has decided to establish non-profit
cente~s -- at universities or other private sector
sites -- to develop and transfer generic technologies.
Each of the centers will be targeted on a technology
that is involved in the processes of several industrial
sectors,and has the potential for significant tech­
nological upgrading. It would not supplant efforts
in the private sector that are designed for specific
product development.

Each center will be jointly financed by industry
and government, with the government's share
dropping to 20 percent or less of the center's
cost in the fifth year.

Four centers will be established in FY 81 at
a cost of $6-8 million. Three will be
sponsored by the Department of Commerce and
one by the National Science Foundation.

In future years, the size of the program will ,
depend on the proposals received, and the experiencE
gained from this initial effort.

2. Regulatory Technology Development

One major cause of the modification of industrial processes
in recent years has been the obligation to assure compliance
with environmental, health or safety regulation. Innovation
is important in making these changes so that the new processes
meet regulatory objectives at the least cost. Federal investment
in the development of compliance technology already is substantia
There are very large Federal expenditures on technologies
for the clean burning of coal or to improve the safety of
mines. But there are instances in which the affected sector
is unable to perform the work or to assure speedier compliance
than the market can provide.

more
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o The President will ask the Office of Management
and Budget, in the course of its crosscut of regulatory
activities in developing the FY 81 budget, to examine
closely the nature and extent of expenditures on
compliance' technology and to bolster the Federal
effort.
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3. Improved Industry-University Cooperation in R&D

The scientific and technological strength of American universitie[
has not been harnessed effectively in promoting industrial'
technological advance. In order to achieve this end, in FY 1978
the NSF established a program for the support of high quality
R&D projects that are proposed jointly by industry-university
research teams.

o The President has decided to provide $20 million
of new funds at NSF in FY 1981 for this purpose
with subsequent year support at a similar level.

a In addition, the President plans to extend the NSF
program to other agencies. NSF will work with DOD,
DOE, EPA, and NASA in FY 1980 and with other agencies
in subsequent years to initiate such university­
industry cooperative R&D programs and to establish
quality-control procedures as effective as the NSF
peer review system. Each agency will formulate
plans for building its support for this program
with the objective of reaching an aggregate of
$150 million.

STRENGTHENING THE FATENT SYSTEM

Patents serve several important functions in the innovation
process. First, they provide an inventor with an incentive
a monopoly limited in time. Second, the exclusive rights
provided by a patent can stimulate a firm to make the often
risky investment that is required to bring an invention to
market. Finally, a petent provides an important method for
disclosure of information about inventions and their uses
to the public.

1. Uniform Government Patent Policy

The Policy Review identified strong arguments that the public
should have an unrec-tricted right to use patents arising from
Federel sponsorship. These patents were derived from public
fU~3s and all the public have an equitable claim to the fruits
of their tax dollars. Moreover, exclusive rights establish
a mGno~oly -- a~beit one limited in time -- and this is an
outcOrle no". fa voced in our economy.

Sev~ral competing considerations, however, urge that exclusive
rights to such ~,<:.tents should be available. First, government
ovlnership wi th the offer of unrestricted public use has resulte.d
in almost no commercial application of Federal inventions.
Without exclusive rights, investors are unwilling to take
the risk of developing a Federal invention and creating a
market for it. Thus, ironically, free public right to use
patents results, in practical terms, in a denial of the oppor­
tunity to use the invention. Second, many contractors, par­
ticularly those with strong background and experience with
patents, are unwilling to undertake work leading to freely
available patents because this would cOmpromise their proprietary
position. Thus, some of the most capable performers will
not undertake the government work for which they are best
suited.. .

more
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As a result of the strength of these considerations, most
agencies have the authority in some circumstances to provide
exclusive rights. But because of the difficulty of balancing
the competing considerations, this issue has been unsettled
for over 30 years and the various agencies operate under different
and contradictory statutory guidance. The uncertainty and
lack of uniformity in policy has itself had a negative effect
on the commercialization of technologies developed with Federal
support. As a result, there is an active interest in the
Congress and among the agencies to~stablish a clear and con­
sistent policy.

