| The “Innovation Recession”

hile the devaluation of the dollar
may be the most dramatic measure
‘of the U.8s reduced clout in world com-
merce, another event may ultimately have
a-greater impact on the nation’s econom-
“}7ic héalth: 1t is the shocking decline of good
‘old Yankee ingenuity, otherwise known :
‘as research and development.
L. - The 1.8, has always prided itself on
‘|- being. the world’s undisputed leader in’

“War II foreign demand for aircraft, com--
puters, automated tools and other prod-
.ucts ‘'of American labs and. workshops.

+plus in the nation’s balance of trade. No
‘more. Though the U.S. still retains an-
overall lead in total amounts  spent on R
-and D. and in numbers of new inventions,
ts chief economic- rivals are expanding
heir research efforts at much faster rates:
‘One consequence is becoming dramati-
#l.-cally clear this year: because the U.S. no
- longer commands such a high share of-
~#1:the world’s high-technology market, it no -
"{- longer can offset its large imports of low-
-1 technology items such as shoes and cloth- |

‘ing. As a.result, in 1978 the country will

_the first half of 1978 was $14.9 billion,

1.which will 3o more damage to the trade
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“[-840 -billion in oil that the U.S. will im-

4 ‘Japan are expected to run surpluses in
-] manufactured goods of $49 bﬂhon and $63
o bllhon rcspecnvely

ccording “to the National Science
; Foundation,

through 1935 the U.S. introduced 63 “ma-
. jor” technological innovations, West Ger-
many, Japan, Britain and France had
together only 20. But now foreign com-

-products -and- processes. as_the US.—or
more. In the category of new patents, a:|
“key measure of R. and D. vitality, Amer-
“jcan inventors were granted 45,633 pat-
ents by major trading partners in 1966,
while the US. gave only 9,567 to non-
Americans that year. By 1976, however,
the so-called patent balance had shifted
radically. The number of U.S. inventors’

than 25%, to 33,181, while the number of-

.| .most doubled, 10 18,744. Says Frank Press,
-the chief White House science adviser: “It -

_percentage iricreases in some- countrles

are growing faster than here.”

. . Why did the trends begm lo shift? Ar— ;
‘| thur M. Bueche, sénior vice president for

mains the most research-oriented of big
“US. .companies (862 pztents. won -last
year), is concerned about a change-in the..-
.Amencan character. Says he “We ve -

A new worry about the U S. ecanom y: the declinein R. and D.

-Sputmk days of 1964, when public and-

: “technological innovation.. Since World- .
-'such spending has slipped to just 2.3% of

- West Germany’s 3.1%, and- uncomfort-
‘ably close to Japan's’ 1.8% and even
Furthermore, while for- |
“eign countries spend very liftle on mil-

‘|~could-be relied on to provide a fat surs:|
- France's 1.5%.

50% of its R. and D. expenditures to de-

1-federal spending on basic research has
-fallen in constant dollars from $2.8 bil-

| import substantially more manufactured |
-goods. than it will export.-The deficit forst:

‘balance this year than anything but the |

:| - port. By contrast, West Germany and | .

“in- - the- years 1953 | )

| petitors are bringing out as many new: |

- ~granted patents abroad dropped by more " ‘

foreigners gaining US patents had al- |

is the trends that are important, and the 1

. R and D. at General ‘Electric, which re- | ™

gone from an expansxve gung-ho atmudc
to a defensive, ‘What’s in it for me? at-
titude.” Faced with a challenge, Amer-
icans are now more likely to say, “Let’s
not risk it.” Among factors behlnd the
U.8.’s “innovation recessnon

THE MONEY DRDUGH‘I’. Smce the post-

private spending on R. and D. reached a:
peak of 3% of the gross national produect,’

G.N.P. ‘That is appreciably lower than

itary research, the U.S. dedicates almost

fense-related projects. At the same time;

-ment sponsorship of R. and D. has be-

| with the red tape that goes with Govern-
ment support than in the Iab, The De-| ™
" partment of Energy, to cite just one ex-.j .7
ample, requires seven approvals prior to

ﬂowmg from Washington.

e

Some malesiones

in Amertcan Ingenulty. Thomas Edlson 5 electrlc light; an early radw- a Plni- :
co telews:on set, an Apolln astronaut on the moon in 1969 . P

lion in 1967 to $2.6 billion in 1977. Yet in-
dustry’s R. and D. investment has risen
from 3$8.1 billion in 1967 to $19.4 billion
ten years later, although inflation has
eroded the impact of that increase. )
BURGEONING BUREAUCRACY. Govern-

come increasingly stultifying and coun-
terproductive, Research scientists com- |
plain that they spend more time dealing_

the start of a research contract. Another
fear expressed by many scientisis:.a grow~
ing share- of Government-sponsored. R.
and D. is not true research at al} but only
the quest for instant remedies to satisfy
the rising numbers of regulations on safe-
ty, health and environmental protectlon

