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interview with
Rimmer de Vries

THE NEED FOR
A POLICY TO
BUILD EXPORTS

From his post as vice-president and chief international econo-
mist for Morgan Guaranty Trust Co. and as editor of ity
monthly newsletter, World Financial Markets, Rimmer de
Vries was one of the first observers to connect the decling of
the U. 8. doliar to huge and centinuing oil imports. While the
Administration was ignoring the problem of the dollar f’or
months, de Vries was calling for major changes in our energy
policies. Now he believes that the U. 8. must go beyond energy
to build a national export poliey in order to revive oyr
international competitiveness. Until that happens, he warns,
dollar crises will recur with regularity.

As we onter 1978, what sre the major economic and financial
problems confronting the world and how well are we aolvmg
them? b

We have four big problems: the international payrqents
surplus of OpEC, the payments deficits of the less develnpogl
countries (L DCS) the U.S. deficit, and Japan’s surplus, On
OPEC, we are optimistic. The ol glut has brought ahent
btalelty in the oil price. A few months ago we were forese?mg
an OPEC surplus of $28 billion in 1978. Now we see a surplus of
$25 billion. In 1974 it was $65 billion, and last year it was $85-
billion. ;

On the LDCs, it is really amazing what the 10 or 15 top Lixs
have been doing in their growth, fighting inflation and
developing their exports. The fear of a worldwide breakdown
on LOC debt has certainly minimized.
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That le'wos really the problems of the U, 5. and Japan. [t's
snm;wh.xt paradoucal that it seems harder to make headwd.y
. hese p[!ohli;ms ;han w:th ()PH and the LDUS.

: qw well has !he u.s. tharﬂzod the da!lar through its repent
iggg}vennon? it

“The markets -are very t’ragtlcr Thel _ummg of the U.S.
ml,orventlon was’ probably pretty goo .'Wé had a goad depre-
c}@ﬂon of the dollan last fall: The st y the U. 8 came at a
nmg when the market needed darecuqn ' o

h'pw do the !orstgq gxohqnga markal‘s sge the dollar today
gt{ the U_ Ly m.l‘ervpnngn‘? .

cet is still bearish on the dollar because of the
baslos hiathiy“becatise of U.S. inflation, energy, and the
trade deflcat There are no pluges for the dollar yet. (;onﬁ~
denco remams very fragtle

Whal else shoqid tha v, s bo daing to help stabilize Me
dqﬂgk"a'
. bdat we can do ig work on conﬁdence It gets back to the
caqso& of the *U. 8, trade deficit. Even if we get 'an
energy pthy, it won't grase the balance-of-payments deficit.
thmg thi§ country can do is get a positive national

licy to mcrease ‘fxports. We have to-fight inflation as well,
We' need . to havg a compétitive product. We do not take
1nﬂqtlon serlously enough. We have to check the projected 7%:
rate of inflation in wholesale prices of manufacturers—in the
areis Where it really couhts for exports. In contrast, for Japan
p.nd Germ'my, ‘we are projecting only al% to 1%% inflatjon
1n wholesale pricesi - T

ng_ much further can rhq doﬂqr la!! berore rhera are major

geriy an& thay begm to pu{. ‘controls on thelr trade and
y 1f the mark goes up tn 50¢.“The other European
yiitries may dgvelop dutles to offset the changes In the
e;;p ngo nate :

*We need a nattqnal export
poligy to refurbish and
strengthen our industry.
We have to . . ,.go out
and sell tpe s,tu_f_f

Ara there any dpngars in relying aole!y an the foreign exchange
gypfem I'a remedy aﬂ of the world's ‘trade problems?

; a,lly wantito do it'all thrqugh the exchange sy atem,
haveto-have a much bigger deyaluation of the dollar than
have. saen It is. one ‘thing to-overdevalue the Icelandic
rong, but it's another thmg to oyﬁrd,__ i
Is tho hds y rencyl}af thertworld with hundreds of billions of
%5 qenommated in it. You are dealing with
e You can, upset the whole framework of
;ﬁnaﬁce ifs you ‘really overplay the dollar

ﬁl

Whaf eﬂecf would the oil producers’ denominating their oﬂ‘
,gglas_ in Special Drawing Rights (sors) instead of dollars have?
There are two aspects to this SDR question. One is simply
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pricing oil in SDRs or some other currency basket. I am legg
concerned about this because I think the oil cartel do 3
respond to market forces, especially with this glut. e

But if the OPEC nations say they want to get paid-in
currencies other than the dollar—which is very different ertTl
just pncmg—then that is tantamount to saying that they
want to increase the diversification of their assets. They want
to get away from dollar holdings even more so than thea; it
doing today.