The President considered a range ofl options, from always vesting
title in the contractor, to maintai~ing the status quo. In
arriving at his decision, the Presipent considered the following
factors: .

Uniformity. The agen~ies are currently governed
either by an array of! different statutes or,
in the absence of sta~ute, by Presidential guidance.
Indeed, some agencies! have different statutory
guidance on patents g~verning different programs.
In light of this, the~e is substantial confusion
among contractors whd perform R&D for several
agencies or programs.!

Impact on Innovation.' Exclusive rights to a.
patent may be necessa~y to ensure that a firm
wIll make the often ~isky investment that is
required to bring an !invention into production
and to develop a markiet for it. Exclusive rights
provide protection f~om other firms that might
skim the profit from !the market by copying the
invention after the riisk and cost of introduction
are reduced by the fi~st firm's efforts.

Administrative Burden'. Any policy that requires
an agency to make dediiions imposes some administra­
tive costs.

Uncertainty. A clea~ and easy-to-apply rule
is preferable to an ambiguous rule for the guid­
ance it offers to bo~h industry and government
officials.

·i

;,

o

Contractor Participatiionin Government Programs.
Firms with strong prqprietary positions are
unwilling to accept government contracts that
would result in free~y available patents.

Competition. Exclus~ve rights foreclose competition
in the marketing of ~he invention covered by
the patent and serve; in some cases, to enhance
the recipient's mark~t power. .

,

The President has decide~ to seek legislation that
would establish a uniform government policy with
exclusive licenses in the field of use. Title to
the patent will be retairyed by the Government, but
the contractor will obtain exclusive licenses in
fields of use that he ch~oses to specify and in
which he agrees to comme~cialize the invention.
There will be an excepti~n where the agency determines
that such ~ license would be inconsistent with either
the agency mission or the public interest. In most
cases, the allocation woilild be after the invention
has been identified, rat.er than at the time of
contracting. The Govern~ent would license in all
fields of use other than! those claimed by the contractor
The Government would retiin march-in rights that
can be exercised in the ~vent the licensee does
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o The President also supports the retention of patent
ownership by small businesses and universities,

. the prime thrust of legislation now in the Congress,
'in recognition of their special place in our society.

2. Other Reforms

The achievement of the objectives of the patent system depends
in large part on the strength of protection a patent provides.
Today a U.S. patent has less than a 50 percent chance of surviving
a court challenge. Uncertainty as to the validity and continued
reliability of a U.S. patent creates the threat of lengthy
and expensive litigation with an uncertain outcome.

o To improve the presumptive validity of an issued
patent, and to reduce the cost and frequency of
defending it in court, the President is proposing
several significant steps. First, the quality of
issued patents will be significantly upgraded by
major improvement of the Patent and Trademark Office's
filing and classification system. Second, he is
urging the Congress again to establish a single
court to deal with patent appeals. This court would
establish nationwide uniformity in patent law, make
litigation results more predictable, and eliminate
the expensive and time-consuming forum shopping
that characterizes patent litigation. Finally,
to minimize the cost and uncertainty of litigation
patent validity in the courts, the President will .

'submit legislation to provide for voluntary reexamina­
tion of issued patents by the Patent and Trademark
Office at the request of any person o~ the court.

o One of the world's greatest stores of technical
information is in the Patent and Trademark Office
files, which include more thari four million U.S.
Patents. However, the current state of access to
the information in these files renders their
techni cal content inaccessi ble to anyone bu.t patent
examiners. The President is asking the Patent and
Trademark Office to undertake efforts to provide

. greater ease of public access and use to these
files. These reforms will be undertaken without
an increase of public expenditures by adjusting
the fee schedule of the patent office so that those
who benefit will pay for the serVices they receive.
Legislation supporting these reforms will be submit~ed

to the Congress ..

