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SCIERCE AND TECHNOLOGY

Resource Assurance: Skilled S&T Manpower
Development. :

Resource Assurance: Adeqguate and Stable Basic
R&D Support.

Government Loans and Grants for Industrial
Research and Development

Federal Support of Industrial R&D:  Tax Measures
Educational Publications
Credibility of Scientific Information

Innovation Information for State and Local
Governments

Consumer Technology Information Services

Standards Generation

Funding of Commercialization cf Selected

Government Inventions

Stimulation of Innovations Through Federal
Procurement Policy

Federal Patent Policy

Modifications of Antitrust Laws to Permit
Cooperative R&D

Modification of Regulatory Inhibitions of
Innovation

Treasury Initiatives for New Technical Enterprises
International Standards

Improved Export Control of Design and Manufac~
turing Technology

Technological Support of Less-~developed Countries



Office of Pavironneéntal Affaircs

o Environmental Energy Conservation in Industry

o Improvement of Environment Impact Procedures
for Industry Projects

o Impact of Environmental Law and Regulaticn

Office of Preoduct Standards

0 Implementation by Department of Commerce and
other members of the Interagency Committee of
Standards Policy (ICSP) of the policy princi-
ples developed by ICSP to be followed uni-
formly by all Federal agencies in working w1th
non-Federal standards-setting bodies.

o The National Voluntary Laboratory Accreditation
Program

o Institution of the National Voluntary Consumer
. Product Informaticn Labeling Program

National Bureau of Standards

o DOC Responsibility for Governmentwide ADP
Planning System and PL 89-306

o Recycled 0il - Congressional Pressures and
Measurement Realities

o Department of Commerce Response to 8. 3555
"The National Voluntary Standards and Certifi-
cation Act of 1976.

Qffice of Telecommunications

© Rewriting the Communications Act of 1934
o Consumer Communications Reform Act

o Formulation of a National Telecommunications
Agenda

o Telecommunications Organization and Roles




Patent and Trademark Office

© Patent Reform Legislation
© Patent Examination Quality
© Improved Paper Handling

© Trademark Registration Treaty
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RESOURCE ASSURANCE: SKILLED S&T MANPOWER DEVELOPMENT

Issue: Skilled manpower development for S&T is too often
out of phase and focus with demand.

Background and Analysis: Federal employment, subsidies to
manpower and education (some $10.6 billion in 1975), and
procurement have a major impact on S&T manpower demand. No
innovation can be produced and brought to market without some
participation of scientists and engineers.

After a rapid growth of manpower in engineering and science

in the postwar years - in large measure the product of the GI
Bill - sharp declines occurred in these labor markets in the
late sixties and early seventies. Federal expenditures

declined in engineering-sensitive activities in relative and
absolute (real) terms, and these brought about a sharp fall

in starting salaries as well as in the number of students
entering this field. At the same time, the alternate conditions
of over and under supply have led to substantial increases in
costs of R&D scientists and engineers.

It is suggested that the space program distorted the labor
market for R&D and other scientists and engineers more than
any other Federal actiom in the funding of R&D in the history
of the country.

There is also evidence that the United States has fallen behind
in comparability of employment of civilian R&D scientists and
engineers against other industrially developed nations. Western
Europe and Japan were 30 percent ahead of the United States in
the percentage of GNP spent on civilian R&D during the 1960's.

- The number of scientists and engineers engaged in R&D per =T EBAS

10,000 population has increased between 1963 and 1973 in all’f
major countries (USSR, Japan, West Germany, France) but not '~
in the Lnlted States since 1969, , ‘:

POSSlble Action: The AS/S&T should work with OSTP to develop e
coordinated Government policies which are required to assure

a long-term supply of skilled S&T manpower, including blue

collar craftsmen, with an appropriate occupational and skill

mix.

A long-term skilled manpower supply was provided satisfactorily
by market forces in the past. The post-Sputnik emergence of
Federal advanced technology efforts upset the supp1y~demand
balance; first draining S&T talent away from the civilian



economy, later causing a massive shift of S&T professionals

to other jobs. Also there is evidence that the mix of specific
skills needed by our advanced technology economy is not matched
by the current output of professional and paraprofessional
schools. 1t has been reported, for example, that in 1974 our
engineering schools produced fewer mining engineers than was
the demand of one company in the mining industry. The demand
of the mining industry in that year was quite atypical, but

the fact that the number of graduates was not sufficient to
meet the demand of one company illustrates the point.

On the other hand, political pressures in the Government may
not be inducive to wise management of technical manpower.

In addition, formulation of optimal policy in an environment
of dynamic technologies, hundreds of agencies and thousands
of educational institutions, might be very difficult if not
impossible, and such a program could be considered another
Government ''intrusion” in the historically free market process
of supply and demand.
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RESOURCE ASSURANCE: ADEQUATE AND STABLE BASIC R&D SUPPORT

Issue: Federal R&D programs are erratic and unpredictable,
""  leading to feast-or-famine situations in the market,
and appear to adversely affect our international
competitiveness.

Background and Analysis: Disquieting trends in U.S. science

and technology perjormance may be due in part

to the fluctuating and relatively low level of Federal support

of basic R&D. Federal Government's expenditures on basic R&D
amounted to 0.26 percent of GNP in 1965, the same percent in
1969, 0.25 percent in 1970, 0.22 percent in 1971 and 1972, and
0.20 percent in 1973-75. This slide, coupled with mounting
inflation has had a negative impact on the conduct of basic R&D.
Many universities, the government's prime contractors for basic
R&D, have been brought near bankruptcy in this period. Companies
are finding it difficult in a climate of inflation, recession,
and small profit margins to spend much on long-range research.

In addition, many in the private sector have complained that the
Mansfield Amendment, which requires that funds provided by the
Defense Department to companies for independent, long-term R&D
must be spent on mission-related work, has curtailed the amount of
long-range research that can be done in that sector. The recent
decrease in the number of radical innovations, usually the result
of basic R&D, may reflect a suboptimal degree of Federal funding
for basic R&D. '

Possible Actions:

(a) Under OSTP ?eadership, the AS/S&T should work with
othgr agencles to determine an appropriate level of
basic R&D, consistent with the economy's long-term

need and its ability to support R&D, and to make this
level reasonably stable over time.

Basic R&D is a sine qua non of sustained technological innovation,

especially of "radical" or "pivotal' types of innovation.
Stability in support will allow better planned, more efficient

" R&D. On the other hand, it will be difficult to find objective

criteria for determining an appropriate level of basic R&D
support. Perhaps present support levels cou%d lead to more
results if more industry-university cooperation were promoted.

(b) The Administration should conduct a study of the impact
of the Mansfield Amendment on basic R&D and if found
detrimental to the country's interest, propose that
the Mansfield Amendment be repealed.

The emphasis of the Mansfield Amendment on relevant, targeted
DoD research may be detrimental to the conduct of the ba




research which is necessary for sustained technological
development of the country. Since DoD provides a substantial
proportion of the Federal funds for basic R&D, a change of
policy in DoD research dollars could have a large impact.
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**GOVERNMENT LOANS AND GRANTS FOR INDUSTRIAL R&D

Issue: Much industrial research of a generic and "overhead"
nature needs to be performed, but because the benefits
cannot be captured by an individual f£irm, the research
is not funded.

Background and Analysis: The U.S. Government has funded specific
applied research and engineering in a number of technical fields,
in response to its responsibility for

- providing society or assuring its provision with public
goods, most notably national defense, public safety,
education, health care, certain types of transportatlon
and communlcatlon,

- ensuring that the quality of the physical enviromment is
preserved and improved;

- conducting its own operations, especially those which
collect, process, communicate, and preserve large masses
of 1nformatlon

- aiding 1ndustry that is fragmented into units too small
to carry out effective technology development, such as
in farming and food processing, minerals utilization, and
fishery technology; and

- explaltlng technological” opportunltles of clearly national
impact or avoiding national loss of prestige when risks and
costs are too high to be undertaken solely by private
interests; examples are the exploration of space, and the
development of nuclear and solar energy technologies.

The Morrill Act of 1863, an expression of U-~S. Government support
for general technological innovation in the private sector,
enabled the establishment, by direct grant of Federal land and
money of state-operated colleges to promote the agricultural and
mechanical arts and to train their practioners. Much of the
development of U.S. agriculture as well as the pre-World War II
U.S. manufacturing industry relied heavily on the applied reseaxrch
and engineering performed in the ''Aggie" colleges and by their
graduates.

Today, however, there is no similar, broadly based Federal program
for promoting general technology development in the private sector.
Rather, each Federal agency promotes the creation and development
of new technology related to its subject mission. In general, the
guiding beliefs behind Federal activities affecting the develop-
ment, diffusion and exploitation of technology in manufacturlng
have been that commercially applicable manufacturing technology is
only developed by the private sector, and that the self-interest
of each firm acting in the market place will ensure optimum diffu-
sion of the technology to other firms and its exploitati Fyhthem.




The lack of Federal applied research support in this field is
notably in contrast to Federal policies in two other technology-
intensive fields: agriculture and health care. 1In both these
fields there are planned, coordinated, and well-funded Federal
programs to provide the stimulus needed for rapid technology
diffusion and exploitation. Two years ago, a new technology for
combatting corn blight was rapidly developed and diffused by the
USDA. The most recent example is President Ford's request for
$135M to innoculate all U.S. citizens in just a few months with
the swine flue vaccine.

Possible actions:

(a) Establish a DoC Industrial R&D Support Program.

Direct support of industrial R&D, based on the success of some
foreign nations, has been frequently recommended for U.S. Govern-
ment adoption. Such a program is not without risk, both of '
failure and of criticism. The U.S. Government has successfully
supported much applied research in solid-state electronics, but
its support of alternative automotive power systems has been
unsuccessful.

An experimental DoC industrial R&D program focused on problems

- generic to a large number of firms is a possible action. These

funds would be used to support R&D of high potential and general
interest to an entire industrial sector, e.g., catalytic processes,
combustion technology, programmable production techniques, ‘
industrial enzymes, ultra-precision machining, etc. Most of the
projects would arise from unsolicited proposals, to allow maximum
private sector initiative and participation in the choice of
projects. These funds would supplement mission agency (such as
DoD, ERDA, and EPA) funds which often do not carry research to

the point of successful commercialization or which focus on more

- specific projects.

The suggested DoC program would be a small analog of the DoD
programs for supporting (1) the development of technology
relevant to DoD-purchased items, and (2) diffusing technological
innovation in manufacturing processes employed to produce DoD
material. The payceff is large; on some 60 manufacturing
innovations studied, the payoff is 15:1 on investment. Much

of this technological innovation will only slowly, if ever, reach
the attention of the majority of U.S. manufacturing firms in the
absence of a concerted DoC program.



(b) Alternatively, request DoC participation in NSF's
RANN Program.

The National Science Foundation operates a limited applied
research and engineering grants program -- Research Applied to
National Needs (RANN). A possible action would be for DoC to
participate in the management of the RANN program in order to
emphasize applied research and engineering which would benefit
the manufacturing and services sectors.

The advantage of this action would be the avoidance of the "new
program' image.

The major disadvantages would be the lack of truly effective DoC
influence on the level of R&D funding; the academic orientation
of NSF management, including its grants and contracts office;
and the competing demands from non-industrial applied research.

(¢) Establish a Federal Institute for Industrial R&D (FIIRD).

This would disburse Congress-appropriated funds in the form of
grants, or through cost-sharing arrangements, for generic,
"bottle-neck'" or some other R&D which would be in the long-term
interest of society but not be undertaken by private sector in
response to other options either because of a too great uncertainty,
too great cost of the project, or too great fragmentation of the
industry which would be the primary beneficiary of the project.
Examples of R&D projects that might be carried out under this

program include research on prevention of corrosion, ccmbustion

efiiciency, cowputer-aided quality control of products, industrial
robots, programmahle automation of manufactured processes,
recycling of materials, automation and other technological
improvements in processes applicable in service industries, etec.

The program would assure the availability of funds for meritorious
projects which otherwise would not be undertaken given the kind of
socio-economic philosophy we have; it is a way for the society to
make timely use of major technological opportunities as they
become available. In cooperative R&D arrangements, the ratio of
the net increase of private outlays on R&D to the expenditures of
public funds might be quite high. Most, if not all, governments
of other industrialized countries support such R&D as a matter of
course.

In some cases, however, the program could undertake projects which
eventually private industry might do itself and, therefore, there
might be some substitution of public funds for private funds. The
program would generate some proprietary issues unless the Federal
patent policy is simplified. Moreover, Government bureaucracy
might not have a good feel for which projects should be funded.
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*FEDERAL SUPPORT OF INDUSTRIAL R&D: TAX MEASURES

Issue: Should additional tax incentives be given to stimulate
innovation in business firms?

Background and Analysis: A variety of tax incentives now exists
to stimulate capital investment, mineral exploration and to
achieve other objectives. None of these are intended specifically
to encourage technological innovation. R&D expense is now tax
deductible as ordinary business expense. To the extent that firms
expect returns on R&D expenditures to exceed returns from alter-
native investments, if they consider them on par with all other
investments, a tax incentive for R&D now exists. However, few
businessmen consider them that today (because of risk) and most

if not all other market economies treat private expenditures on
R&D the same way.