1f they were to make this big step and demand paymep
other currencies, we would probably have another g
depreclatmn And that would tend to increase mﬂath
in the U. 8.

How muckh should the U. S. rely on depreciation of fha qal!ar m
solve ils balanco»al—plymenfa problem? :
Devaluation is basically a way of buying time. It is
final solution to a payments problem. The U. 8. is no df
from other countries like Britain, Mexico, or Turkey. It yuu
need to depreciate your currency because of inflation: op

There are no pluses
for the dollar yet.
Confidence
remains very fragile

structural factors like big oil imports, it has to be backed up
by other policies. Now the U. S. does not have any baﬂkup
policy to go with depreciation of the dollar.

So why doesn’tl the U. 8. have such a policy to mm!orqa !tgg
dollar?

We can't even agree on the reason why the dollar has’
depreciating. I am struck by the fact that whether you loqlnal%
speeches from the Treasury, the Federal Reserve, or the
Council of Economic Advisers, they always omit the competi+
tive aspect when talking about the weakness of the dollai
They attribute the weakness to energy imports or cyclma.l
pgrowth rates among nations, but never competltweness
one seems to think that there is any competitive problemigf
all. S

Would you say that the U. 8. has an export policy todey?., .- - -

If you look at U. S. government export policy, 1 thiftk we
have a negative policy on exports. We frequently d:scqurgge
exports. We sometimes discourage agricultural expm‘ts
because of domestic price pressures, we discourage milit
exports for political reasons, we discourage trade “with
Eastern Europe, and we have the problem of the Arab boyﬁgtt
legislation.

s SRR AR TESY

8 a;,t;tugie isa remnant of a time of thinking when the
dldnt ne,ed exgqrt markets: This must chapge. The

45 ‘bllllon to’ $50 bill
k new equr t matk

gzn you ghrﬁ_ P epedific pxam!gip af pqw the gamrqmgpf bas

ouraged aﬂ'porfaf" ;
ke Mexico. Mexico gomg tp hu,lld a plpeline to develop
'Natural gas, and. U S. Stegl got the contract for §1.5
hillion. But it dependéd, on Export:Imiport Bank ﬁnancmg
S'q' e senators didn't l]lce the’ price: of patural gas the Mexi-
j gwere askmg for and ghscouraF Ex-Im firignding; L?
Jost. the deal, and it'has comp gtely gone to the Germans
jis i tlmost other mdustmal

it policy ahou{ ha p 8. havqa

“‘We need a Trational export ollby {o rgfurbxsh and
‘strgngthenu pur industry. Throggh ﬂsgal poligy’: we- ghould
: ﬁtlmulatg 7e’search and developrp gvestmep; tax credlts
- st be

}mproved Our export
ngir laped ‘than ‘in. other
fom;gn countries. We have to d ‘ 'Lhmolo_gy:gnd g0

umand sell the stuff,

imports wlll be with'us
' these imports in a
E!t ing. pciélitwe way by
,rld, magkets

- off with the feelmg that the dollar would mpt
_'l;}}ern. ’We dldn t have to worry about it hecayge
] ea ‘were supposed to da:the job. It took six months

£ at thls was ot so. The payments prqblem is new.

: Ho hjgh.?g _J‘wl yen llkg{,y to rise in- l[m yeor ahead? .
g l(hmlﬁvﬁ/ﬁzﬁﬂ to 25 yen [tothe dollar] ig unreasonable
ls- o

PERCENT B
us, CERTIEICATES OF DEPOSIT | EURQM) ) i ‘
| TREASURY TN ANESE CANADIAN FRENCH  BRITISH  ITAUAN
BILLS | US. |EUROMARKET|SINGAPORE DEPOS 'YEN | DOLLAR , FRANC  POUND  LIRA
—— .- e . ) (A i N

_$POY| x xx o x . 5110 !.004141 9000 | 2047 | 19245 091156
THREE-MONTH| 643 | 6.93 | 7.18 7.18 7.19 5192 |.004179 | 8998 2009 . 19211 001134
SIC-MONTH| 673 | 7.28 | 7.50 7.50 7.63 | 5274 |.004215 | .9000 eaf 19183 001113

70 T80 | , :
ONE-YEAR| 6.83 | 7.75 | 7.85 7.85 781 | 4953 5407 |.004285 8998 = .1933 19140 .001071
BANK PRIME | X x x x x| 6.00% Ieso% l450% | 8.25% | 11.35% 7.50%  16.00%




Four by Five, inc.

Recent negotiations between nonprofit, “public
sector” institutions and commercial, “private sector”
firms concerning patent arrangements exemplify how
the patent system can serve the public interest.
Experiences of the Population Council and the Ford
Foundation in negotiating patent rights for
confraceptive developments under grants they made
are interesting precedents for further collaboration.