The Administrator of the Small Business Administration
will establish an Office of Small Business Patent
Counsel to assist inventors in the transition from
invention to small business by providing the ancillary
business that attorneys rarely provide. To encourage
the development of technologically-based minority
businesses, a simila~ office will be established
in the Office of Minority Business Enterprise and
its activities will be coordinated with the SBA.
All costs will be met by reprogramming.

CLARIFYING ANTI-TRUST POLICY

Anti-trust laws playa specific role in promoting innovation.
Vigorous enforcement of anti-trust laws spurs competition--
and the pressure of ~ompetition is a stimulant to the development
of innovations that provide a competitive edge. However,
anti-trust laws are often and mistakenly understood to prevent
cooperative ~ctivity, even in circumstances where it would
foster innovation without harming competition.
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o InduEtrv underiovests in longe~-terw basic research,
, l;J.rgely he::.:;:l;:';'" thl': p:;ly-back is difficult to achieve.

In lon~;-tf:t'-r1 r-;sear-ch particularly, the President
believp.s SOffi~ ~ndustry co~pp.ra~ion is desirable.
This pre~i8(: ].~~ to th~ cooperative automotive
~eze€i'ch p~c·£ra~. a~nouncAd bv the Pr9~!dent and
autf} :nnllscr:: ~j:'fH:t1~ivcs f\:llowing their meeting
~~ ~~~Vh~J·~ ~~u""'~ "n M -. lq?9o;;.lo ·.I! '.~.:. ' : ~ ·.' ~r I ·c

