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;fIn the last decade the U..S. economy hdb been badly damaged

fby the 1qcreasing cost of imported energy, the decllne of avallable :

'ﬁdomestic natural resources and the competltlon from 1mported goods RS

Jmanufactured with low cost labor, increased product1v1ty or innovatlve

Timprovements. Whlle assesszng our economlc problems 1t has become clear AL

.‘haVe malntalned ‘a hlgh‘level.

*that other nations'-—fJapan in- partlcular

”of.employment;

'product1v1ty and a favorable balance of payments desplte

'H:fftechnologyjln the manufacture of products for both domestlc and fore1gn

It ‘is now considered nearly an'artlcle of falth among many

'ifconsumption.?

'iopinion -eaders that technological 1nuovat10n 1s cruc1a1 to the continued'

uyeconomic v1ta11y of all natlons, 1nc1ud1ng our: OWn.u Clearly, d15cuss;on ofg[“

invention and 1ts appllcatlon as' 1nnovation are agaln fashlonable..‘ffr

: This redlscovered axiom has produced competlng sPokesmen for

‘jyincreased support of high technOIOgy._ Whilefthis;COmpetition=has,alreadyﬁ_E'

".; fproduced some leglslatlve and admlnistratlve solutlons that p01nt to "o

'T'ﬁ{further fragmentation of policy, major Ieglslation that Would be

'ﬁ' compatible w1th a national POliCY Of SUPPOItlﬂg entrepreneurs and Tew
f-3high technology small bus1ness enterprises was- enacted during ‘the 96th

'Z:Congress.




'Ihe speciai treatment afforded to entrepreneurs and new

f=high technology small husinesses by the 96th Congress was: based on-

hnfreferenced reports credlting 1ndependent ind1v1duals and small jfl"'”

”“”ff-businesses -as. the country s prlmary source of 1nnovat10n and new
'thf:_Jobs. (I mlght ‘add that the Japanese also apply speclal

.1gtreatment to infant 1ndustr1es until they are prepared to compete)

.f;TheSe reports also pointed out that 1nd1viduals and small

E ;jibu31ness as. a source of 1nnovation 1s being severely handlcappe 3

"*'by government regulatlon and poor access'to finanical resources. hf""”"":

:Ef.P L. 96- 517 -"An Act ‘to: Amend the atent and'-Tradmark

th:i:itans is the flrst ma;or patent blll enacted in’ over”25 years.llf

'fg This beginnlng effort to restore the former prestlge and 1nfluence¢

if{”ffof the patent system o 1nnovation 1s long verdue._ In the --'133

VI”HEfrbeginnlng days of the Republic the Patent Offlce held a: more' :

:?V;significant role in the consciousness of the nation.i In days pastftfi"”"
i"ffthe government s offlclal report on 1nternat10na1 events was oftenﬁﬂscnrf
:'sfhfthe respon31bi11ty of the Patent Office.' Edward Rlddle s report

”V:to the Comm15510ner of Patents on London s, 1851 World Falr stands;~ﬁfs

-_--:'j_as an eloquent document on the contrast between the goals and

'afﬁ'polic1es of a Democracy agalnst those of Autocacy. Ar the Falr,_“ o

'”_American 1nventors assembled an impressive array of products fromr S

&"oithe.reaper to machine.- made boots._ Nothlng could have shown more G
= _clearly America's concern for the;Weifare-of-all_itS“Citizenslthanhff--'
hh;those;inventionsnhesiee the'luxnryiitemshdisplayedhby the71e:;lﬁ.
'f”EnrOPeans,., | o "': ” .;: . '

o Hoping possibly Tt~ elevate the importance of invention'sh

andwinnovation-to-the-prominence it'onceuoccnpiedlin the,ﬂ;'

- consciousness of America, -
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:ﬁmany are now seeking ‘the separate Agency status the PTO occupied

R When invention was king.

i P.L. 96—517, contains three maJor sections each of whlch
'7-,;is intended to. strengthen the patent system and thereby enhance

"-1the proprietary p031tions of small hlgh technology bn31nesses and

SR the cllmate for the 1nnovat1ve process..-f N
' The f1rst sectlon prov1des for reexamlnation of 1ssued _”

- ?*patents by the patent office at the request Of any party paying a+

,.'fee estimated to be between $1000 *‘$150 Reexamlnatlon 1s;zl* -

Trfintended to increase a patent s presumpt _e valldlty and

Esigniflcantly reduce expenSive 1nfr1ngement suits 1nvolv1ng

: ?questions of validity.h If Successful 'indlvlduals and small

ih;bu51ness Will he the primary beneflclaries. _."