By Sheila Avrin McLean

N RECENT years the patent system in the United
-States has been the subject of frequent, critical
examination. T.L. Bowes's December, 1975, American
Bar Association Journal article, “Patents and the Pub-
lic Interest” (61 A.B.A.}. 1521), usefully summarizes
this controversy surrounding our patent system and
concludes that the system has served the public ins
terest by helping “this nation become a pre-eminent
developer of technology.” Some recent negotiations
between nonprofit, “public sector” institutions and
commercial, “private sector” firms concerning patent
arrangements provide an instructive new model of
how the patent system can serve the public interest by
catalyzing the further development of nonprofit-basqd
research and technology.
It is important to recognize that collaboration b&,z
tween the private and public sectors is increasingly

Autror's NoTe: This article is based on a report prepared for thﬁ
Reproductive Biology and Contraceptive Development pro;egt
under the direction of Roy 0. Greep, Laboratory of Human Repro:
duction and Reproductive Biology, Harvard School of Medicine,
which was sponsored by the Ford Foundation. The views ex-
pressed in this article are those of the author and do not represent
an official policy of the Ford Foundation,

‘ to ;ho development of products that are ulti-
] to the public. Carl Djerassi, a foynder of
new ‘a Stanford professor, forpefully
‘years, ago inScience that while many
and important stegs leading to
developments are qup hy rasearchers
nohproﬁt gr Eubhc soctprg pharmaqeutical
ivate, Sﬂctor fm’:qs—— glay an. md}sppns;M
] development afa any drug "'His obsewatlons
‘ ".,remforc:ad by #1974 report! iprepared’ for the
; Counml for Smanse and Technology,: whmh
i the obvious pomt that yniversities and non-
spltals do not engage in dirgct manufagture.
T s, lqdpstry must brmg umvormty ;nyentlo“;s to the

q;a-boration is g0 essa tia), conmderanon of
sments for bringing:the rIVate and' public
ther for their mutual bengfxt may be helpful
tg ‘law' 14 atyiging either sector. Sqme axpene) pes of
the i

: Ipyentions in the field of contra‘, eptive 5 lS_r‘ﬂBCh it
strate'the way in whlch patented tp 0logy
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*Patents and Collaboration

developed. Individual university-baséd researchers
may conceive of new ideas for fertility-regulating
drugs or deviges or combinations thereof. Through
their universities, they receive initial “seed” funding
from governmental or philanthropic agencies. But to
some extent the invention and to a greater extent the
necessary initial research are done at organized
laboratories by teams of professionals associated with
medical schools, research hospitals, or nonprofit re.
search institutions. The inventor-professor usually ig
required by employment arrangements to convey pats
ent rights to the employer-university, at least in part;
The work in the nonprofit sector typically does not
result in a product that can be distributed to the public;
Additional research and much of the necessary de-
velopment is done by specially trained teams at well-
equipped laboratories, frequently those maintained by
profit-oriented pharmaceutical firms. This is particu-
larly the case when development of the invention re-
quires the Food and Drug Administration’s approval,
necessitating extensive and costly clinical testing.

In these cases there is a potential for conflict between
the public and private sectors in the differing
philosophies underlying the funding of research by
public sector organizations, the availability of patent
protection for new inventions, and the further funding
provided by the pharmaceutical firm. The public sec-
tor donor proceeds on the premise that its reward for
helping to finance an invention will be public access to
the results of the supported research at minimum ex-
pense. The patent laws, on the other hand, are based on
the philosophy of encouraging the development of
new ideas by giving the inventor the right under a

patent for & limited period to profit from the.
invention——either by use of the patent or through roy-:

alty arrangements with others, Because an inventor
may choose to obtain patent protection in more than

-one country, it is possible to obtain virtually world-

wide patent rights for an invention, albeit for limited
periods of time.

‘Marketing Creates Interest in Royalties _
'Simply stated, if a patented invention is marketed,
several parties involved in its development—the uni-
versity or hospital where the original research was
conducted, the investigator (inventor) in whose name
the patent was prosecuted, and the pharmaceutical
firm where further research and development are car-
ried on—become interested in royalties under the pat-
ent and in the exclusive right to control the manufac-
ture and sale of the product. . :
The publicsector donor (for example, the Populatlon
Council, the United States Agency for International

Development, or the Ford Foundation) usually retains.