Existing tax laws may delay technological innovation. Accelerated
depreciation and investment tax credits may tend to speed up
investment in current state-of-the-art capital goods and thus
attract capital away from investment in technology in the future.
Also, tax laws are generally broadly applicable to all firms; this
"shotgun' approach gives tax breaks to those who do not meke in-
vestments in R&D. At least at the theoretical level it is gener-
ally accepted that if public benefits resulting from private
investments in R&D exceed the returns on this investment, and this
is the case with most private R&D yielding economy-wide product-
ivity increases and/or improvements in the external value of the
dollar, tax credits to private investors are warranted.

. Possible actions:

(a) Request ETIP in cooperation with the Treasury Department
to conduct experiments and studies in which tax breaks
are examined for their effect on innovation (Congressional
approval may be needed).

This incremental approach would yield valuable information at modest
cost.

(b) Recommend that the Congress consider the likely effect
of tax changes on technological. innovation.

This would require advance studies by OTA, CBO, Library of Congress,
Joint Economic Committee, or others. In view of the chaotic state
of tax laws and pressures for special favors, this issue may be
ignored in tax reform.



The tax changes to be considered in the studies of (a) and (b)
would include the following possibilities:

(1) Substantially increase the tax investment credit
for R&D plant from the present 10 percent to, e.g.,
25 percent.

The program would be economy-wide. There would be some net
increase in R&D, and it would be easy to administer. There
would be no interference in private decision-making by
bureaucrats, nor would there be any proprietary issues.

On the other hand, the net increase in R&D would probably

be relatively small even though costly to the Treasury,
because the credits would have to be available not only to
those performers who would not do the R&D unless such
increased credits were available, but also to those who would
do it anyway. Hence, the ratio of the net increase in
private outlays on R&D to the expenditures of public funds
would be low. Moreover, the policy would provide an oppor-
tunity for fraud because of frequent indistinguishability of
R&D plant from production plant. At the present time the

climate is against tax credits.

(2) Increase tax depreciation allowances for R&D plant.

The program would be economy-wide, might result in some
increase in R&D, and would be easy to administer. There would
be no interference in private decision~making by bureaucrats,
nor would there be any proprietary issues.

However, depreciation represents only a small fraction of
total cost of R&D, and an increase in depreciation would

only mean a temporary postponement of tax payment, rather than
forgiveness of the tax. Thus, the net increase in private
outlays on R&D could be very small, if not nil, because of

the small marginal incentive.

(3) Provide new special tax credits or equivalent cash
payments (to those having no tax burden) to
industrial R&D performers, with R&D defined in
accordance with the Financial Accounting Standards
Board concept or some other standard specifically
designed for the purpose.

The program would be economy-wide. There would be some
increase in R&D, the size of which would depend on the size
of the tax credit or equivalent cash payment. It would be
easy to administer and there would be little or no growth
of bureaucracy (unless the R&D eligible for the incentive
were not well defined).

s



Furthermore, there would be little or no interference in
private decision-making by bureaucrats; nor would there be
proprietary issues.

On the other hand, the kind of incentives that would sub-
stantially increase industrial R&D throughout the economy
would subsidize not only incremental R&D but also ongoing
projects, and the latter would be tantamourit to substitution
of public funds for private funds. Hence, the ratio of the
net increase in private outlays on R&D to the net expenditures
of public funds would be very low, if not nil. Moreover, the
policy would be conducive to fraud, as is probably the case
with all broad policies. At the present time the climate is
against tax credits, especially néw tax credits.

(4) Trade the present tax credit for investment in plant
and equipment (10 percent) for tax credit or
equivalent cash payments for expenditures on
industrial R&D.

The basic rationale for the present tax credit for investment
in plant and equipment is promotion of modernization and
productivity growth. Some careful recent studies have come
to the conclusion, however, that investments in plant and

" egquipment are largely a function of pressure of demand on
geLy

industries' capacity and not of these tax incentives. Con-
sequently, from the overall social policy point of view, the
tax credit for investment in plant and equipment might be
considered as a tool of income redistribution and not a tool
for promoting productivity growth, and hence, growth of
income. Trom this it follows that to the extent the trade

of tax credit for R&D expenditures for tax credit on plant and
equipment would generate more R&D and, hence, growth in
productivity, etc., the trade-off would be beneficial to
society. Moreover, the trade-off would not require additional
tax expenditures for the purpose. ~

However, in an inflationary economy, tax credit for expend-
itures on plant and equipment helps to counteract antiquated
rates of depreciation and, therefore, the poclicy might socially
be equitable even though formally it might look as if it were
a tool of income redistribution. Thus considered, both sets
of tax incentives might be necessary. However, as things are
now, it seems rather ridiculous to use the excuse of social
desire to improve productivity to essentially offset the
adverse impact of inflation. The trade-off would most
probably be also opposed by the business community, especially
non-technology-intensive industries; macroeconomists; and,
perhaps, even quite a few people in the Government.

{
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(5) Provide new tax credits or equivalent cash payments
(to those having no tax burden) for incremental
(e.g., above the level of the most recent 3-year
average) industrial R&D.

The policy would be economy-wide, and would undoubtedly
increase the private outlays on R&D (the size of which would
depend on the size of the tax credit or equivalent cash
payment); there would be little or no substitution of public
funds for private funds; and the ratio of the net increase in
the private outlays to the expenditures of public funds would
most likely be relatively high. Moreover, the program would
be relatively easy to administer and there would be little

or no growth of bureaucracy and little or no interference in
?rivate decision-making. Nor would there be any proprietary
issues. C

On the other hand, the policy would appear to penalize com-

panies presently doing appreciable R&D. (However,if a 3-year

moving average were accepted as a base for a given year's

credit, the discrimination favoring firms which had not done

much R&D in the past would disappear over time.) Moreover,

the policy would be conducive to usual types of fraud.

Again, at the present time the climate is agalnst tax credits,

especially new tax credit. . :

(6) Provide new tax credits or eguivalent cash payments
(to those having no tax burden) for incremental R&D
in chemicals and capital goods industries.

This policy would increase the private outlays on R&D (the
size would depend on the size of the incentive) in the
industries whose output has traditionally been most conducive
to domestic productivity growth and favorable foreign trade
performance for the economy at large; there would be little ox
no substitution of public funds for private funds; and the
ratio of the net increase in the private outlays to the
expenditures of public funds would most probably be high,.

The program would be relatively easy to administer and there
would be little or no growth of bureaucracy. Moreover, there
would be little or no interference in private decision-making,
nor would there be proprietary issues.

On the other hand, the policy would appear to penalize com-
panies presently doing appreciable R&D. (However, if a 3-
year moving average were accepted as a base for a given year's
credit, the discrimination favoring firms which had not done
much R&D in the past would disappear over time.) 1In addition,
the policy would be conducive to usual types of fraud, and

at the present time the climate is. against tax credits,
especially new tax credit,

w— -



Notwithstanding all cons and problems,either option (4)

-- trade the present tax credit for investment in plant and
equipment for credit for industrial R&D, or option (5) ~-
provide new tax credits or equivalent cash payments for
incremental industrial R&D, merit serious consideration.



EDUCATIONAL PUBLICATIONS

Issue: There is lacking a systematic effort to generate and
distribute publications to inform the general public
about the consequences of major technological
developments and decisions.

Background and Analysis:

An informed and sophisticated electorate is essential to the

best use of technology in a technology-intensive society. The
responsibility of the Govermment to inform the public about
anticipated consequences of governmental actions is well
established. It has been argued that the Government has a
responsibility to inform the public about consequences of any
anticipated changes, whether due to Government action, technology,
natural forces, or any other factor. Almost every U.S. department
and agency has now in effect public information policies and
operations which seek to inform the public. Some of the outputs
have been outstandingly effective, and warmly welcomed. Recent
NBS educational publications on energy conservation are one
example. Many USDA consumer pamphlets are also effective. Under
a more formal approach, the whole NBS standards program, including
physical standards and "paper' standards, is a means for ﬂdvanCLHg
public understanding of technology.

These efforts involve comparatively unambiguous issues. For many
other technological changes the issues are complex and many-
valued and a suitable educational program would be most difficult
to present. The other side of the coin is that a significant
fraction of the public is both unwilling and unable to comprehend
the whole picture.

There is no question of the need to take -- and continue -- action
along these lines.

Possible actions:

(a) Continue present system under which individual Federal
agencies prepare and distribute educational publications
whenever they see a need to inform individuals about
technological changes.

Some examples show that the present approach can be effective.
Moreover, no new organizational structure would be required, and
there would be no additional demand on budgets.

On the other hand, many present publications are ineffective.
Technological problems are too complex to present in a haphazard
fashion, with the outputs of some. agencies contradicting the
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outputs of others. At present, many technological changes are not
properly handled, and effective use is not made of TV and other
media.

(b) Increase agency efforts for education and provide a
central coordinating office.

A coordinated approach could have a greater educational impact,
with fewer important issues being inadvertently neglected. This
would, however, require budget increases, and coordinating offices
without management and budgetary authority are seldom effective.

(¢) Reduce Government effort, and assume the task would be
taken over by private publishers who are better at
promoting sales of publications.

This approach utilizes the skills of the private sector, and
reduces Government manpower and budget requirements.

However, it is likely that only 'best seller' issues would receive
attention and coverage would be wvery haphazard. It would be easy
for partisan viewpoints to prevail.



CREDIBILITY OF SCIENTIFIC INFORMATION

Issue: How should procedures be improved by vhich scientific
information and (often disputed) interpretations,
relevant to controversial governmental decisions,
are placed before policy makers and the general public.

Background and Analysis: Many policy decisions of national

(and iInternational) importance rely in considerable part on
sophisticated scientific data and their interpretation. Neither
decision makers nor the interested public can readily judge the
reliability and objectivity of such information, especially when
scientists disagree over the validity and significance of the
available data. Recent instances include the issues of: safety ;
of nuclear power; effectiveness of proposed ABM defense systems;
possible threats to the "atmospheric shield" by SST's and aerosol
sprays; and a host of other complex problems.

Such information and interpretations are made available today
mainly through (a) publication and discussion in scientific
journals, (b) reports by advisory panels or task forces of tech-
nical experts, and (c) presentations in public forums, such as
Congressional hearings and meetings of the National Academies
and professional societies. Significant shortcomings have ":een
widely noted: rhetoric and emotionalism displace scientific
objectivity; opposing experts fail to confront each others'
arguments; implicit assumptions and "mind-sets" go unexplicated.
Informed decision-making is impeded. Eloquent descriptions of
the deficiencies, and tentative prescriptions of remedies, have
come from industry, academia, and government itself. To cite
Senator Jackson: ''One often wishes that advisers with different
points of view would confront each other directly and in public
so that hidden or unstated assumptions could be revealed and the
different modes of analysis explored.™

Possible actions:

(a) Continue working with OSTP to institute a '"'science court,"”
in which impartial experts would examine data and direct
adversary argumentation, vielding an assessment of the
eredibility of scientific information (separated from
value judgments) bearing on major national issues.

This approach would provide an inexpensive and efficient means to
clarify the scientific facts and uncertainties, clearing the way

for more rapid adoption of valuable technological innovations and
rejection of harmful ones.

On the other hand, it could not compensate for gaps in relev:nt
data, mig-: unduly expand the influence of Science's "seniox
elite," and could find troublesome the identification and - .



extraction of "the scientific component'" cf heated public
issues,

(b) Adopt (a) on an experimental time-limited basis.

A science court experiment would permit a flexible exploratory
approach to the evolvement of a new institution with a most
difficult role. :

However, a '"likely to be transient' Court might not command the

same commitment and dedication from participants.

(c) Work through existing institutions (professional
societies, universities) to better sensitize and
train scientists concerning maintenance of objectivity

and integrity as "expert witnesses' on controversial
issues,

This approach would avoid the radical step of introducing a
Science Court. '

Its necessarily slow pace and its continuing reliance on ability
to maintain objectivity under stress mark it as a worthwhile
supplement to (a) or (b) rather than a substitute.



**INNOVATION INFORMATION FOR STATE AND LOCAL GOVERNMENTS:

Issue: There is need for an innovation information system

serving state and local governments.

Background and Analysis:

Serving the technological and other innovation needs of state
and local govermments is seriously hampered by the lack of an

~effective information system serving that sector. The sheer

number of state and local governments - 38,000 receive revenue

.sharing funds - makes an information delivery system difficult.

Employment in this sector increased 165 percent from 1950 to 1973,
and productivity has not significantly improved.

Since productivity increases in state and local governments will

‘be closely related to capital goods, purchases and investments

(e.g., computers, telecommunication devices, trucks), U.S. in-
dustry has a large stake. There is yet, however, no coordinated
governmental program to bring the full Federal, state and local
governmental resources to bear on the needs of state and local
governments. : -

‘The situation is analogous to the pre-1965 situation in U.S.
‘education. There were large Federal educational laboratories

spending hundreds of millions on applied research and 20,000
school districts untouched by the research results, but receiving
several billions of dollars for support of traditional practices.
There was no mechanism for rapidly bridging the gap between
research and practice; education was a non-technology sector.

A solution in education was the establishment by the Office of
Education of an educational innovation information system (ERIC).
This system is like other Federal mission-oriented information
systems; it collects, organizes, and supplies copies of publi-
cations relevant to educational innovation.

Other branches of state and local governments have also suddenly
been thrust into a situation in which innovation is necessary,

but they lack an integrated information system serving their neads.
They also have a great neced for applied research focused on their
problems, and the President has repeatedly stressed the need to
integrate this requirement into Federal R&D programs. An inte-

.grated information system would assist in collecting and organizing

research needs of state and local governments.