& The second sectlon permits the PTO to 1ncr ase its fee

',,ffschedule at reasonable 1ntervals 1n order to cover 50/ of 1ts.

M:~operat1ng costs.. The 1ncreased fees are 1ntended to enable theuﬂ59-73"

f“PTO to better maintain its searcn flles and perform other

-1f.necessary—dut1es._ The small bu51ness communlty w111 be closely"'
o :'monitorlng new: fee schedules w1th the hope that the PTO w111

‘.assess fees on ind1v1duals and small businesses in keeplng w1th'hl

”'?}their abillty to pay (a recommendation believed con31stent w1th3frsQ75'

'waTH:the Regulatory Flex1b111ty Act which I w1ll briefly dlscuss in a j}ﬂ

:Vfdfi moment )
The last maJor section P, L. 96 517 embodles S 414

'“"5?(commonly referred to as the Bayh—Dole blll) whlch was - v1gouroule }fsgwij.ilhi"h

:supported-bydthezsmali.hu31ness;j-universatyxcommunity.j The.{“;;h.
i "_Ssctmr gives small ‘??Si-“,‘.‘_-ssf:.- | ?#15*??.5'#??% and other #On-w.-'.?f T
'organirations a-first'right of;retnsai to:title:in inrentionsfthey.”hf'
h.have made in performance of government . grants and contracts -

”*sf:aubject only to some. limited exceptionsﬂc:t




'ﬁﬂfThe Act eliminates approximately 26 conflicting lenislatlve and

';fadministratlve pollc1es coverlng the dlsposition of. 1nventions Tﬁdf':

'='made by small business universitles and non—profit organlzationS';‘ S

1with government support. Clearly the Act 1s a. mean1ngfu1 response
';to over-regulatlon!f:The,condltions attached*to-unlverslty

{j;licen51ng of 1nvent10ns retalned under the Act glves small

'Q,JVbusiness a preferred p051tlon over other prospect1ve llcensees- ffi-

At flscal year 1980 s rate of fundlng small bu31ness

”university and non—profit research and development the Act w1ll

.ficover the dlSp051t10n of the 1nvent1ve results from approx1mately

6. 2 b1lllon dollars of grant and contract awards to such
i;:organizations.. That portion of the 6 2 bllllon utlllzed by
"universlty and non~prof1t organlzatlons covers 65/ of all ba31c

'"rresearch_CQnducted-in,the“United.StateSs~: .

In addition,'the'Act'authorizes'all'thehfederal.agenCieszwft.'* '

_to grant exclusive licenses on government—owned inventions. .
"Government*owned inventions-will be made up in most part'by .
'inventlons made by government employees at government 1aborator1es

'fin addltion to contractor 1nvent10ns (other than small bus1ness

?universitieS;and.noneprofits) to?which the_government has'a right_l

~rof ownershlp. < , , _ _

. 96—354 "The Regulatory Flex1b111ty Act" isi o

dh}Congress s answer to complalnts of over regulation of small
:business,. The premise of the Act 1s- 51mply that government

: fregulation does not fallbonxall'business.equally. The cost of a

'regulation 1mpact1ng on all bu31nesses 1n presumed to be less on i

'~rbig business than small business since its costs can’ be prorated

T’

'f:over a largerunumber of sale units.' The:ACt, accordingly req“1res7'

':.'that all new regulations intended for publicatlon for public

“fcomment be reviewed to determine whether




"Tf-technology enterprises will be continuing to press 1n the 97th
jCongress for new.. tax 1ncent1ves, and new federal research and

| development and new as31stance pOllCleS to further enhance the

"-.i;every possible effort be made to enhanclng 1nnovatlon-A Of thejii

yf

:;;’five_Frenchmen_and:eight-West Getmaﬂsee.

ﬁﬂl_?they substantially.inpact on.small entities {small business _lfFlcl_-.~
-university, governmental unit hospitals, etc. ) If so, the Agency.-'
d.is required to produce an impaot statement indicating what
;'regulatory options.were con51dered to avoid adverse 1mpacts and 1fr{s"
fﬁffd:the most beneficial option to small entities is‘not use,frﬁé”:'wnl

a Justification for use of its Substitute._;:'

In additlon, to add1t10na1 changes in patent pollcy and ::

B _'-___.regulatory reform spokesmen for entrepreneurs and new high

d.climate for commercialization of 1nnovat1ve products made by
”ind1v1duals and small high technology enterprises. It is to thlS

'mlatter subJect that 1 w1ll address most of my remaining remarks.._,”:”