some form of license—usually a royalty-free, nonex-
clusive license to make, use, and sell the invention—but
it is usually impractical for these funding agencies to
consider exercising this license. Not being in the busi-
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fROYﬂltiBs' Capfae Fad Back into Rese

nags Qf manufa tu;ing and not typicallyinthe busmess

of istmbu;w §im s{_-qr ;:ie\nces tha¥ must dgve op
s nard tbé:r origingl’ purpose’ of Ppb-

it 1.DW c;m to the p@tented inventi fen

hown thgt in exehange for Rrgwq
lpd Qﬁ;qr Suppg Lfgr further peces*

Fq | Foundation h
ﬁl‘ mterestmg angi Hnovatiy _
f patents’. undgr, sﬁarch'grql}’(s At th-é staga
ant for research s made, t} ﬁgrantea titu,-
ally a univerﬂty) ‘and: the,'l-: ic
enter into a patent ggneemen; htl
qul under which the 1n$M‘ ,pon, q;’ s
_mspons;ble fqr htaming Bafqms op jnvenr
+may graht pnly ‘onexclusiy g lices
; _‘,gpvenuon resy ting from ! pgpqnsm’ "'ci
%; pgreement ‘reguires the, fnundatln_‘ 's 01‘
sent before the' 1nst1tut1gq* qpinve
;ccluswe hr,;anse of - t
1%%:1;‘{;;51&9(:1 in“further |
vmnvention usua

ion and council have
on- n"o t6“demand royalties in j'ftur
_¢“an ‘exclusive license, even Ehough-;
he gl pler to negotiate standard royaltgé. q
with'pharmaceutical firms. The donor ag gies Cuuki

then feed these royalties back into further reseatch. - -

T}xe Pﬂpulatlon Council, for one, has considered and

_egi thls approach on the ground that its objectivity
dyistrg 6 the use of contraceptives’ might he im-
I’;t Were uewad as havmg a flnanmal stake in

patl: the; take 'taps in their agreements with the
q‘q}pames toﬂgﬁurﬁ thaf the pubh;: sector will be

ip IZQWBERt{han that wbiqh the drug company would
‘the 1:5i"wate sactor (for examp]e. commercial
il toprivate phy51c1ans] The key issues form-
mg the basas of ‘these agreenients arg { a) definition of

_u}:ghc sedtor ) _p:’;i_cmg formulas, and (c)

7a§ national and voluntary fam-
_ TAMmS.- A pricing formula for the pub-
iiq ngtor fnr éXample, may take into account the cost

fthe productto the pharmaceutical firm but not give
;my prof!t to the firm from public sector purchasers '

Tha guaranty-of-supply provisions attempt to agsure

gemients

the piblic sector. “Public sector” -
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that public sector agencies that order the productat thg
special public sector price will have it supplied to
them,

The details vary with circumstances, such as the -

sums of money the various parties have contributed, or
will have to contribute, to research and development.
Negotiating these arrangements can be extremely
complex and time consuming, and the legal fees can be
substantial, There are at least four parties—the donor
agency, the hospital or university in which the inven-
tor works, the ihventor, and the drug company. The
interests of the various parties are not, of course, iden-
tical. The hospital and inventor usually work out roy;
alty arrangements at the same time the donor agencies
negotiate the special public sector pricing formula. But
if the parties approach the negotiations in good falth,
and with a sense of humor, their agreement can be §
workable model for collaboration between ph1lann
thropy and industry.

Justice Department Issues Position

The Justice Department has recently announced its
position on a patent licensing arrangement between a
nonprofit, public sector organization and several pri-
vate sector pharmaceutical firms. The public sector
concern is the Salk Institute for Biological Studies, a
publicly supported, nonprofit organization in Califor-
nia that performs biological research. Salk outlined tg
the Justice Department a proposed licensing arrange-
ment of patents for a drug (Somastostatin) intended to,
treat diabetes. Salk would grant world-wide, nonex- |
clusive patent licenses to five pharmaceutical firms -
and would also agree not to grant additional licenses

for a period of thrée years after the first sale of the drug, | 'B

At the end of three years Salk would again be free tg !

grant additional nonexclusive licenses. In return, the ; L
pharmaceutical firm licensees would pay the instituta =~ py,

royalties and would commit themselves to clinical
testing necessary to obtaining the Food and Drug Ad:
ministration’s approval to distribute the drug. :

In February, 1975, the Antitrust Division of the ]uq-
tice Department issued an unfavorable business review
letter with respect to these proposed arrangements. But
in December, 1975, the division reversed its earher
position. In the December letter, it found that temp”p-p
rary limitation of the number of licensees appearad
reasonable because Salk had been unable to ob
license agreements with qualified and interested firms
without such a limitation. In addition, the dnnsmn
found that the terms in Salk’s licensing agreement
were designed to minimize the anticompetitive cmlq
sequences of that limitation.

This discussion of patents has focused on pubhq

access to patented inventions initially funded by the ~ agk

public sector. It is important to remember that the life -
of patents is limited in the United States for seventeen
years. Indeed, some of the patents on contraceptives
invented in the late 1950s and early 1960s have expired
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