Presently, the Federal Government has several scattered small

pilot programs in these areas. A Federal Laboratories Consortium
with 70 member laboratories operates in a semi-official way to
assist state and local governments to become more capable of
utilizing technology, and to have their needs Lor technology better

-
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addressed by the Federal R&D program. NSF/RANN's Inter-
governmental Science program has supported, through Public
Technology, Inc., demonstration projects in 27 cities; the Council
of State Governments and National Conference of State Legis- '
lators also have supported demonstration projects.

Possible actions:.

(a) Create an information clearinghouse to collect, organize,
and disseminate technological innovation information for
state and local governments.

.

Although this action would be a positive response to the policy

_statements listed above, it would require a small additional staff

to manage the program, and considerable (ca. $1/2 million) money
to develop the nationwide collection apparatus, to pay for the
organization and promotion of the information, and to underwrite

(b) Consolidate the existing field demonstration Federal
programs into a single continuing Federal program.

This possible action would recognize the continuing need for

referral, interpretive, stimulative, and demonstration services
in order to obtain the desired innovation in state and local

governments. This sector is similar to agriculture {especially

in earlier times) and education in its fragmentation, sensitivity
to influences (sometimes capricious) beyond its control, and
general unawareness of the possibilities offered by technological
innovation. It will probably require a continuing Federal program
for 10 to 20 years or more to incubate the essential re-orientation
of state and local governments.

(c) Propose establishing a policy-making responsibility for
effective transfer of Federally developed technology to
state and local governments within the new Qffice of
Science and Technology Policy.

This Office should work with the private sector, state and

local governments and Federal Government organizations in
identifying the most effective transfer mechanisms and with
Federal policy-making bodies such as the QOffice of Management
and Budget and the Civil Service Commission in planning for
and implementing the funding and staffing regquirements of an
effective program.

!

!
i

.the initial use of the clearinghouse by state and local governments.
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A broad palicy plus resources to implement this policy will be
required to make significant impact in a reasonable time.
Involvement of the state and local as well as private sector in
the planning will assure the support of reasonable transfer

- mechanisms,

On the other hand, OSTP is not an operating agency; to date policy

level action has not been followed up by problem solving.

(d) Provide categorical grants to the States to aid them
in developing internal means to express their tech-
nological needs and work toward meeting them, drawing
on any resources available.

Since problems often involve much more than the technological
component in their solution, individuals close to the need will
be most effective in providing an affordable solution.

Hoﬁever, lack of understanding of the Federal system and
specialized interests of state and local employees will make it
difficult to maintain a broad network of technology transfer
agents.

Options (a)-(d) could all benefit from broad Federal support for
technology transfer provided, e.g., by mandating that each

agency creating significant technological output should place

at least a fixed fraction of their manpower in the dissemination
activities serving state and local governments; and by supporting
the establishment of training opportunities £for technology
transfer agents in Federal organizations.



**CONSUMER TECHNOLOGY INFORMATION SERVICES

Issue: Insufficient information on consumer products and
services results in extensive economic loss.

Background and Analysis: Consumer problems with products and
product servicing are costly -~ products are discarded pre-
maturely, materials are wasted, much time and resources are
devoted to resolving consumer complaints, sales are lost, and
consumers are unable to make the rational choices necessary
to maximize satisfaction from limited incomes.

A recent study has indicated that Americans find something
wrong with 28 percent of their purchases of goods and services;
of these they complain about 33 percent; of the latter only

57 percent result eventually in consumer satisfaction.

Pogsible Actions:

(a) Expand the Departmental effort to provide consumer
information services on product performance and
product servicing, and to increase the Department's:
consumer technical education focus.

Such an expanded effort would consist of three interrelated
technical facets -~ provision of product performance information,
provision of product servicing information (such as for auto-
motive and TV repair), and an increased education focus for
consumers, retailers, servicing personnel, and manufacturers

in order to promote more efficient consumer purchasing

decisions based on sound technology. Much technical expertise
to conduct this effort exists in the Department, especially

in the Office of Product Standards and the National Bureau of
Standards.

This comprehensive and coordinated national consumer services
effort should reduce consumer financial loss and dissatisfaction,
facilitate product and servicing investment decisions, stimulate
competition and sales based on quality and price, reduce
manufacturer liability insurance costs, and reduce State and
local expenditures now required to process consumer complaints,

There are, however, technological and other limitations to
such an effort, For example, some products may have so many
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significant performance characteristics that selection for
labeling purposes may result in uneconomic allocation of
productive resources. Additional resources would also be
required for effective implementation. 1In addition, the
cooperation needed from the private sector cannot be taken
for granted. Cooperation by other agencies should also be
sought,

On the other hand, resolution of the consumer information
problem is unlikely to occur in the absence of a comprehensive,
coordinated attack. The Federal Government is in the unique
position of being able to serve the interests of all Americans;
that is, all those who are impacted by the problem -- consumers,
manufacturers, distributors and retailers, even State and local
government. The fact that the benefits of the program will

be disaggregated extensively among consumers and business also
calls for a Federally coordinated effort.

(b) Proceed with existing efforts supplemented by the
proposed National Voluntary Consumer Product
Information Labeling Program,

In this case, no special DoC effort would be made to develop

an effective program to provide information on product servicing
or provide the extensive education focus found in (a) above.
This more restricted approach would probably have a lower
benefit-cost ratio because unlike in (a) there would be a

lower tendency for individual, yet related projects, to
reinforce each other, and a smaller opportunity to eliminate
wasteful conflicts and overlapping. It would, however, not
require as much resource expenditure as in (a) above.



STANDARDS GENERATION

Issue: Lack of a clear cut, national standards policy inhibits
economic growth and the public interest.

Background and Analysis: The first problem identified in the
1974 report on Voluntary Industrial Standards in the United
States by the House Committee on Science and Astronautics
was ''the lack of a national policy for domestic and inter-
national standardization.”

The proposed Voluntary Standards and Certification Act of 1976
(S.3555) contained the following findings, inter alia:

Section 3(9) "The procedures for promulgating standards,
for accepting products for testing, inspection, and
certification, and for insuring aggrieved parties due
process are inadequate and vary from organization or
organization."

Section 3(12) "Built-in safeguards to protect consumers
- and tc eliminate restraint of trade problems inherent

in the standardization process are lacking."

Section 3(13) ''The lack of a uniform policy with respect
to domestic standardization policies has impeded the
effectiveness of the U.S. participation in international
standardization activities, which may have far-reaching
consequences on balance of trade and balance of payments.'
In a recent draft of a proposed study on this subject, ANSIT
(American National Standards Institute) states that: 'we

have no national policy with regard to standards and certi-
fication, no official government policy or position and only
limited means of developing a cooperative government-private
program to work effectively on behalf of U.S, international

(and national) trade and commercial interests,' and further

that 'while there has been a government presence, organizational
mechanisms and procedures are seldom adequate to accommodate

a vastly increased and influential role for government.

Included within the general problem and as a manifestation of
it is the lack of a clear commitment to develop and use
performance~type standards whenever these may appropriately
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be substituted for certain standards of design, materials, or
methods of manufacture which impede technological innovation.

Possible Actions:

(a) Support the purpose of Title I (National Standard-
ization) of the Voluntary Standardization and
Certification Act (S.3555), but with certain
modifications.

It is likely that S. 3555 will be reintroduced next year with some
modifications. Title I provides for the development of a uniform
national standardization system for all standards and certification
activities undertaken by the private sector. 1In hearings on

this Bill on June 21, 1976 the Department of Commerce indicated
support for the overall purpose of Title I =- to assure that

the public interest will be protected and due process observed

in the voluntary standards activities carried out by the private
sector. However, the Department expressed its concern about

the rigorous regulatory framework of the Bill and its awkward
procedures. ‘In addition, the Interagency Committee on Standards
Policy (chaired by Commerce) has.prepared guidelines for the '
participation by Federal agencies in private sector standards
activities. It is anticipated that OMB will publish these
guidelines in an OMB Circular, shortly. While these guidelines
are not a substitute for Title I of S$.3555, they are consistent
with its objectives. Available information indicates that the
private sector standards community is strongly opposed to

S.3555.

(b) Support the American National Standards Institute
) (ANSI) in applying for a Federal Charter.

The granting of a Federal charter would symbolically establish

“ANSI as the U.S. standards body for domestic coordination of

voluntary private sector standards development, for interaction
with the Federal Government on standards policy matters, and

for U.S. representation in non-treaty international standards-
making organizations. This should result in significant benefits -~
a strengthened and more responsive U.S. standards system due to
coordination of national private sector efforts, improved

potential for ANSI to attract increased financial support

from the private and governmental sectors, and increased ANSI
influence in international, non-treaty standards organizatioms.



ANSI attempted earlier to obtain a Federal charter but failed
because, it is reported, the House Judiciary Committee had
ceased issuing charters pending the development of criteria
for qualification. Such criteria have since been published
(19269) but only a very few charters have been issued since
then. A possible drawback to this course of action is that
since charters are issued through the legislative process and
because of possible opposition from consumer and antitrust
groups, the charter application could become the focal point
of legislative efforts to impose rigorous regulatory require-~
ments on the voluntary consensus standards-setting system such
as certain objectionable provisions in S$.3555.

(c) Prepare new legislation to establish a national
policy for maximizing effectiveness of the American
standards effort, particularly that of the voluntary
standards-setting community.

This approach contains at least three advantages over the
charter approach in (b) above, namely the: (1) greater
opportunity for appropriate Federal funding of priority

standards projects, (2) greater opportunity to strengthén the
national standards system by providing a solid basis for closer
cooperation between the public and private sector and for the
government to supply appropriate guidance as this system
develops, and (3) opportunity to cover related standards matters,
such as the assurance of due process.

In preparing such legislation the Department would work with

key private sector standards interests in order to arrive at a
mutually satisfactory resolution of important issues, and
thereby maximize the efforts of the private sector in the public
interest. The Commerce Bill could be proposed as an alternative

“to S$.3555, or constitute the basis for suggested modifications

to such a bill,

(d) Continue through the Interagency Committee on Standards
Policy (ICSP) to promote interagency cooperation and
coordination with the private sector.

Substantial progress on this front has been made since this
Committee was reestablished about a year and a half ago. This
Committee provides the only active Federal Government forum to

exchange information on U.S. standards policy and make govern-

ment~wide policy recommendations. No significant disadvantages



have been identified for this Committee's continuance. It

could also prove especially useful should S.3555 be reintroduced;
in fact, Section 209(a) of this Bill provides for the estab-
lishment of an interagency committee on international standard-
ization policy to assist the Secretary of Commerce in his
responsibilities under Title II (International Standardization).

(e) Plan jointly with the private sector standards
community (possibly through the ICSP) to identify
present needs and their possible resolution.

Such an approach has the obvious advantages and disadvantages

of any joint private sector/government undertaking. The
principal advantage would be the possibility of arriving at
mutually agreed solutions and recommendations; the principal
disadvantage may be that the recommended solutions lack authority
or are too weak. The standards community would probably be
favorable to the approach at this time. An earlier effort of
this nature produced a useful report -- the so-called LaQue
Report of 1965 (technically, the report of the ad hoc Panel on
Engineering and Commodity Standards).



FUNDING O COMMERICALIZATION OF SELECTED GOVERNMENT INVENTIONS

Issue: Most government inventions are not commercialized, and.
much government R&D is not exploited for patentable
inventions.

Background and Analysis: Although the U.S. Government funded
roughly $10 billion of R&D in 1975 which might have resulted

in Government-owned inventions, only 1600 patents actually
issued. This contrasts with the 35,000 patents issued to U.S.
industry for an R&D expenditure of $15.3 billion. The conclusion
can be drawn that inventions-~the tangible expression of an
innovative idea--are not a high priority in U.S. Government R&D.,

Furthermore, other than in U.S. Government procurement, there

are relatively few commercial uses made of Government inventions.
A partial reason for the lack of commercialization is simple

lack of awareness on the part of potential users of the invention;
a year-old NTIS newsletter, seminar, and exhibits program has
multiplied several-fold the awareness level, and will continue.
Another reason is the presumed complexity and uncertainty of
getting a license to exploit the invention; the Government

Patent Policy Committee is sponsoring a new patent bill which
will alleviate the problem. :

Perhaps the major reason so few patents issue from U.S. Govern-
ment funded R&D is that Government inventions are usually not
developed sufficiently to allow a reasonable assessment of
commercial potential. Most inventions thus remain in the idea

or bench~scale stage. Even those inventions which are fully

- developed for one purpose (e.g., a new missile guidance system)
are usually left undeveloped for other possible applications
(e.g., vehicle traffic control). Yet the history of technology
has many instances where an invention first applied in one field
reaches its maximum potential in another field, frequently after
considerable time has elapsed (e.g., although the same technology
is used for ice-making and space cooling, ice-making had far less
impact on U.S. economic development than has airconditioning).

Possible Actions:

(a) Continue present NTIS program alerting potential users
to existence of USA inventions.



This program is now nearly self-sustaining, except for the costs
of collecting and organizing the information about U.S. Govern-
ment inventions. Federal R&D agencies report a marked upsurge
in their patent licensing activity as a result.

The program does require 8 people, however, and has a limited
potential because of the undeveloped state of most U,S. Govern-
ment inventions.

(b) Fund the commercialization of U.S. Government
inventions. '

This action would embrace two somewhat different functions: ‘
developing the invention to a prototype stage, where commercial
potential could be assessed with reasonable risks; and further
promoting its commercialization by sharing start-up costs with

the commercial exploiter,.