The Presi~~nt i~ takin~ twc ~ctia?lS thatw!ll clarify anti­
tru~t p~licy ~n:i sh~ulrl SPli~ greater r£3e2r~h activity by
inctust~y:
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The President". i~. a~:k1n[ t-.hG Dcp2.,.. tmentof Justice
to pre~are ~ gill~c to cl~rify its position on
collnbQr3tin~ nmong firms in research and
0'0' e' .... -,. r:-. .. .;.. ....!J '_\"i.:1~:.rJ ""

~~~ p~~S4~"llL l·~ -~(juo~Ll·-~- ~L\\. ALLo~noy Ganeral- ~.LU,·# .~ ..... ,L\J ... L. .... .... '" J ....--.~. ;"'" ""I # ;,.·t·. l_.... 1... . ,

the Cha!r~aq of t~~ ?ede~;l Trade C0mmi~sion, and
the Secreta~y or Cowma~ce to i~iti~te discussions
with indlwl:.~;'y about innc. v:;.tion , c:nti-trust. policy
fori'!lulat i. on , ar.~: cnfOrCE.m8rlt.. T:lf: purpose is to
dispel th~~ \··:pc(~pti('ln t~18.t at"t.i-·t1'"ustpoli~y inhibits
in!10vat.lon :1nd t() 5.mprc l /8 ~o!jl~unicatj(jn b~tween

l'nd\l~LT''' +"" T·_ •• L' c" D~"a~+n'I"l'L -_.:\ the F~a'eral.a oJl__ ... , ..,Il';, 1I1.J.>l,~.~... t.., .... & v ~.!Lo C.ll\. # 'l-:::;

Trade Cowwinsion.
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FO.STERING THE DtVEL~Pr'iI::;\''i' .OF S~·i~~L I~rN.OV5.TIV~ FIRMS

Small, high-te~~nolog~· fi~'res p~ovi~s the majority of the new
inr.ovations In 01..,;- ;:c~nc",y. The major problems facing
antrepreneurs in nR~ firms h~ve b~en identified as: start-up
capital, second-round fin2ncins: Rnd early management assistance.
The n~w capital gaj.ns structure hRS l~osened the flow. of second­
round ventur9 capl tal f:-om pri vate s~ctor SOilI"Ces ..

In addition to other Bctlons that generally will benefit smaller
R&D firms, the Pre3id~Dt is takingfolip specific -steps to
foster innovation in small. high-techrloloBJ firms:

1. Natlonal~cienca Fou~daticn Small Business Innovation
. Res~arch Program -

The National Science FOlmdation Small Business Innovation
nes~2rch PrograQ provides funding to small companies to permit
develop~8nt of a ~ell~ure analysis fo~ ne~ projects and demonstrat·
technolr-gi c::;.:;' f "asi b.; ii t;i. The progr-am has opera.ted for two year:
at $2.5 million. It is applauded by both the small and big
business communities. It hos resulted in projects for which
follow-on private-sector funding has been pledged •

o The President has decided to expand the NSF program
thro~gh ~n increase in FY 1981 of $10 million.
In 3ddition, the President is directing the NSF
to ~ork ~ith othF.r agencies to determine whether
similar DrD~r2ms sho~ld be p.stablished. The Office
of MBnag~me;t and Budget will coordinate development
of plans and Roals for the expansion of these progr?ms,
.Iorki ng tm-'arrj a goal of approximately $150 million
annual ·funding.

more
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·2. Corporations fOl' In!'10".!~tion Development

States or multi-state regions can join in the Federal government's
efforts to spur innovation by es·'ablishing State or regional
"Corporations fot Innovation Developmsnt;; (CID' s). The goal
is to help alleviate some of the difficulty an entrepreneur
confronts in obtaining start~up capital.· These CID's would
be modeled partly after the successful National Research and
Development Corporation in Great Britain and existing state
corporations, such as the Connecticut Product Development
Corporation. Their functions would include:

Direct eq'li ty funding· for the start-up of
firms wishing to develop and bring to market
a pro:;]ising, but high-risk; innovation.

Guidance to potential applicants to the
National Science Foundaticn Small Business

. Pr-ograr:::, including ser'ving as the second-round
guarantor in approprIate cases.

Early management assistance to firms that are
funded.

When otherwise qualified, acting as the
recipient of Economic Development Assistance
funds for the State or region.

o To lead th~ way for 2tat~s or regions to establish
eID's, the Federal government (through the Department
of Commerce) will sllpport two regional CID's in
FY 1981. To provide breadth, one of these CID's
will be in an industrial region, and the othe~ in
a less industrialized State or region. The Federal
support will be in the form of loans of $4 million ­
per center, or. the condition th~t the region provide
matching funds.

3. Federal Su~port for S~~ll R&D Bu~inesses

Funding for ne~ R&D i~ a problem for small ·firms. The small
business community correctly believes that given their number,
and the significance of their role in ths innovation process,
they receive a disproportionately 10i? percentage pf Federal
R&D dollars. To deal with this, the President is directing
each agency that contracts for R&D services to:

o Develop policie~; ensuring that small businesses·
are not unfairly excluded from competition for contract!

o Publici3B, thrcu~h the SRA and the State or regional
CID's, opp~rtunities for bidding that are especially
e~propriate to small businesses. '

o Report the!r progress toward increasing small business
participation annually to OMB.

4. General Venture Cap~tal Availability

A~ the number of new start-ups increases, the demand for
second-round financing will increase. While the capital gains
tax changes have increased the flow from taxable private sector
investors, the floK will be fu~ther encouraged by the following
actions the~resident is taking:

more