”-: During the past decade, the U 5. experienced the lowest yﬁ.li'

'growth 1n manufacturing product1v1ty of any of the seven major 'f
I :industriallzed natlons. All the causes of this lag in -
E'jproductiv1ty cannot be ea51ly 1dent1f1ed._ However,jthe‘direct-

failink between product1v1ty growth and 1nnovat10n requires that

':_rmany possible explanations for a low 1evel;of innovatlon;ff};

8 'rtdi.one —— failure to adequately fund basic.research e has.oeen:_f_jif‘
d”ruled.out by many opinion leaders. This finding could well be_il‘V-"'
“'?ebased on the 51ngle fact that the United States has dominated the-;f-ﬂ
H“Nbbel Science_”rizes w1th 73 American prizes in phys:rs, chemistryﬁgf?d

."and medicine in the last 20 years contrasted to one similar prize 3rﬂf1].f

eto the Japanese where science also gets strong financial support.:fffr

s During the same period similar prizes were won by four Russians,.;_lgt;‘]-;




'-:7organ1zation and effort than to maklng 1nventlons.}

The serious deficiencies in our support of innovationf:

h_rappear at the very next : steps of the innovation process..the

idirect transfer of new advances into the marketplace and their'Tf

”;evolution and appllcatlon to. related products and processes. S

_5_"'_,There is llttle doubt that the Japanese Wlth one Nobe] %clenc:a e
'-'Pfize in 20 years, with no energy resources and a- p031t1ve balance
V'i:':of payments is- out performlng us in applylng the results of

f:research. There is some susplclon that results belng applled were

;ir;derived from U.S.-Supported research dedlcated to the publlc e

V.!fthrough SClentlfic and government publlcatlons.; Ezra Vogel y

uiauthor of Japan as No.l ~-Lessons for Amerlca 1nd1cates that

:;Japan 5 success is due more. to thelr superior plannlng

:iscour the World for. 1nformatlon and 1deas, whlle Americans;snffer R

ﬂ'from the not-lnvented—here syndrome .'r'

It should be’ clearly understood that these coh:me’nt._s‘ 3a’;.-e:'" :

'g'not an attack on . federal fundlng of ba31c research..qBasic

- ;research should be.strongly supported on: the grounds that-sooﬁer;'u'
'rﬁhdor later'some,lnportantcappllcatlon-of thls_research.would flnd rn_
“fz}its:nay'lnto thefmarketolace._ Further; absent ba31c research wef?ifi
:would sooner or later reach the polnt where applicatlons tralledfrhfu

ZHLOff.into'insionrficance.' Wlth the passage of P. L._96-517, it is:fi{'n”
'"hffanticipated that the 1ncentive of inventlon ownership in-

:7ﬂun1versities and other non-profits W1ll signlflcantly 1ncrease the |

4 technology transfer of” scientlfic results 1nto practical

.”hffapplication if the Executive Branch signals its approval of

g'university and non—profit invention licensing.

:The.Japaneségf:
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The Act creates the p0551b111ty of a 31gnif1cant

- university/non—profit licensing program, that must be made to work::3‘

s nh.if the full beneflts of the natlon 8 investment in ba31c research "

'efare to be,met._ ‘The Senate report accompanylng the Act makes clearea{f
?fdthat a succeeeful progrem ig: w1th1n reaeh An llght of the %tﬁrtﬁw““f
'-?Eexperiences galned under the HEW—NSF instltutlonal patent o
hiagreement programs Whlch served as the model for the 1nvent10n
'::rfdisp031tlon section of P.L. 96—517. H0wever,hall the progress_rf{
-;i;made to date could be frustrated 1f‘executrve offlce 1nvolvement

'tdoes not preclude fragmented appllcatlon by the Agencles and

"'Qvassure unlform guldance reflectlng a Natlonal 1nnovat10n pollcy.