Major disadvantages to this action, other than the money and
staff to administer it are:

~ the deep-rooted suspicious and ''you go your way; I'1ll
go mine' attitudes between Govermment and industry;

- The dogma that inventions resulting from U.S. Govern~
ment R&D should be public property, regardless of
whether this actually results in non~use; and

- the administrative requirements in managing such a
program, which would be similar in size and scope to
. the largest of private U.S. R&D enterprises.
However, the DoC has been directed by the President to develop
plans for more aggressive exploitation of U.S. Government
inventions, and actions similar to this proposal are becoming
routine governmental functions in other nations.

A Government-sponsored invention development and licensing
function is performed in every other industrialized nation, and
in many of the semi~industrialized nations (e.g., Mexico). The
organization performing this function usually obtains proprietary
rights to inventions arising out of Government-funded labora-
tories and frequently assists in the development of privately



sponsored inventions, with a sharing of rights. These nations
have set up independent corporations. for this purpose because
R&D performers usually give this function little or no
attention, and the need for management flexibility in a
commercial sense.

A variety of financing arrangements are used to support the
development of inventions; including grants, loans, grants
convertible to loans in the event of successful projects, and

loans convertible to grants in the event of unsuccessful projects.
proj

-

Such organizations have been successful. Some of them have
been very successful, such as ANVAR of France, and its counter-
part in Australia. ANVAR consummated nearly as many royalty
bearing licenses in 1975 (many in the U.S.) as all U.S. Govern-
ment agencies did without royalty, and was completely self-
sustaining. The Research Development Corp. of Japan, a newer
organization, was 2/3 self-sustaining on a budget of $10
million, The first of all these agencies, the NRDC (UK)

continues to have a record of success

P



*STIMULATION OF INNOVATION THROUGH FEDERAL PROCUREMENT POLICY

Issue: Federal procurement peolicy in its present form does
not stimulate technological innovation.

Background and Analysis: Present procurement policy, as outlined
in the Federal procurement regulations, favors procurements made
with maximum competition, using Federal specifications, and the
avarding of contracts to the low acquisition price bidder.

While these principles are designed to insure that Federal
procurements will be made in an open, fair, and honest manner,
-they tend to result in the purchasing of products with the

lowest common denominator with respect to technology. On the
other hand, use of procurement incentives such as life cycle
costing and performance specifications, while departing from

the normal policies of procurement, can at the same time satisfy
the requirements of fair, open and honest procurement and provide
incentives to suppliers to bring technological innovation to
Government and commercial markets.

Possible Actions:

(a) Rely on ETIP experimentation with Federal procurement
policy to foster policies favorable for innovation.

The procurement experiments of ETIP have demonstrated the
possibility of cost-effective modifications in the procurement
activities of specifications, and life cycle costing, and it is
planned that future experiments should be in the area of value
incentive provisions. The ETIP experimentation mode of working
closely with various agencies is an effective means of
introducing new procurement concepts to the agencies.

On the other hand, the experiments are limited in size and
scope and may not be the fastest means of implementing
innovation~stimulating procurement practices throughout the
Government.

(b) Make creation and diffusion of innovations a more
prominent objective to all Federal procurement policy.

Over the long run, this policy might have a high social benefit/
cost ratio,

PR



It would probably meet with opposition from beneficiaries of
the present policy. Before mandating a Government-wide policy,

it would be wise to determine through experimentation the best
procedures to follow.



FEDEFAL PATENT POLICY

Issue: The great varicty of existing Federal patent policies
with their emphasis on Government ownership of inven-
tions is a hindrance to the development and transfer
of technology developed with Government funds.

Background and Analysis: Presently, there are more than a
score cf statutory policies for handling the proprietary
rights on inventions arising from Government-funded R&D.

Most of these policies mandate Faderal ovwe*snlp of the
inventions. The great variety of policies is confusing to
would-be contractors, and the emphasms on Government ownership
dissuades some well qualified companies from Laklng Govern-
ment contracts.

A bill has besen drafted which would establish for the first
time a uniform Federal policy on patentable technology and
other intellectual property resulting from Federally-
speonsored research and development. The draft bill estab-
lishes policies for (1) the allocation of rights to all
inventions (contractor and Federal employee) which result
from Federal R&D programs, (2) protecLlon of these invention
rights through domestic and ;orewgn patenting, and (3) '
licensing and commercialization of the patented and related
technology. The bill provides for contractors to retain
ownership of inventions resulting from Federally-sponscred
research where they have sufficient interest to seek patent
protection and declare an intent to commercialize the
invention. The public interest is protected by reserving
strong march-in rights to the Government. Enactment of the
draft bill would repeal, amend, or abolish the numerous exist-
ing dlfferlng legislative and Presidential Federal patent
pelicies, and permit maximum utilization of the technology
resulting from current Federal R&D annual expenditures of
approximately $20 billion.

The draft bill, prepared by the Government Patent Policy
Committee of the Federal Council on Science and Technology,
has been circulated by OMB to the Executive Departments and
Agencies for official comment. Upon receipt of the comments,
they have and will be accommodated, as appropriate.

Possible Actions:

{(a) Introduce the draft bill during the first session
of the 95th Congress.



The overwvhelming majority of policy level officials, botr
Presidential-appointees and career, now agree with the
propesed bill. It is especcially noteworthy that the
Department of Justice had indicated no objections to the
bill, overturning a longstanding policy position set forth
in the 1947 Report of the Attorney General, at the GPPC
level but did do so at the QB clearance.

{b) Take no action.

The chances are increasing that the House Cormittee on
Science and Technology, which held hearings on this subject
during the closing days of the last séssion, will itself
sponsor legislation in this area, thereby reducing the
Executive Branch's influence on the content of patent
policy. :



MODIFICATION OF ANTITRUST LAWS TO PERMIT COOPERATIVE R&D

Issue: Would cobperative R&D leading to socially useful
technological innovation occur if antitrust laws were
modified?

Background and Analysis: High risks and large investments are
involved in the development of many new energy, materials,
environmental control and other sophisticated civilian technol-
ogies, This has lead to the desirability of industry~government
and multi-company cooperative research and development programs.
However, companies are reluctant to engage in these cooperative
efforts because of their perception of the Government's anti-
trust posture. U.S. companies are placed at a disadvantage in
both the domestic and international markets with respect to
foreign companies whose governments encourage and participate
in joint R&D undertakings.

Present antitrust opinion frowns on cooperative R&D among
competing firms because it is construed as a form of collusive
behavior tending to restrain competition. Antitrust action

~tends to modify the structure of industry (i.e., reduce econoumic

concentration through vertical or horizontal mergers). Studies
by Kamien and Schwarts have shown a generally weak relationship
between market concentration in an industry and the rate of
innovation.

Studies by Nelson, Freeman, and Scherer indicate that firms
gain from cooperative R&D in trade associations which do basic
or exploratory research. Research leading to specific products
is avoided both because of fear of antitrust action and because
of a desire to compete with differentiated products.

Possible Actions:

(a) Request ETIP in cooperation with the Justice Department
to conduct experiments and studies which demonstrate the
effect of antitrust law relaxation on cooperative R&D
leading to socially desired innovation.

ETIP now has a related project (not involving antitrust law
relaxation) to demonstrate the effectiveness of group action
in R&D to develop flame retardant treatment for fabrics. The



experiments and studies could address the problem of how best
to relax antitrust laws so as to encourage additional R&D
while preserving the stimulus of competition.

(b) Introduce legislation to relax antitrust restrictions
on R&D cooperation by small firms but not large firms.

It is appropriate to focus on small firms since they cannot
individually devote the necessary resources to carry out high
risk, high cost projects. Problems here include the monitoring
of firms to insure that qualified firms are not engaged in anti-
competitive R&D.



*MODIFICATION OF REGULATORY INHIBITIONS ON INKOVATION

Issue: Can one determine how to modify existing regulations
in a way that will provide incentives for technological

innovation:

Background and Analysis: Very little attention is being devoted,
either legislatively or administratively, to modifying the
existing regulatory structure in a way which would improve the
climate for beneficial technological change. There is a need
to develop predictive methodologies which would permit the
determination of adverse consequences in advance of the
promulgation of regulations. The data base on regulatory

impact has not been sufficient to provide clear directions to
regulatory reformers. Recent studies indicate that some reform

. 1deas may not be well founded, and also that some conventional

wisdom may be more myth than fact. (See, for example, the
forthcoming report for ETIP, Analysis of the Dynamics Underlying
Regulatory Chages having a Significant Effect on Innovation,
Charles River Associates). Fortunately, both the Administration
and the leading Congressional reform bills call for a timetable
specifying data gathering leading to regulatory changes by 1380,
Hence, it is critical that more objective information be gauhered
and analyzed as soon as possible. To some extent, knowledge
about the process of regulatory modification and the resulting
impact can only come thlouOh experimentation with careful

evaluation,

Possible Actions:

(2) Under OSTP leadership, recommend modifications to!those
regulations and existing Policies of reoulatory
agencies which inhibit innovation.

Specifically:

1. Encourage further selected, intensive studies on

regulatory impact such as the Council on Wage and
Price Stability, Productivity Commission sponsored
work on the steel industry.

2, Conduect comprechensive study reviews of general
regulatory impact, at least to ascertain the extent
to which current literature is accurate.



3. Design and implement regulatory policy experiments
through ETIP and other sources in as many regulatory
areas as are feasible, keeping in mind the need to
fashion a general change model. '

4. 1Integrate and coordinate current government and
private sector regulatory reform efforts.

These actions could provide large benefits to society at large
at little cost. Studies and experiments are called for since
it is not known conclusively whether regulations on the whole
have had a net positive or negative effect on innovation. It
would be instructive to identify the characteristics of
regulations and the regulatory process which have been found
to be beneficial, to serve as a guide for future action. OSTP
could draw on the resources of several agencies, and would be
in a position to bring the recommendations to the attention of
high-level policy-makers.

On the other hand, there would probably be opposition by
affected interest groups. Most regulatory policy changes
would require Congressional approval. Some would claim that
enough is known about the shortcomings of regulations and the
regulatory process now that remedial actions could be taken
without the need for additional studies.
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**TREASURY INITIATIVES FOR NEW TECHNICAL ENTERPRISES
' INDIRECT FINANCIAL AID

Issue: The number of innovative technology-based companies
that have started recently is much less than a few
years ago. '

Background and Analysis: 1In 1972, there were over 400 small-
company public issues of which approximately a quarter were for
small technical companies. New small-technical-company issues
(for companies with net worth of less than $5 million) amounted

to $349 million in 1969, $6 million in 1974, $10 million in 1975,
and -- with the improvement in the stock market -- $15 million

in the first two months of 1976. Some of the decrease may be due
to the two recessions since 1969; the reduced procurement by DoD
and NASA for products embodying advanced technology; and the
fundamental problems of inflation and capital shortages. What-
ever the reasons for the decrease, it must be of uppermost concern
because small technical enterprises have traditionally been the
source of innovative and competitive vigor of the economy on both
the domestic and international fronts. Rise of small and
successful technical enterprises is also a very important part of
the "American opportunity image' which is of great socio-political
value to our system. '

Several possible options exist for stimulating the formation of
new technology enterprises.

Possible action: The Department through ETIP should conduct
studies with the Department of Treasury and the Securities and
Exchange Commission, and make recommendations to the President

one year after initiation of the studies on the following possible
measures:

(a) The Federal Government provides guarantees for up to 50
percent of loans granted by SBIC's or other financial
institutions to new technology-based enterprises.

This type of policy is in wide use abroad, especially in
Japan. Though a recent study for NBS/ETIP by the Charles
River Associates argues that our small, technology-based
firms currently depend almost entirely on equity as a source
of funds, there is no reason to believe that they would not
change their pattern of financing if the availability of
loan funds were improved.

(b) Provide more generous capital gains tax treatment to
new technical enterprises.

Preferential tax treatment can be justified if it can be
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determined that structural changes in investment conditions
have caused a relatively greater increase in the levels of
risk associated with investments in small technology-based
firms. The Morse Report for DoC/CTAB makes this assertion.
The question is, however, whether this policy would generate
sufficiently large funds to make the difference or some other
policy, such as reduction of the enterprises taxes, would

do this better. The Charles River study for NBS/ETIP, esti-
mated through a sensitivity analysis that a 10 percent re-
duction in the capital gains tax would, at most, increase
the flow of venture capital by 10 percent. This could mean
additional financing for only about 25 additional firms

per year.

(c) Allow Small Business Investment Corporations to be
incorvorated under Subchapter S or to be organized
as partnerships so losses can be taken at the indi-
vidual level.

This measure would undoubtedly promote SBIC investment in
new technical enterprises, but also lead to some speculative
excesses. Co
{(8) Provide for greater ligquidity cof small technical
enterprises by (1) broadening SEC Rule 144 or 237
to allow a larger fraction of securities held to be
sold in each six-month period, (2) SEC allowing the
marketing of unregistered stock on a less restrictive
basis, and (3) IRS allowing "good will" to be written
off in merger accounting before tax rather than
after tax.

Reduced liquidity prevents the venture capitalist from turning
over his portfolio of small firms at an optimum rate, whether
the objective is to maximize a profit or minimize a loss.

The constraint on the liquidity of an equity investment (the
only type of investment which is relevant for small tech-
nology-based firms) results from SEC Rule 144. This rule

was instituted to protect investors from unstable '"new issues"
markets. It is ironic that reduced liquidity can itself be

a destabilizing force.