“THE QUICK-RETURN SYNDROME. Partly
because more and more stock in compa-
nies is held by pension funds and other
large institutions that are both conserva- .

tive and concerned with ever improving |-

'_I'IME.,.:OCTOBERZ,BTS 0




g e e

[y

“Economy & Business

" | botomling performance, managess in
arvvate indusiyy have become more in-
{erested - in atrerely improving existing
'+ products than going te the trouhle and ex-
pense of davising new Gies. Vagus

"Brcu prajects, whose benefits may be far 1
ess likely to get-beardroom. |
- recommendations for tum,mg it d.round by .

i off, are even 1
1 packing Butin such situations, asks Low-
ell W, Stce’e,
planning. “how do we compete against 2

country like Japan, which considers ten
perfectly ar"‘ep‘rﬁh’a Tead

or 15 years a
time for developmant?”
Q“Hh-’ﬁ?i‘!’hi‘ %OHTAuE.
-maay of the most suecessiiil compames?
in computer technology angd semicondus-
only o decade or 20 ago, lhe scientj_st wilh
a brillizpt idea is hard puot to find firan-
cial backing these days in the equitirmar-
Leis As rccen:l;'! 25,1972, 104 small R,
and Di-criented firms were abls 1o raise
send momey on ibhe stock sxchanges. At
lazt tabulation, i
yeason. for the drying up of veature cap-
iral the maximum tas on capital gains
was rzised from 25% in 1969 to the pres-
ant
effect of cutting, say, 2 25% gein on a high-
.risk invesimeni to an efective retain of

about 12%. Congress will rof! the capital. |
gains rate back foakout 35%- this year,
bul the darnags may lake fong (o sepair. -

Says Ray Stata, founder of Analog De-
vices Tme, a2 satt.a’ﬁ*‘ﬁ.l Massachueseits
emiconductor §rm: “The single most im-

-1 portaat. factor:retarding mmovation is.
Government policy.on

can’t =woid LA
I n addmon o throwing the .S bm nes.
of payments: inte even deeper deficits,
_the decline in research and development

is bound to have a dampening effect .on
. 1 the domestic economy, especially since:

"I smeall companies based on new ideas tend <}
to grow fster’and create more jobs thanp.

older firms: A five-vear study by the Com-
merce Department of six “mature™ cot-’
- porations (such. as Genera! Mators and-

" Bathlehem Steel), fve. “inncvaiive™ coni.’
panies (including Eataroid and EBM) and:
firms. ¢
-} {among them, Marion Labs and Digital -

Equipment) turned up some teliing fig-

five - “young - high-technology

ures. The mature firms, which had com.

bined annual sales of $36 biilion, added-,

only 25,000 wor
the inncvative companies; with 2 $§21 bil-.

kers during the five vears;

.| lion sales total, had a ret gain of 166,000 g
employees; the high technology outfits, |-
“with. $857 milhon in sa‘ﬂ‘; created 35, GOO-'

I"F‘W]Obi

. . The mﬁdéﬁds *he U S gets frotn thebe.-'i .
‘ ',mgh—_technoiogy firms extend. far beyond.”
1 jobs." As economic enginss of asionishing.,

GE’s managet of R. and D..

n}though e

| i e gl

ors were founded as medest. operations

orly four had done 0. One |

49%.rate. For investors, this had the |

vestment. You

$151n pﬂrﬂorai NCoe tax and $5 instate
and local revenues, |

inet-level task force headed by Cornerce
‘Secretary Juanita Krepstc give him some

next June. One of the task forces main
goals: 1o find ways to reduce the discour-.

..'R an(i D

Search ’ins;itmes-;_ withiz - the - various

‘vitality, they are also chiurning out the ex- -

'port sales. zud tax revenues that the na- |
1 -tion urgently needs: A recent survey of: !
1- high-technoiogy companies founded 'in~} -

the early 1970s showed that for every $100 [
1. originally invested in them, eachfirm on'|

:the average now returns sach year $7¢ in-
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sales abread, $15 in federal corporate tax, |

. that Hing, the Canadians, who have al
‘been suﬁ'ermg from an R,and I3 lag, pian
~16-set Up -five- innovation centers.ar v«

- Concerned. about the R a.nd D.- fe-.
“trest, President Carter has ordered 2 & Cab- )

- aging eﬁ‘ects of Governmem regulauon on .

" One idea. 'ma.t'has aii‘ﬂadj surfac: 2 zs..
to .copy v the Japanese by establishing re--

branches of Ameriean indusi v that csild
supply information on basic ressarch o’
pamcxpadng companies: Thinking along

versities, wihich will supply help to indus-
try. In the U5, such research-sharing
schemes gererally hZve heen discouraged
by antitrust. Jaw. But the Commer:
partment is now. consuliing with ]ustu.e‘

officizls .about -devising rrograms that”
“would further the cause of Amercan R, ¢
and 0. without viclating the p-‘ece ois of 1
'_ ant:tm‘;» legxfiatm'- '
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