" :_d(or technology transfer).:_"

':fWhile there has been much advocacy to support.ba51c research.j'
Thfnwithin the federal agencles over - the years there has been
'hfvirtually e effort to generate pollc1es that signal the need for'
'f;applicatlon of'the resultSuofnba51c research.: In fact, many'of |
"_‘-.__the same people who supnort extended ald to bas:.c research are

_,uncomfortable w1th efforts requlrlng attentlon to applied researchf '

Notw1thstand1ng, the ant1c1pated beneflts of

.JgPaL.796—517' through the 1ncent1ve to move.the 1nvent1ve ideas-of_;:l"f
:3“'univer91ties from concepts to practlcal appllcatlon only mlnor :ﬂ o
“:'f’“federal effort is in. place Which enables the inltlal fea31blllty

ftesting of new hlgh technology products and processes made by

7"d 1ndividual inventors and, small businesses.‘lf

Direct federal support for technological innovation hasr_ﬂthhf
tvtraditionally taken one of two forms in this country general

_ support for research and- development which w0u1d ordlnarily




’ﬁl'entertain proposals in many -areas: of science or- technology,zsuch~jr'-
'i'as that funded by the Natlonal Science FOundation (NSF) and the
.d_nNational Institute of Health NIH or Support for technology

'gfdevelopment-in-furtherance of_certaln_wellfdeflned:government o

”:igOals;Vsuchhasﬂthe”defenseﬁandTSPaCeynissions;"and'morefrecentlyy;wgr%ﬁ]

K the search for new . sources of energy. It,is'important Lo
':understand the dlfference between these two forms of support,

"i'hthe former - suggests the fundlng of". 1deas proposals coverlng a.

- broad range of sclence and technology submltted from outside S

l.sources while the 1atter suggests fundlng only of 1deas the ff;' B

afund1ngiagency deemS“w1th1n.the agency,s mlss;on,and llkelY"to,fiT:
.g'have been concelved by Agency personnel. =
This pollcy dlffers markedly from the practlce and

: ;procedures of other technologlcally advanced natlons - agaln

'ffparticularlty Japan'-— 1n whlch the governments support L
technological 1nnovat10n w1th no. other goal than the general
economic onewof,helplng,partlcularisectors-of_lndustryrto'grow_and.l"Q]-l

- to compete in international markets. =

The'absencelof:a'similarﬁpolicy“in.thisscountry-has

';gbecome increasxngly frustrating to 1nd1v1dual 1nventors and small

*'business 31nce the general Support programs of Agenc1es such as

"'NSF and the NIH whlch encompass approx1mately four bill1on dollars

'lll of potentlal support annually are. closed to proflt - maklng

;-organlzatlons by admlnlstratlve pol1cy. At the same tlme the s_;ffffh'

l; mission oriented agencies will only entertain proposals which fall

'within their-p‘




::yf_was granted $30 000 by Congress to test the fea31b111ty of

A s S T e e e

”xiinarrowly drawn needs.- Whereeean‘an-individnal’onvsnall'husinesSl;}:7”*' Cal
'with an idea that resolves a problem outside the needs of :
__'government go to obtain a test of its feasibility? o

s In 1842 after five years of beseioing,_Samuel B. Morse S

',1bringing hlS concepts on telegraphy 1nto practical application;dfl :
s Thg grant_allowed Mr. Morse to'build_a'testatelegraph.1ine~between.'

. _:Bal'_:imo_‘-’é'aﬁd'. Washington; 'nq‘-l_cofjl_.‘_i.ition's ___wére '-imposed .that' .would S
; "ﬁimpede eomnereial'application.of-theﬁresnlts. This telegraph
::-serviced as the prototype and 1ncent1ve for the 1nvestment “of
f:;capital to construct a nationwide network of llnes under patent ;;'-'-
~z7licenses fron the inventiona | o e |
| _ While no one would deny the blesslngs bestowed on the -i
'3lNat1on through ‘the modest assistance afforded to Mr. Morse to H

Tdimplement his 1deas, We have done little in the 1ntervent1ng 140
'ay;years to devise programs to provzde 51milar grants of seed capltalhﬂx
:;}to indiVidnal=inventor5tand ‘small bn81nesseswforfinitialneyy'
:t'feasibilitydtestiné'of:advanced,_hnt.riskyhnonemission¥oriented;z:;flai
e technology. o o . o & |

Statistics gathered from federal ageneies that now have dizﬁ' R

"-tloan or small business investment company (SBIC) programs to

| hﬂjjflow to prosiac small businesses with limited growth potential or 3.hf'

”;finance new ventures indicate the government utilized some - $l 3

'.billion into what were 1dent1f1ed as' startups last year._ Whlle el
'”ithe amount of fundlng available for start—ups- appears inpressivef'"
;i dthe facts indicate that ‘most of the funds in the 1oan and small

business investment company programs supported by the government

- to. expansion of existing businesses. Little, if any, of this'