It is not clear that this action would permit increased
liquidity and at the same time maintain protection of
investors. Indeed, the policy might be conducive to a large
incidence of issuance of fraudulent securities and/or
artificial inflation of net worth of speculative enterprises --
exactly the kind of phenomena which the SEC and IRS regu-
lations in question are intended to prevent.

(e) Provide for more favorable stock option incentives
to founders and key personnel of new technical enter-
prises by (1) increasing the qualified options time
from the current five to ten years, and (2) post-
poning the tax on income derived from the exercise of
nonqualified options until the shares have been sold
rather than paying the tax at the time the option
is exercised.

A serious shortage of capital has been experienced by indi-
viduals and organizations looking for seed money or ''start
up" capital. Due to inflation and increased regulation,
start-ups require more money that was needed five to eight
years ago. It is therefore even more important today than

- in the past to provide strong incentives for starting up new
technical entexprises. .

Though it is not clear that more liberal founder stock
options providing longer term equity investments won't
dilute the expected rate of return for other investors,
especially venture capitalists, the option probably merits
serious consideration.

(£) IRS to make investments in new technology-based
enterprises (by individuals, institutions and
corporate entities) tax deductible until the
investments are sold, analogous to certain real
estate transactions.

This would greatly reduce the risk of the investments and,
hence, greatly increase the flow of investible funds into
such ventures. .

However, the policy would entirely remove '"dollar control'
of the quality of the enterprises to be created, since all
failures would be paid for by the taxpayer.

(g) IRS to provide for a graduated corporate income tax
rate structure to benefit new technology-based
enterprises. .



This policy would facilitate internal generation of liquid
funds at the time when the attraction of outside capital
needed for expansion is most difficult. Moreover, the policy
would be consistent with the overall philosophy of U.S.
society underlying the '"progressive'" income tax structure.

The foregoing analysis suggests that the most promising
options for the purpose are (a), (e) and (g).



INTERNATLONAL STANDARDS

Issue: U.S. trade interests are likely to suffer unless U.S.
is effective in development of international standards.

Background and Analysis: The rapid growth of technology has
resulted in the proliferation of foreign national standards which
may form technical barriers to international trade of U.S. products.
For example, different standards for sweep and timing in TV
receivers require costly modification of U.S.-made TV's before

they can be sold in Europe; hence, U.S. exports of TV's to

Europe are negligible, '

The development of international standards to reduce the incidence
of standards-related trade barriers is accelerating, yet there is

a need for at least 10,000 more such standards. The increasing
likelihood of national adoption of these international standards
could prove troublesome for U.S. export (and import) interests if
such standards are incompatible with U.S. standards and engineering
practices. International standards can become referenced in
foreign government regulations and government procurement speci-

fications. The proposed GATT (General Agreement on Tariffs and

Trade) Standards Code would give added impetus to national adoption

of international standards. Their adoption by developing countries

is especially probable. A preliminary study by the National
Bureau of Standards found that 52 percent of U.S. exports are
highly sensitive to product standards.

Our principle trading competitors are devoting considerable
resources to ensuring the compatibility of international standards
with their own engineering practices. The Japanese government
provides 100 percent of the income of the Japanese member of the
principal international standards-writing crganization (the Inter-
national Organization for Standardization); the French Government
provides about 50 percent. The U.S. Government neither
financially supports the U.S. member (the American National
Standards Institute) nor officially recognizes it for this
important responsibility.

Possible actions:

(a) Support Title II (International Standardization) of the
Voluntary Standards and Certification Act of 1976 (S8.3555).

Title II provides a framework to strengthen U.S. effectiveness
in international standardization activities. This bill will
probably be reintroduced next year. 1In testimony on this bill
in June, the Department indicated support for the concept of
Title II but indicated that its provisions should be carefully
analyzed and redrafted to reflect criticisms directed at an
earlier bill (S. 1761, the "International Voluntary

Standards Cooperation Act of 1973") on this -



subject. Continued support of the thrust of Title II, with the
above reservations, is merited. However, the Department should
ensure that such support does not imply agreement with other
provisions of this Bill. Depending upon the eventual content of
Title II, oxr comparable legislation, some opposition from
private sector standards interests may be forthcoming.

Alternatively, if S. 3555 is not reintroduced next session,
the Department could prepare and submit legislation on
international standardization, taking into account past
bills and testimony on the subject, including Title II of
S. 3555.

(b) Propose a joint Federal/private sector study to identify
U.S. needs in the international standards area, assess
existing measures to meet these needs and prepare an
action plan to meet unfulfilled needs.

Gaining the positive cooperation of key private sector standards
interests would be important. This could prove difficult in view
of limited resources in both the Federal and private sectors, and
the possible fear by private sector standards interests that

-such an effort could become a2z forerunner of unwanted Federal

interference in U.S. participation in non-treaty internaticnal
standards organizations. ‘Im any event, the identification of
specific problem areas is a necessary step in an attempt to
strengthen U.S. effectiveness in international standards
activities. The Secretary could c2ll upon the Interagency
Committee on Standards Policy to consider such a study and to
explore its possible implementation with the vprivate sector.



IMPROVED EXPORT CONTROL OF DESIGN
AND MANUFACTURING TECHNOLOGY

Issue: There is no Government Department responsible for the
assessment of foreign technology developments in non-
communist countries. Consequently, present export
controls inadequately protect national security and

~economic interests involwving critical design and
manufacturing technology. '

Background and Analysis: Current policies related to internationzl
technology trade are based upon the dominant U.S. position at the
end of World War II. Because of its significant technological
lead, the U.S. was able to impose restrictions not only on U.S.
exports but also those of our allies to communist countries. The

~export of military equipment and all commercial products capable

of producing military equipment, as well as related technical data,
was prohibited to communist countries.

Although the 1969 revisions of the Export Control Act required
controls to be removed from products available from other foreign
countries, there was no office established to assess technology
developments in non-communist countries in order to determine

what modifications should be made in the U.S. control lists.
Consequently, policies and procedures have continued to concentrate
on the restriction of technological products which are not only
available from foreign countries, but which have little signifi-
cant military value to the USSR. -

This lack of foreign technology assessment also led to the formu-
lation of international trade policy negotiations which did not
adequately provide access to foreign markets for U.S. technologicel
products. Along with misdirected U.S. export promotion guildance,
many U.S. manufacturers had no alternative to the sale or licensing
of their technology in order to gain access to these growing
foreign markets. Additionally, unilateral U.S. export restrictions
on shipment of technological products to communist countries

have increased the pressure on U.S. manufacturers to produce
outside of the U.S. to gain some share of the more rapidly growing
communist markets.

The lack of control over critical design and manufacturing tech-
nology to any foreign destination has reduced the ability of the
U.S. to maintain its technological superiority over the USSR.

The unnecessary restrictions on U.S. exports of .technological
products to communist countries have reduced U.S. employment

in industries which are also facing reduced military requirements.

#



An element in the technology exzport control problem is the
question of whether it is in the long term interest of the United
States to freely export technology, per se, as distinct from the
export of products emobdying technology. It has been alleged
that the export of technology, wer se, to be used in foreign
activities competitive with U.S. activities results in the loss
of U.S. product exports, the worsening of our balance of payments,

and an increase in U.S. unemployment. .

Possible actions:

(a) Establish w1th1n the Office of Science and Technology a
capability for the assessment .of technology develcﬁments
in non-communist countries based upon information avail—
able from government and industry sources.

There are presently various uncoordinated activities by U.S.
military, intelligence and other government agencies related

to the collection of technical information outside of the U.S.
Simultaneously, all U.S. manufacturers actively engaged in export
are continuously assessing foreign market potentials and their
competitors. While some opposition might arise to this new role
for the Commerce Department, such an assessment capability some-
where in the Government is required by the Export Administration
Act. '

(b) Recommend that the Department of Defense be required to
prov1de a continuing technical assessment of its position

s vis~-a-vis the USSR and to identify for the Commerce Depart-

ment those areas of commercial technology which should
be controlled in some manner to all foreign destinations.

Present U.S. exnort controls are administered by the Commerce and
State Departments both of whom consult with the Department of
Defense as to possible military or other strategic implications.
There is no requirement, however, for the Defense Department to
provide policy guidance in advance so that Commerce and State
policies and procedures for U.S. manufacturers and exporters are
maintained on the basis of current and future technological
trends. One of the recommendations of the recent study by the
Defense Science Board was that such a continuing responsibility
should be established within the Defense Department, but there
has not yet been endorsement of such action by any other Depart-
ment or the President.

(c) Initiate the establishment of a joint Government/Industry
Task Force to undertake a l-year review of the entire
export control system, as mandated by the Export Admin-
istration Act, in order to provide guldance for future
legislation and policy actions. P

ne



Various studies have been undertaken in recent years related to
different phases of the technology control or transfer problem.
None of them, however, have been specifically created as part of
a planned policy review and implementation process by the
Executive Branch of Government.

(d) Make all exports from the U.S. of technology, per se,
(data and know-how related to the design and/or pro-
duction of specific products or processes) subject to
Government approval (license) based on the potential
contribution to the U.S. balance of payments, employment
opportunities, national security and the country's
responsibilities for the political, strategic, and

.economy interests of the international community.

This action would be aimed at minimizing any loss of U.S. product
exports and jobs associated with the accelerated buildup of foreign -
competition with U.S. technology. It would meet with opposition
by U.S. multinationals, and could result in economic and political
retaliation by affected foreign governments.

NOTE: An issue paper with another perspective on this question has
been included under the Domestic and International Business
Administration items.



TECHNOLOGICAL SUPPORT OF LESS-DEVELOPED COUNTRIES

Issue: The less-developed countries (LDC's) of the world often
called "Third World Countries,' make urgent claims upon
the United States and other highly industrialized
countries for assistance in industrializing their
economies. What actions should the Federal Government
take in response? ~

Background and Analysis: Since World War II, the United States
has contributed technical and financial assistance to the nations
of the Third World. This assistance has many forms: financial
grants, technical advice, training in U.S. universities, funding
for multilateral agencies (such as the United Nations Development
Program, the World Bank, the International Monetary Fund, the
InterAmerican Bank, and others), provision of food, the Peace
Corps, and research in American institutions to solve technical
problems of the Third World. As the economies of the other
industrialized countries improved, they too become major contri-
butors to the worldwide assistance program. At the present, many
Western European countries contribute a substantially larger chare
of their GNP to Third World development than does the United

" States. Substantial though the total assistance effort may be,

~the less-developed countries say it is not encugh and vircgously

- demand the creation of a '"New Economic Order," in which their

share of the world's goods will be larger.

A major feature of these demands is improved access to commer-
clally important technology on terms more favorable to their
industrial firms than has been customary in the past. They
demand that the U.S. Government regulate the behavior of U.S.
industrial firms engaged in international trade; that the U.S.
Government devotée a certain fraction of its R&D expenditures

to solution of LDC problems; that the U.S. increase its funding
for financial and technical assistance that will help develop the
=technological infrastructure of the LDC's; and that the U.S.
Government make American technology readily available. Some of
the actions requested are not within the authority of the U.S.
Government, under present law, to grant. Others would require
Congressional action on appropriations that are probably

- politically unacceptable. However, some new Federal actions could

help the LDC's progress toward their technological goals, improve
the international political climate and help develop mutually
profitable trading partnerships between the U.S. and the

LDC's.
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Possible actions:

(a) Participate more actively in the international effort to
develop a mutually agreeable '"Code of Behavior" for
multinational corporations, and to encourage multi-
national corporations to invest in LDC's.

Success in reaching a mutually agreeable code would reduce the
acrimonious tone of many governmental and non-governmental
negotiations, promote international trade, and heighten inter-
national cooperation in other fields. However, if agreement is
really impossible because of irreconcilable differences in
philosophy, continued discussion of the issues, particularly with
the U.S. Government as an active participant, could exacerbate
already difficult relationships. . 1

(b) Work with the Department of State to organize additional
U.S./LDC joint commissions for economic and technological
collaboration.

Such commissions provide a framework on which an action program
can be based; that is, they are a mechanism for identifying
projects of joint interest and for carrying them out. Experience

with the commissions established so far is not encouraging; they

are slow, bound up in red ‘tape, and not action-oriented. Before
initiating any new commissions, we must learn how to make the
existing ones more effective.

(c) Participate with the Department of State in organizing
consortia of developed countries to participate jointly
in commission-type programs for economic and social
development with specific LDC's.

Such a commission would share the total effort among several
countries and might produce innovative ideas for development.

On the other hand, reaching agreement in a finite time among the
participating developed countries on how to share costs and bene-
fits would be nearly impossible, and such a commission would
certainly be more cumbersome and slower to act than a bilateral
commission.

(d) Cooperate with the Departmentsof State and Treasury in
working through the World Bank to plan and execute the
industrial development of Third World countries.

The World Bank is a highly respected, effective organization and
its intervention would be well-received. However, the resources
of the World Bank are already fully committed; the management of
the Bank would say that they already assist economic development
through their loan programs and the most urgent need is additional
capital for investment; and U.S. priorities would be only one set
among many that would be considered by the Bank.



- (e) Work with the Department of State to expand the level of
support for technological development in traditional ways.

The many existing channels for technological support, while not
efficient, are in place and can be used readily. This option
might also prove the least expensive for the U.S. However,
support for technological development is given a low priority

in the programs of the existing channels, particularly in U.S.
AID, where technological development is not one of the areas
specified by Congress for AID action. Further, the traditional
multilateral mechanisms have not demonstrated high effectiveness
in such projects. .