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o The President is directip~ the Administrator of
, the Small Business Administration (SBA) to change
Part l21.302(a) of the SBA regulations to permit

,Small Business Investment Companies (SBIC's) and
private sector venture capital firms to Co-invest

, in a small firm. The changes are subject to
restrictions. There must be an identifiable
independent entrepreneur in control of the firm.
And there must not be a provision for acquisition
by the private sector firm as part of its financing.

o The Administration already tas changed the Employment
Retirement Income Security Act (ERISA) regulations
to make it permissible for fund managers to invest
in small, innovative businesses. In addition, the
Pr~sident will request the Administrators of ERISA
and theSBA to establish an interagency committee
to examine what regulatory changes or other means
are needed to stimulate investment in small and
medium-endowment funds. This will foster further
availability of venture capital.

OPENING FEDERAL PROCUREMENT TO INNOVATIONS

New technology plays a critical rol~in promoting innovation.
In a free enterprise system, however, marketplace incentives
are the crucial 'moti vators. This fClct bestows a special
responsibility on the Federal government, because it is the
Nation's largest single pOl"chaser of goods and services.

In the past, the Department of Defense and the National
Aeronautics and,SpaceAdministration have shown convincingly
the impact that Fedel'al purchasing power can have as a market­
place stimulus. A pilot program at the Pepartment of Commerce
known as the Experimental Technolagy Incentives Program --
has demonstrated tint the government can use its purchasing
power to spur innovation in areas other than major systems
development and high technology. The Pl'esident will take
actions intended to extend this experience to all Federal
purchasing. '

o The President is directin~ the Administrator for
Federal Procurement Policy in the Office of Management
and Budget to introduce r~forms in Federal procurement
practices by establishing uniform procurement policies
and regulations so as to remove barriers that inhibit
the goverr,~ent from realizing benefits of industrial
innov~tion. Special attention is to be given to
the ~Qst innovative small and minority businesses.

I;~adl of executive agen~ies and establishments
1);~, beifle asked to designate senior officials
to expedite implementation of new reforms.

Special attention is to be given to substituting
performance specifications in place of design'
specifications, and, ~herever feasible, selection
will be on the basis of costs over the life
of the item, rather than merely the initial
purchase price.

o The President is asking the Administrator, General
Services Administration, to expand the New Item
Introducto'ry Schedule to publ i ci ze, wi thi n the Federal
government, the existence of new items. To accomplish'
this, GSA will take steps to inform the business
comm'uni ty -- par>ticularly small businesses -- of
the New Item IntroduotoryScheduleand of its
benefits.

more
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IMPROVING OUR REGULATORY SYSTE~
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Government regulations often influence industrial innovation,
stimulating it in some cases and discouraging it in others.
For example, sqme regulations provide incentives for inventing
totally new processes to meet regulatory requirements. Other
regulations can cause industry decisionmakers to divert
resources from exploratory R&D into defensive research aimed
only at ensuring corepliance with government regulations.

The Carter Administration has a record of being sensitive
to the need for a balanced approach to regulations, independently
of the Domestic Policy Review on innovation. Previous actions
the President already has taken that will have a favorable
impact on industrial innovation include:

Deregulation of airlines and other industries.
The President expects the pressure of competition
to trigger innovative new ways to cut costs
and impro~e service.

In-environmental. health and safety regulation,
the Administration is emphasizing cost-impact
analysis to take account of regulatory burdens
on industry. The President has formed the
Regulatory Analysis Review Group and sent to
Congress last spring the Regulatory Reform Act
to make- regulations more efficient and effective.

Last month, OMB reported substantial progress
in the implementation of Executive Order 12044,
which sets goals for improving Federal regulatory
practices.

The President created the Regulatory Council
to p,ovide better coordination between the
regulatory agencies. The Council is made up
of the heads of 35 regulatory agencies. The
Council is working to reduce inconsistencies
and duplications between regulations, eliminate
delays, reduce pap~rwork and generally keep
the cost of compliance down. The Council
publishes the Calendar of Federal Regulations _
which contains information about major regulations
under development. This is intended to reduce
unc~rtainty about future regulations. All of
these reforms show the Administration's continuing
efforts to offset negative effects of regulation
on societal objectives.

In addi~ion to th29~ actions already taken, the President
is announcing tod2v se~cral decisions specifically in connection