-funding is used for the purpose of establishing the



gf£¢58iﬁiii??55f advanced”technologf.'
s h This'maf.beddue t0“arnumher:of factors;?:ﬂost certainiy
';the fact that government support must appear to be reasonablv
'i_secured before fundlng creates a dlslncentlve on the.part of-
'r-_:1end1ng Or‘lnvest‘ing management: to fund in the feaslbﬂity. Of
.advanced but risky technology. Slnce the chance of fallure is :{:
. .._.'_high_ in development of ad"a_nce 'te°h“°1°gy COI.ICEPtS_ it can be
hﬁvenpectedfthat there-would'he.a.reluctanceﬂto'fund-unlessdthE'id#ﬁ}.
':;or 1nvestment could.he secured by exlsttng assets ratherzthan K

5lfhexpected earnings._ Unfortunately, assets are meager in fledgllng

'-*ﬁf high technology start—ups.-

S Further, in regard to’ dlrect loans by the Government it B

vris known that 1oan offlcers have 11ttle 1ncent1ve to undertake the KO

”irespon51b111ty of fundlng a hlgh rlsk study as they are untralned

e to do so, nor. would a snccessful result in anyway enure to thelr

:-beneflt. gThe,absence_of a,wide array of technlcal evaluators -
“.capable-ofdidentifying probableusuCCesseS=also'undermines:
H‘COnfidence in funding advanced'technology;ventures.ffI

It seems'thatheven private sourcES'of_CapitaIfare

1ftunw1lllng or. unable to assume. the fundlng necessary to demonstrate fhf'

. 'the feasiblllty of many hlgh—technology concepts because they

':cannot be determlned to be reasonable rlsks. ThlS is based on the et

”_assumptlon that the full cost of attaining a positlve show1ng of a

.-_ftechnical concept,(or'the, big hit") including the fundlng of

'_-failures which need to be undertaken prior to reaching the blg'”

"*f::'hit > exceed what venture capitallsts consider a fair return on-"

.their.investment. E d_] ' f 'g'fhvjf ‘fd_tﬁ'f_};-




7”_During'the 1astfsessionpof Congressfsmalllbnsiness'

..‘tt” Opihion lenders.madelaidetermined-but-unSuccessful effort.to

persuadelthe.¢ongress to.legislate a mandatory set—aside to small

.'.;hbusiness of 10/ of all research and development funding within - d?-

' '::ten.year perlod.- The legislation was - consldered appropriate.in S

.Tilflight of the fact that less than 4/ of the government s 30 billion TR
'-h'dollar research and development budget went in grant or: contract |
.:fawards to small bus1ness not wrthstanding that small bu51ness is

' 1__responsible for 50/ of the GNP.: Virtually none of the NSF and NIH E

h5*4 billion dollar research and development grant went . to small

lbu51ness. In other words, llttle aeneral non—m1531on related g:5“7

;th & D support went -to small bus1ness.~ Small busrness-was#awarded-;"'

'contracts only in mission related areas Where invention is

"_-normally a bynproduct of the services prov1ded._ Only a few

| million dollars could be traced to.non-m1s51on—related technoloép
-:_1in which the government supported further development of 1deas -
proposed by small business contractors.::-l |
| Although the set—a81de legislation falled to be enacted
thit appears clear that its passage Would not have created a progro
‘";which supported.technological 1nnovat10n w1th a goal of aidlng
'f;industry to. grow and face 1ncreas1nély Stlff eompetition in {l"
.'-'technology - based products from other natlons that have programs

P for domestic'support of technologlcal 1nnovat10n. While 1t is

- ‘clear that openlng the general research programs of NSF and NIH
.d?:;-programs to small business would raise’ the prospect of increased ke

"l“f'feasibility testing of advanced high risk technology, some'

. believe that these bastions of university and non-profit ba31c o

.ﬁlresearch are unlikely environments for applied research aimed at

' delivery of consumer products to- the marketplace.._p




_ broad rauge of technologles.

LT &

Further, the problems of running a basic research

'rprogram-are“suffieiently&diffet_fromfthoseiof?an apoliedfreseareho:'
' progtam to demand-differeﬁt techniealumanegers.e Ptesuming.thez"
'T__need:foftsuch managers;one'ﬁeeds”tosdetetmihe-the'sumberHOr'T-

“criticel ‘mass” necessary to evaluate proposals for support over a S

It is now belng argued by some that eff1c1ency of"

i petsonnel and the need for an. appr0prlate env1ronment appear to_h-
Afs}point to a prograﬁ:set usfeither as a sepatate-agency-or asta fr
'ﬂ.rfonctlon w1th1n an - existlng ageﬁcy tether than carv1egroot a.

' ioorogras for testlng-the fea51b111ty of advanced technological

"fconﬂepts-out of prqgrams,exiStlngjfor other;purPoSes-*j‘“r“