(f) Promote mutually advantageous cooreration in industrial
R&D not being pursued by U.S. private interests.

Duplication of expensive projects could be minimized, while the
U.S. could get some return from possibly unique resources {(climate,
minerals, skills) in the LDC. On the other hand, choice of projects

- to satisy all conditions could be difficult; to avoid conflict

with U.S. private interests, the projects chosen could be ex-
pensive or those with low probability of success.

(g) Assist technological infrastructure development in
LDC's.

"Relatively small U.S. resources of money and manpower are

required, while the ability of LDC's to undertake many kinds of
technological enterprise is substantially enhanced. At the
same time establishment of broad infrastructure may divert LDC
resources from practical projects with more immediate pay-off.



KEY ISSUES -
Title: Environmental Energy Conservation in Industry

Background: The oil embargo of late 1973 emphasized the
importance and need for energy conservation in the United

States. Since the industrial sector accounts for about 40
percent of the total domestic energy consumed, the U.S.
Department of Commerce, coordinating with the Federal Energy
Administration, launched a voluntary energy conservation

program. The two agencies initially met with representatives

of the six largest energy-consuming industries, and later with
representatives of other energy-intensive industries to encourage
the development and adoption of energy conservation programs.
During these meetings, top-level private management contended
that pollution control requirements limited energy conservation
efforts in two respects. ' First, pollution control facilities
consume considerable amounts of energy; secondly, such facilities
preempt capital that would otherwise be used for energy-savings
investment. To investigate these assertions, the Office of
Environmental Affairs initiated a series of studies to determine
the amounts of energy reguired by each majoxr energy-intensive
industry to implement existing Federal, State, ‘and local pollution
control laws. These studies will establish the relationships
among environmental quality, energy conservation, and the
associated economic costs.

Issue: Industry, which utilizes more than 407 of the energy
consumed in this country, has contended that substantial amounts
of energy are required for environmental control purposes, and
that the needed additional capital for future environmental
control preempts capital that could otherwise be used for
energy-savings investment.

At question is the optimum balance of several National objectives,
maintenance and enhancement of our environment, the conservation
of energy resources, and the promotion of a second economy,

as they relate to industry.

Analysis: The first energy/environmental study addressed the

iron and steel industry and was completed in 1976. This study
revealed that achievement of existing environmental standards
for air, water, and solid wastes would increase energy

e



consumption by approximately 10% of the total 1972 industry

use, or 323 trillion BTU's, based.on 1972 production levels.
This is equivalent to 161,000 barrels per day of oil.
Preliminary findings in other energy-intensive industries

under study =~ primary aluminum, and fossil fuel power plants --
indicate consumption percentage figures of similar magnitude.
Studies of the pulp and paper industry and the petroleum
refining industry are currently being undertaken.

A second phase of studies, already begun for the iron and steel
industry, is designed to provide the necessary information on
specific technological options for controlling pollution in

the above-named energy-intensive industries. The objective of
-this further analysis is to assist industry and government in
identifying desirable technical remedies to reduce the amount of
energy used for pollution control in an environmentally,
economically, and legally acceptable manner. The information
developed in the entire study series will assist in a possible
formulation/reformulation of Federal environmental regulations,
and the establishment of industrial energy conservation program
targets.

Schedule: The energy/environmental analysis of each industry
listed below comprises two phases. A phase 1 study is to develop
and quantify the extent of energy use associated with existing
pollution control regulations and identify energy-related research
needs. A phase 2 study completes the specific industry analysis

~ by quantitatively examining the technologically feasible tradeoffs
among environmental protection, energy conservation, and economic
welfare while maintaining environmental quality. '

~Iron and Steel Industry

Phase I Study Completed~=--cmccucmmmcmun~x lst Quarter 1976
Phase 2 Analysis Study Estimated
Completion (ASEC)-=--=r-=cremrcmcmane e 2nd Quarter 1977
Fossil Fuel, Steam Electric Generating
Industry .
Phase 1 Study Estimated Completion----=--- 4th Quarter 1976
Phase 2 ASEC-~=--mmrcmcmcnc i cm e e o 3rd Quarter 1978
Pulp and Paper Industry
Phase 1 Study Estimated Completion-~-====-- 1st Quarter 1977
Phase 2 ASEC=---=cmccmmm e e 3rd Quarter 1978
Aluminum Industry
Phase 1 Study Estimated Completion----=--- lst Quarter 1977
Phase 2 ASEC-==m-ermrrccn e r e e e 3rd Quarter 1977
Petroleum Refining Industry ‘
Phase 1 & 2 Estimated Completion--=-====-- 4th Quarter 1977

P ST VS
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- ENVIRONMENTAL ASSESSMENT PROCEDURES
INDUSTRIAL PROJECTS

Background:

Section 102(2) (¢) of the National Environmental Policy
Act (NEPA) of 1969 requires the preparation of an Environmental
Impact Statement (EIS) for "major Federal actions smgnlflcantly
— affecting the quality of the human environment."

Five years of experience with the NEPA process have
revealed major shortcomings which require careful diagnosis
and correction. It has become clear that EIS's are not suf-
ficiently useful to decisionmakers and are frequently considered
more of a procedural regquirement than a substantive input to the
- decisionmaking process. Moreover, the information sought for
inclusion is that which is thought to be needed in making a
specific Federal decision. However, most projects involve a
series of decisions made by private individuals, business firms,
and local and state agencies, long before the project comes up
for Federal decision. During this time, the project usually
gains considerable momentum, and possibly more effective and
desirable alternative options are foregone without the benefit
of the information and public participation 1nvolved in the
Federal EIS process.

Issue:
Is the present format of the Federal EIS process adeguate
"""" to utilize the Federal information and expertise in environmental,

economic, and other considerations related to the initiation of
the major Federal action?

Analysis of Issue:

A study has been undertaken to evaluate the impact of
EIS's on private and governmental decisionmaking. This study
involves an analysis of representative case studies, the
development of prescriptive procedures, and suggested improved
—_ institutional arrangements.

This study has been undertaken in the fourth quarter of
1976.

Schedule: ‘

— Study completion . « . . + ¢« + + + « » » « o« 2nd Quarter 1977



IMPACT OF ENVIRONMENTAL LAW AND
REGULATIONS ON COST AND RATE OF DEVELOPMENT AND
TRANSFER OF TECHNOLOGY

Background: It has been asserted that the adoption of environ-
mental laws and regulations leads to accelerated development of
the technology needed to implement the laws and regulations.

At the same time, however, it has been alleged that the premature
enforcement of such laws and regulations frequently leads to
narrowing, or even eliminating, options for development of the
best total technology from the standpoint of cost effectiveness
or energy efficiency.

Issue: Does the passage of environmental laws and promulgation

of regulations requiring emission levels more stringent than those

achievable by existing best practicable technology within an
arbitrary time period lead to an optimum technology?

Analysis: This issue is of major importance both in terms of
assuring that the Nation's environmental goals are achieved
in the most effective manner, and also in assuring that the
long-term cffects of environmental laws and regulations are

-~ not counter-productive to their stated objectives..

Schedule: A study will be initiated in Fiscal 1977 to develop

‘a model for predicting the possible impacts of proposed laws

and regulations on the development, transfer and application of
such technology.
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Qffice of Product Standards
Key Issue No, 1

IMPLEMENTATION OF POLICY PRINCIfLES TO BE FOLLOWED
UNIFORMLY BY ALL FEDERAL AGENCIES WORKING WITH
NON-FEDERAL STANDARDS-SETTING BODIES

Background:

The Interagency Committee on Standards Policy (ICSP) was established by
charter of the Secretary of Commerce on April 1, 1975, It is chaired by
the Director of Commerce's Office of Product Standards. Its purpose is
to facilitate the effective participation by the Federal Government in
domestic and international standards activities, and to promote the
development of uniform policies among agencies participating in these
activities,

The establishment and application of appropriate standards for the

-characteristics or performance of goods and processes can contribute

significantly to national and international prosperity, economic growth,

and public health and safety. A well-considered Federal standards policy
reflecting the public interest can expedite the development and adoption

of standards which will stimulate competition, promote innovation, and
protect the public safety and welfare. Additionally, a well-implemented
Federal national standards policy would promote national defense objectives,
reduce costs, and expand domestic as well as international trade,

After more than one year of deliberations the ICSP has developed a set
of policy principles aimed at achieving the objectives described above,
and has forwarded them through the Secretary of Commerce to the Office
of Management and Budget (OMB) with the request that they be issued as
an OMB Circular directive. Issuance of that Circular is expected to
occur in December 1976.

Issue:

In accordance with the proposed OMB directive the Director of the Office
of Product Standards (OPS), responsive to the committee's decisions, is
charged with the responsibility for coordinating the actions of the 22
member departments and agencies of the ICSP in implementing the policy
principles, As part of such implementation the actions of the member
departments and agencies are to be monitored and OMB kept advised
periodically so that any deviations from the policies may be acted

upon as appropriate, The policy principles will establish uniform
practices and procedures for all Executive Branch agencies working with
commercial (noun-Federal) standards-setting bodies to develop, improve
and use standards for materials, products, systems and services, Federal
reliance upon the principles will lead to reduction of the cost of develop-
ing standards and minimize confusion among those who deal with them,

Studies are underway to determine the possible impact of the proposed
GATT (General Agreement for Tariff and Trade) Standards Code dealing
with standardization in the private sector as well as the Federal Gover-
ment, both in the United States and abroad. Standards can be employed



as non-tariff barriers to trade., The GATT is intended to avoid the
imposition of such barriers, The GATT Standards Code will affect the
activities of many Federal agencies and State and local government
instrumentalities that write standards, prescribe test methods, or
certify the conformity of products with standards, OPS is directly
involved in the study involving the prospective impact of the Code on
Federal Government agencies, and indirectly through its chairmanship

of the Interagency Committee on Standards Policy (ICSP) is concerned

with the study on the impact of the Code on State and local governments.
In each situation 0PS will be seeking to promote an efficient and effective
international standards system which would broadly meet the objectives of
the proposed GATIT .Code while optimizing economic benefits for the United
States,

Schedule:

The issvance of the OMB Circular establishing the uniform, Federal Govern-
ment-wide policies relative to participation in domestic and international
standards activities is expected to occur in December 1976, Plans for
implementation of that directive have been indicated by OPS and are already
underway, Implementation guidelines are expected to be completed by
February 1977 and each agency is expected to be publishing 1its respective
implementation procedures with a month or so thereafter. The monitoring

function will begin at about the same time that the guidelines are completed,

This function will continue on an indefinite basis, with periodic reports
being made to OMB tegether with recomuendations for actions that may need’
to be taken if any of the concerned departments or agencies appear to be

deviating substantially from the policies set forth in the OMB directive.

.
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Office of Product Standards
Key Issue No. 2

NATIONAL VOLUNTARY LABORATORY
ACCREDITATION PROGRAM

Background:

The national need to accredit testing laboratories that evaluate products for
conformance to standards was the topic of a 1970 conference convened by the
National Bureau of Standards. An ad hoc committee selected by that conference
developed a concept of a voluntary laboratory accreditation program. This
concept received a broad informal review during 1972. In April 1973 the
National Business Council for Consumer Affairs, in its publication, "Safety in
the Marketplace", recommended that the Secretary of Commerce study the merits
of establishing a quasi-public national laboratory accreditation board. 1In
response to a request for views on the need for legislation to establish a
national laboratory accreditation program, the Department, in April 1974,
advised Senator Magnuson, Chairman of the Senate Commerce Committee, that the
Department was considering the establishment of such a program under its exist-
ing authority. The Department promulgated proposed procedures for the National
Voluntary Laboratory Accreditation Program {NVLAP) in May 1975. In response to
extensive comment received in two public hearings and in correspondence, the
proposed procedures were revised and were made effective as Title 15, CFR, Part
7 on February 25, 1976. These procedures were incorporated into Title III,
Senate Bill S 3555, which was introduced in June 1976 but not acted upon by the

74th Congress. A major difference of this legislation would require all Federal
agencies having need for formal qualification of testing laboratories to utilize

NVLAP services and those laboratories accredited under its procedures.

© Issue:

Product testing laboratories in the United States number in the thousands. Many
private organizations and governmental agencies have initiated laboratory inspec-
tion and test sample audit programs. Generally, these programs operate indepen-

dently, and use widely varying criteria and methodologies. Approval of a
laboratory under one jurisdiction does not guarantee approval by another. A

national system for testing laboratory accreditation is urgently needed to coor-
dinate existing efforts, to provide for uniform national recognition with reduced

duplication of assessment activity, to increase competition among qualified
laboratories, and to promote needed assurance for users of testing laboratory
services. Internationally, importing nations increasingly require some form of

national recognition and accreditation of testing laboratory services. There is

widespread interest in a national system among Federal and state agencies,
Congress, professional and trade associations, major industries, laboratories,

small businesses and individuals. Benefits will accrue to laboratories, standards

writing bodies, Federal and state agencies and other users of laboratory services.

Leverage derives from potential legislative alternatives, from interest in
deregulation, from users increasingly seeking "nationally recognized" labora-

tories, and from states seeking harmonization of programs that impact upon inter-

state commerce.