wi th impro \'ed i nnova t i O!i:

'~

.,:,

'-J

I) The Administrator of EPt will review the agency's
programs to determine what furth~r opportunities
exist to substitute performance standards for design­
or specification standards within statutory authoriti.
Specification standards should only be used when
they are clearly justified. Regulatory agencies
will also be encouraged to explore the possibility
of providing dual criteria for either performance
and specification standards, thereby allowing
individual firms to choose the mode best suited
for them.

more _
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o In conjunction with their semiannual regulatory
agenda, executive health, safety, and environmental
regulatory agencies will prepare five-year forecasts
of their priorities and concerns. Better knowledge
of agency plans will allow industry to plan its
research and development.

o The EPA Administrator will develop and publicize
a clear implementation policy and set of criteria
for the award of "innovation waivers." He will
assess the need for further statutory authority.

Federal executive agencies responsiblci for reviewing
the safety and efficacy of products will develop
and implement a system of priorities. Under these
systems, the agencies will identify those products
that are most innovative and/or have exceptional
social benefits, and expedite their clearance reviews
to the extent pprmitted by nppli~;lhle statutes.
These systems will affect the speed, but not the
quality, of the agenel's review.

o To expedite the introduction of new drugs marketed
in foreign countries and to expedite the U.S. drug
review process, the President is asking the Administrator
of the Food and Drug Administration to take steps to
assure that our drue clearance process benefits
from the foreign experience.

FACILITATING LABOR/MANAGEMENT ADJUSTMENT TO TECHNICAL CHANGE

Labor plays an important role in industrial innovation.
Perceptions by investors of labor attitudes toward innovation
influence the investors' willingness to move ahead. Labor,·
on the other hand, recognizes the importance of innovation
and technological change, realizing that innovations that
improve productivity commonly Increase the number of workers
employed within an industry over the long term. Labor also
understands that entirely new Industries have been created
through innovation. Nevertheless, indivirtual innovations
often are perceived as a threat to labor because shifting
skill mixes result.

The key to successful ~djdstment is warning time. Thus, a
labor-technology forecasting system, supported cooperatively
by labor and management, could be very valuable. Its purpose
would be to attempt to forecast technolor,ical change within
specific industries and to assess the implications for labor
of such change. These forecasts and assessments could provide
the basis for retraining and other adjustment activities by
industry and labor. Labor has been advocating this approa~h

for twenty years. It is long overdue. Therefore:

o The President is directing the Secretary of Labor
and the Secretary of Commerce to work jointly with
labor and management to develop a national Labor/
Technology Forecasting System. The President is
requesting that they implement thi~ new system in
the context of ongoing labor-management activities,
in conjunction with agencies responsible for adjust­
ment assistance, and in cooperation with labor/
management teams.
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MAINTAINING! SUPPORTIVE CLIMATE FOR INNOVATION

The results of the Domestic Policy Review stressed the importance
of a favorable climate in the U.S. receptive to new innovation

. and of perceived public attitu~es toward innovation. Accordingly,
the President plans three actions aimed at making a clear
public. commitment to ensure that innovation in this country
thrives in the future.

o Recognizing that future enhancements in industrial
innovation lie primarily in the management/engineering
area, the President is asking the Commerce Department
and the National Science Foundatio~ to host a National

. Conference for Deans of Business and Engineering
Schools to stimulate improved curriculum development
in technology management and entrepreneurship.

o The President is establishing an award for technological
innovation. The existence of this award will provide
explicit encouragement to U.S. industry, symbolizing
a national commitment to innovation. The awards
will consist of a Presidential plaque given to companies
in six areas: .transportation, c0!flmunication, health,
agriculture and food, n.tural resources (including
energy).· The selection criteria will include both
technical excellence and commercial impact. The
Department of Commer'ce will be res pons i bl e for
presentiri~ the President with a list of nominees
each year. The awards will be presented annually
by the Fresident's Science and Technology Advisor.

o The President is asking the Productivity Councii
to form a committee charged with monitoring innovation,
developing policies to encourage it, assisting the .
agencies in implementing these policies, and pursuing
the removal of legislative or administrative .barriers
to the innovaticn pl'ocess.
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