Analysis of Issue:

An effective national system cannot be achieved without Federal Government
participation. The Federal Government is a major initiator and user of
laboratory assessment activity. The Federal Goverament is the only authority
that can act legally to promote cooperation and coordination of states'
interest in removing barriers to intcrstate trade. With Federal participation,
the national system can facilitate due process in accreditation matters and
help ensure that the system does not hinder trade. DoC has the confidence of
and long-term relationship with industry, trade and standards associations,
business and technical societies to promote a national system for laboratory
accreditation, and the National Bureau of Standards (NBS) has the broad
technical base to assist DoC regarding test method technoloay and laboratory
evaluation activity.

For these reasons, the DoC has promulgated NVLAP. In accordance with its
procedures (15, CFR, Part 7) and in cooperation with government and private
sectors, NVLAP will establish laboratory accreditation programs (LAPs) in
specific product areas. Thereafter, NVLAP will examine upon request the
professional and technical competence of public and private testing laboratories
that serve such product evaluation and certification needs, and will accredit
those laboratories which meet the qualification requirements established. NVLAP
will be reimbursed by fees for direct costs of examinations.

Under NVLAP procedures, potential LAP product areas are presented to the Secretary
for his consideration by interested parties. The Secretary determines, after
consultation with affected interests and public review (including hearlnos, if
requested), that a product area needs a laboratory accresditaticon program {LAP).

If a LAP request is believed to affect an existing or dcveloping program of a
Federal regulatory agency, the Secretary must seek the views of the head of that
agency. For each LAP initiated an appointed advisory committee of government and
private members recommends evaluation criteria and methodology, subject to public
review and the Secretary's approval. During development and public review a LAP
will receive input and cooperative support from affected Federal and state
agencies and private sector interests.

After promulgation of final criteria for a LAP, interested laboratories apply for
accreditation and pay established fees for examination and periodic audit. As
each LAP is established, it will be supported by appropriated and/or other agency
funds and grants and then will obtain self-support through fees charged for
laboratory examination services. NBS provides technical, advisory, and occasional
supporting services and is responsible for provision of qualified laboratory
examination services, primarily by contract to qualified private individuals or
firms. Other governmental and private agencies will be sources for required
technical expertise. The Office of Product Standards (OPS) provides policy guid-
ance and administrative support. A self-sustaining NVLAP is envisioned by 1985.

Schedule:

The planned schedule of resource committment to NVLAP is:

FY: 77 78 79 80 81 82 thru 84
‘ $236K $990K $1000K $1000K  $1000K  Self support from fees increases
to $900K

g



The planned schedule of NVLAP events is:

Establish NVLAP priority schedule for initiation of
requested LAPs,* and publish in Federal Register -1st Quarter
preliminary finding of need for first LAP 177

Conduct public hearing, analyze oral and written

comment, publish final finding of need; establish 2nd Quarter
criteria committee for first LAP - Y77
Publish in Federal Register, proposed criteria and 3rd Quarter
schedule of fees for first LAP , *77

Publish in Federal Register, final criteria and
fees for first LAP after conduct of hearing and 4th Quarter
analysis of comment; first LAP becomes operational v77

Dependent upon availability of resources as indicated above, two or more LAPs
can be sequentially initiated, developed and made operational in each following
year.

*Appendix:

Request for LAPs received or in process as of November 17, 1576



B

‘Product Area

Testing of Thermal
Insulation Matexrial

Testing of Concrete

Calibration of Power,
Attenuation and
Impedence Devices

Testing of Processed
Fish Products

Inspection Testing of
Electrical Power
Distribution Systems

Testing Solar
Collectors

' Testing of flome

Building Products

i

’

Requests for Laboratory Accreditation Program

Received or in Process

Source Organization

Thermal Insulation Manufacturers

Association, National Minerdl Wool

Insulation Association, National

Cellulose Insulation Manufacturcers

Association

National Recady-Mix Concrctc
Association ‘

Weinschel Engineering

National Marine Fisheries Service

National Clectrical Testing
Association, Incorporated

Energy Research and Dcvelopment
Administration and the Department
of Housing and Urban Development

Federal Housing Administration,
Department of Housing and Urban
Development

Status

Preliminary requcst'recbived, formal
request expected December, 1976

Preliminary request reccived, formal
request expected December, 1976

Preliminary request received, formal
request expected December, 1976
Preliminary request received,‘fo:mal

request cxpected December, 1976

Preliminary request received, formal

“requost cxpected January, 1977

Requoest from Inergy Resecarch and
Development Administration and the

Department of Housing and Urban Devel-.
-opment is being drafted

Discussions underway at the request
of the FHA Commissionocr

xrpuaddy
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Testing of Waste
Water

Testing of Household
Electronic Devices

NFS/11/17/76

E

Metropolitan Sanitary District
of Greatex Chicago

Rothenbuhler Engineering

Formal request received, DoC is
determining the disposition of the

U. §. Environmental Protection
Administration in accordance with the
Program Procedures

Preliminary request received and
under analysis '



Office of Product Standards
Key Issue No. 3

INSTITUTION OF THE NATIONAL VOLUNTARY CONSUMER
PRODUCT INFORMATION LABELING PROGRAM

Background:

In a Federal Register notice on May 25, 1976 (Vol. 41, No. 102,
pp. 21389-21394) the Department of Commerce announced the inten-
tion to develop, in cooperation with consumers, manufacturers,
producers, distributors, retailers, and other interested groups,
a voluntary consumer product information labeling program,
provided that substantial need and support for such a program
would be demonstrated at three public hearings which later were
held in Washington, Chicago, and Los Angeles. The purpose of the
program is to facilitate consumer purchasing decisions by meking
available at the point of sale comparative information on key
product performance characteristics and to provide manufacturers
an opportunity to convey to the public the particular advantages
of their products. The hearings and supplemental statements
which were received indicated support for the program from con~-
sumers and small manufacturers. Larger manufacturers, particularly
home appliance manufacturers, opposed the program; however,
recently, the latter group has indicated that it may support the
program provided it is given an opportunity to participate as
members (along with representatives of consumer and other groups)
cf an advisory committee which would establish the criteria to be
employed (a) in making a finding of need to establish a specifica-
tion for labeling a consumer product, and (b) in developing per-
formance information labeling specifications. It is planned to
establish such a committee and to provide for a broad spectrum

of interests, including the heavy appliance manufacturers, in

its membership. : 8

Issue:

At least eight European countries -- Denmark, Finland, Norway,
Sweden, France, West Germany, Netherlands and Switzerland --
are operating voluntary national information labeling programs
that provide consumers with the type of information discussed
above. These programs have four features in common:

1. Manufacturer participation is on a voluntary basis.

2. The programs report levels of performance but do not
-set minimum levels.

‘3. The programs deal principally with measurable perform-
ance characteristics.

4. The programs utilize fixed labeling formats that
present information to consumers in simplified form.



A proposed Department of Commerce program has been designed so

as to have the same four features. It would be managed by the
Office of Product Standards. Technical support would be furnished
by the National Bureau of Standards. A schedule of fees would be
established and charges made for use of the Department of
Commerce Label and Mark (which is to be registered as a trade-
mark in the U.S. Patent and Trademark Office) on each product.
The fees will be paid into a revolving fund of the National
Bureau of Standards, as authorized by statute, and shall be in
amounts calculated to maximize the self-sufficiency of the opera-
tion of the program. An active program of communication with
appropriate State and local government offices and agencies will
be established and maintained so as to promote uniformity in
State, local and Federal programs for the labeling of performance
characteristics of consumer products.

Analyvsis of Issue:

Presidents Kennedy, Johnson, Nixon and Ford have affirmed that
consumers have a basic right to be kept informed. 1In a
Presidential Consumer Message in 1969, it was stated: "No matter
how alert and resourceful a purchaser may be, he is relatively
helpless unless he has adequate, trustworthy information about
the product he is considering and knows what to make of that

information. The fullest possible product description is useless:

if a consumer lacks the understanding or the will to utilize it."
In the same vein, the National Business Council for Consumer
Affairs, in a 1973 report, make the following recommendation:
"Wherever appropriate, manufacturers should promote the develop-
ment of mechanisms for providing consumers with performance
information on consumer durables." The Council also was of the
view that government agencies could help in assuring that appro-
priate product characteristics are chosen and measured in a manner
that would be fair and equitable to manufacturers and consumers.

Schedule:

The final format of the proposed procedures to be followed is
being developed at this time. Public hearings have been held
and public comment received. A decision is anticipated on
implementation within the next 60 days. If favorable, announce-
ment in the Federal Register of the institution of the program
is expected to be made by February 1977.



Department of Commerce Responsibilities for the
Goverrment-Wide Automatic Data Processing
Management System Under Public lLaw 89-306

Background: The Secretary of Commerce is responsible under Public Law 89-306
(October 30, 1965) for providing scientific and technological advisory

and consulting services to assist Federal agencies in making effective

use of computer technology; making recommendations to the President

relating to the establishment of uniform Federal autcmatic data pro-

cessing standards; and undertaking necessary research in computer sciences
and technology. Technical execution of these responsibilities has been
assa.g,n&d to the Institute for Computer Sciences and Technology, Naticnal
Bureau of Standards (NBS).

The technlcal areas currently receiving priority attention by the Institute
include:

o Computer Security: The development of Goverrment-wide standards,
guidelines, and techniques for Federal agency use in protecting
valuable or confidential information in computer systems to safe-
guard privacy, and controlling access to computer systems.

o Performance Measurement: The development of Government-wide
standards, guidslines, and methods for measuring the performance
of computer systers and networks.

0 Managing Risks Associated With Computer Usage: The development
of Govermment-wide standards, guidelines, and techniques to assist
Federal agencies in insuring that computer systems psrfocrm their
intended functions accurately and do not perform any unintended
functions-—-and insuring adequate public accountability for the
Federal use of computers.

o Interface Standards: The developrent of Federal standards for
interfacing or interconnecting computer components of different
manufacture and provision of a basis for substantial cost savings
in the procurement of computer peripheral equipment and core memory.

0 Increasing Prcductivity: The development of technical stardanis,
guidelines, and methods to effect the application and spread of
computer-based autcomation technology to increase productivity and
quality of working life in both manufacturing and service industries.

The Legislation and National Security Subcommittee of the House Committee
on Governrent Operations held hearings on the administration of Public

Law 83-308 in late June 1876. The report resulting from these hearings
stated that Public Law 83~306 "has been neither administered nor implemented
in accordance with the intentions of Congress." The report criticizes the
General Services Administration (GSA) for its handling of computer procure-

. ments and OMB for its failure to establish concise, clear-cut ADP management

policy and for lack of adequate direction in the enforcement of the policies



it has issued. The report cites NBS for failing to provide '"necessary hard-
ware and software standards;” it recommends that NBS develop such standards
"to insure maximum econcmies and efficiencies in the procurement and utili-
zation of ADP resources." The report points out that NBS has not developed
Input/Output Interface standards because "it apparently has been committed
to the adoption of voluntary standards developed under American National
Standards Institute (ANSI) procedures." The report does not acknowledge,
however, that the OMB 1966 policy guldance to the Secretary of Commerce on
implementing Public Law 89-306 emrhasizes promotion of the “development and
testing of voluntery commercial standards for autcmatic data processing
equipment, technique, and computer languages."

Issue: How can MBS meet GAO and Congressional criticisms and achieve an
acceptable rate of hardware and software standards development in light of
admittedly inadequate resources and in spite of the necessity to be responsive
to special unprograrmed assignments from OMB and GSA?

Analysis of Issue: The Executive Branch's implementation of Public Law 89-308
has been the subject of a continuing series of General Accounting Office (GAO)
reports to the Congress and of a series of hearings by subcommittees of the
‘House Committee on Government Operations. The GAC has issued some 12 reports
that contain comments and findings about the National Bureau of Standards'
performance of its responsibilities under Public Law 89-306. None of these
reports found NBS having adequate resources to carry out all of its Public
Law 89-306 responsibilities.. The Bureau has planned responsive programs

and requested necessary funding to carry them out and has responded with
reprogramming and redirection to the maximum extent possible. For example,
the Bureau has been directed by the Office of Managergnt and Budget (CMB)

to undertake spscial, unprogrammed tasks for which funds have not bzen
budgeted. Such tasking occurred in early 1975 whnen OMB directed the

Bureau to develop corputer security guidelines for implementing the

Privacy Act of 1874. This required the Bureau to reprogram already allo-
cated finds with a resultant discontinuance or slippage of already budgeted
projects.

In its budgeting process, the Bureau intends to take full acccunt of the
GAC and Congressiocnal criticisms of its Public lLaw 83-306 program; the
results of the GAO audit of the FIPS program; and other specizl analyses
to identify Federal ADP standards requirements and priorities. Our
objectives are to plan programs to overcome the cited deficiencies in the
Bureau's implementation of Public Law 89-306 and to state straightforwardly
the magnitude of additional resocurces needed to carry out these progams.

Schedule: Respond to request for comments on the hearing report. First
quarter Y 1977. Prepare requests for necessary resources as part of the
budget cycle. Third quarter IY 1877.



Recycled 0il - Congressional Pressure and Measurement Realities

Background: Section 383 of the Energy Policy and Conservation Act of 1975
(P.L. 94-163) assigned to the National Bureau of Standards (NBS) the respon-
sibility to develop test procedures for the determination of substantial

. equivalency of re-refined oil with new oil for a particular end use. These

procedures are to be transmitted to the Federal Trade Commission to provide
the basis for modified labeling standards and Federal procurement guidelines.
The goals of this legislation expressed by the Congress are to stimulate the
re-refined oil industry and to promote the use of re-refined oil, to lessen
the environmental damage caused by the improper disposal of waste oil, and to
reduce virgin crude oil consumption. The test procedures are to be developed
as soon as practicable.

Congressional interest in the NBS program has been great. Congressmen Vanik
and Dingell, who sponsored the legislation, have corresponded with NBS staff
on numerous occasions. A briefing has been given to Congressman Dingell's
staff. It had been the assumption within Congress that specifications existed
which would only have to be collected and that transmission to the FIC would
be extremely rapid.

The scope of the legislation requires a variety of oils to be considered. Tne
NBS Recycled 0il Program will address the use of waste oil as fuel, hydraulic
oil, industrial cutting, and engine lubricating cils. In each of these areas,
specifications for many of the tests do not exist. Waste oil is a complex
mixture containing a number of contaminants for which test procedures are
required. These contaminants include wear debris, lead from the gasoline,
heavy metal atcms from oil soluble surfactants, polynuclear ardmatics {(dencn-
strated carcinogens), ethylene glycol, hydraulic fluids, and even gasoline.
When waste oil is used as a fuel, wear debris can cause burner clogging,
abrasive wear of the burner head, and excessive deposits heat transfer surfaces.
All existing tests for ash are known, however, to be invalid in the presence of
lead and metallo-organics, both present in high concentration. Tests for ash
content will therefore have to be developed within the program. In othar cass
where tests exist, an evaluation of the matrix effects on the analysis will have
to be made to confirm their validity. And finally, many of the required tests
are expensive and time-consuming performance tests with which the staff will
have to gain experience. The NBS program will address these measurement

difficulties to provide the required sets of test procedures.

Issue: How can NBS meet its responsibilities promptly under the Energy Policy
and Conservation Act of 19752

Analysis of Issue: Resources necessary to carry out the qualification of all
important classes of oil would amount to 13 positions and $1,600,000 for three
years. At present, four positions and $200,000 from internal reprogramming

are being applied to characterize waste oil as fuel, the largest volume, highest
impact end use. Since many of the required positions are for new hires of
lubrication experts not now on-board at NBS, additional resources are required.

Schedule: NBS shall resubmit an initiative in the FY 1979 DoC budget to obtain
the necessary resources for implementation in October 1978. A favorable
decision would enable greater progress, beginning 22 months from now, in support
of the President's energy and materials conservation policies.



DoC Response to S. 3555
The National Voluntary Standards and Certification Act of 1976

Background: Senators Abourezk and Hart have argued that the existing
standardization process is anticompetitive, it impedes new technology, and

is structured so as to maintaln a quasi-monopoly status for a few testing,
inspection, and certification laboratories. They have sponsored legislation
which would mandate the Federal Trade Commission to establish rules of pro-
cedure and practices for standards-development organizations and certification
laboratories. Title I (National Standardization) of this Bill provides for
the development of a uniform national standardization system for all standards
and certification activities undertaken by the private sector. Title II
(International Standardization) of the Bill covers intermational standards and
international certification programs. Title III (Accreditation) of S. 3555
directs the Secretary of Commerce to establish a MNational Voluntary Laboratory
Accreditation Program for the purposes of accrediting certification laboratories.

Issue: What should be the Department's position in this legislation in view of
its role in the standardization process (Interagency Committee on Standards
Policy) and laboratory accreditation (National Voluntary Laboratory Accreditation
Program) .

Analysis of Issue: (A) The Department supports the overall principles of
Title I to assure that the public interest will be protected and due process
observed in voluntary standards activities carried out by the private sector.
The guidelines which the Interagency Committee on Standards Policy is preparing
for representatives of Federal agencies participating in outside standards
activities set forth various principles which are aimed at protecting the
public interest and assuring due process.

The Department also agrees with and endorses the principle contained in Title I
that the Federal Goverrmsnt should not duplicate the standardmaking activities
of the private sector and that wherever feasible, Federal agencies should .7
utilize an existing non-Federal standard.

This principle is also included in the guidelines being prepared by the
Interagency Committee on Standards Policy. The Department, however, is concerned

~about the rigorous regulatory framework provided by S. 3555. The central issue

is a need for the proper assessment and evaluaticn of the cost of regulation
vis-a-vis its benefits.

Before enacting S. 3555, the Department of Commerce urges that a proper assess-—
ment and evaluation of costs and benefits be undertaken. In these days of
critical budget restraints, we must avoid any unnecessary cost to both the
private sector and the Federal Government. Thus, the cost-benefit study should
focus on the increased cost to the private sector to comply with S. 3555, as
well as the cost to the Federal Government. '

A basic legislative princinle is that new legisiation should not be enacted if
existing legislation already contains encugh authority to accomplish the Infended
purposes of the new legislation. It is our view that the Federal Trade Commissior

already has sufficient authority under Section 5 of its act to deal with



aberrations in the voluntary standards system. One example of FIC action in
this area is its investigation of the improper use of some ASTM standards to
certify the flammability behavior of cellular plastic products.

For the reasons stated above, the Department opposes the enactment of Title I.

(B) Regarding Title II, although it has long been recognized that national
engineering and commodity standards are of great importance to the whole of our
society, what has not been so evident is that standards are of such vital
importance in international trade.  In a study of the whole subject of possible
non~-tariff barriers to trade, it was found that incompatible national or
international standards, or the lack of standards, do cause serious obstacles
to the export of our products. The Department of Commerce strongly supports the
concepts contained in Title II of S. 3555.

(C) The Department of Commerce supports only the parts of Title IIT that estab-
lishes accreditation procedures to assure that laboratories are competent to

test specific products. The Department opposes that part of Title IIT which
would involve the Federal Government in the evaluation of a laboratory's capa-
bility to monitor manufacturing processes, evaluate a manufacturer's quality
control procedures, determine proper sampling procedures, and label products in
an appropriate manner. It should be noted that the Bill requires Federal agencie:
to use only certified laboratories. Thus, in the case of Govermment procurement,
the program would not be "woluntary;" it would be de facto "mandatory." oo

The Department of Commerce has already taken administrative action in establlshlr
a program to accredit laboratories for testing specifice products. On v
February 25, 1878, tha Secret ary of Comerce published final prceoedures for a
National Voluntary Accreditation Program. The form and substance which have
evolved from that idea are now spelled cut in detail in Title 15, Part 7 of the
Code of Federal Regulations. The goal is to serve on a timely basis the needs of

~ndustry, consurers, the Goverrrent, and others by accrediting this Nation's
testing laboratories. The program seeks to foster and promote a uniformly
acceptable base of profess;OPal and technical competence in testing laboratories
and in establishing evaluation criteria for testing laboratories and in providing
on-site examinations, proficiency test samples, calibrated standards and materials
Several hundred laboratories working in areas such as concrete, cement, asphait,
paper, fiberboard, color and appesarance, clinical and forensic testing make use
of these services.

Wé believe that the Department has established an orderly and workable framework
for the development of a meaningful system for the accreditation of testlng
laboratories. At this time, we do not feel that legislation in this area is
necessary.

Schedule: Assistant Secretary for Science and Technology, Dr. Ancker-Johnson,
presented testimony on S. 3555 on June 21, 1976, before the Subcommittee on
Antitrust and Monopoly of the Senate Jud1c1ary Comnittee. The legislation is
~expected to be reintrocduced in the next sescion of Congress.

P



Rewriting the Communications Act of 1934

Background: Lionel Van Deerlin, Chairman of the House
Communications Subcommittee, has announced that he intends to
begin hearings on a new Communications Act. The old law, the
Communications Act of 1934, was written before the advent of
satellites and television. Even then, it was hastily cribbed
from the Radio Act of 1927 and the Interstate Commerce Act. It
has been called more appropriate for grain elevators and
steamboats than communications satellites and computer networks.
New technologies and new applications have been forced into the
0old structure, and the growing convergence between different
communications technologies and bhetween computing and
communications make the old Act increasingly obsolete. At the
same time, recent decisions by the Federal Communications
Commission have eroded the traditicnal monopoly of the televhone
industry. In response, the industry has supported introduction
of a number of versions of a bill that would limit the FCC's
power. That bill, the Consumer Communications Reform Act (CCRA)
of 1976, is discussed in the next paper.

Issue: A great many issues are at guestion in telecommunicztions
policy, and this rewrite will serve a&s a focus for many of them.
They include 'the regqulation of competition within and betwoen the
traditional telcphone industry and the new equirment suppliers,
specialized common carriers and domestic satellite firms, the
cable television industry, the broadcast industry, and the data
processing equipment and service industries. ZAnother set of
issues may concern content, including privacy, access, First
Amendment rights, sex and violence on TV, and the Government's
role in relation to them. A last group of issues may involve the
structure with which the Covernment deals with
telecommunications, and may result in restructuring the FCC, the
Office of Telecommunications Policy, and OT.

Analysis of Issue: Little work has been done on a new Act,

although there are volumes on many aspects that will probably be
considered. Therefore, it is premature to advocate any position.
Some aspects are analyzed in the light of CCRA in the following

paper.

Schedule: Resolution of major issues in telecommunications policy
tend to take from six to eight years. Therefore, guick
resclution of the yet—-undefined issues raised by a new
Communications Act is unlikely. We do not expect passage of such
an Act in this coming Session, and possibly not in this Congress
or this Administration.



A National Telecommunications Agenda

Background: In 1975, the United States had the most advanced
telecommunications technology in the world, but was faced with
slow domestic and export growth. The Assistant Secretary for
Science and Technology created -a Task Force on
Telecommunications, with representatives from NBS, the Patent
Office, and OT. 1Its job was to identify new technologies with
significant growth potential that seemed to be blocked, and to
make recommendations on what could be done to remove barriers to
growth. It focused on four new technologies: direct communication
satellites, optical fiber communicatiocns, broadband cable
systems, and land mobile radio. The Task Force report, "Lowering
Barriers to Telecommunications Growth", propoces creation of a
National Agenda, as the first step in resolving the issues raised
by their investigation. 1t also proposes some issues which, fronm
the S8&T viewpoint, need to be considered.

Issue: New technology, which could offer immense benefits, is
blocked by inappropriate regulation, lack of standards, failure
to transfer technology from militsry to civilian applications,
absence of any institution to deliver the technology to users
and market uncertainty. Some of the most pressing needs are:

@ Accelerating the development of direct communication
satellite systems and networks, using advanced technology to
bring satellite service directly to the user's site at low
cost.

& Developing strong U.S. positions in preparation for the 1879
General World Administrative Radio Conference, the
international body that will decide how we use radio for the
next twventy years.

@ Improving the foreign trade balance in telecommunications
especially in telephone equipment and consumer electronics.

& Developing a means to systematically review proposed Federal
telecommunications systems for duplication, consolidation
possibilities, efficiency; and cost-effectiveness.

Analysis of Issue: Some portions of this issue has been
extensively analyzed and discussed with industry. Recommended
actions on them are given in the Executive Summary of the Task
Force report, which is attached as an appendix. OT currently
does most of the administrative and analytical work, under the
policy direction of OTP, for frequency coordination like that
proposed for the system review. The Office of Management and
Budget requires that the freguency review be done before they
will approve funds for new radio equipment. OT proposes an
analogous process for new systems. .
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Schedule: OT's program to accelerate development of direct
satellite communications systems began last. year. However, if the
present course of developrment 1s not changed, such systems may
not be in use in the United States in this century. Preparations
for the WARC have zlready begun. Positions must be establiched
and proposals circulated in the first gquarter of FY 1979.
Inproving the balance of trade in telephone eguipment is
dependent on developing a domestic manufacturing industry. That
in turn is dependent on the existence of a domestic market, which
will exist only if the appeals court, mentioned in the paper on
CCRA upholds the FCC. Preliminary proposals on developing a
system review procedure have been made and may be accepted by the
third quarter of FY 1977.



-

Consumeyr Communications Leform Act

Background: Technological prouress and decisions by the TFederal
Communications Commissgion since the late Sixties have begun to
erode the traditional monopoly of the telephona companies. The
Carterphone decision, in 1968, allowed customers to attach their
ownh ecguipment to the telephone companies' 1lines. An appeals
court recently upheld an FCC ruling that an expensive "protective
device" was not required on cuch ¢ustonor—owned eguipment as
private automatic branch exchanges (PARBX's) and an appeal on
individual telephones is pending. In the Specialized Comaon
Carrier (SCC) decision (1971), the Commission permitted new firms
to offer private line long distance service in cormpetition with
the telephone companies. One ¢of the largest of the SCC's hzs now
gone bankrupt and is suing AT&T, and the others are struggling.
In the Domestic Satellite (domsat) decision {1972), the
Commission permitted new firms to offer long distance service by
satellites. Such service is muchi cheaper than telephone company
lines for distances over a few hundred miles. The present
satellite firms are still in the red, but may become viable.
However, AT&Y has recently entecred the market, after having been
shut out for several ‘years by the Donsat decision.

According to the FCC, the Bell System had reverues of about
$30 billion in 1875. The other. established telephone compenies
had $5.5 billion. The S8CC's had $49 millicon and the domsat

compenies hed $16 million. Private eguipment sales and rental

revenue was $143 million.

The telephone industry is a state monopoly in most countrics
of the world. 1In the United States, it 1s probably one of, if
not the single, most regulated industries. It is the structure
and purpose of that regulation that is at issue.

Issue: On one level, this issue concerns who is going to make
money on the growing demand for telecomnunications. On another,
it concerns how best to provide the best communications at the
lowest price to the American public. Specifically, the Consumer
Communications Reform 2Act (CCRA or the "Bell Bill*), would forbid
the FCC to declare any proposed price too low. Opponents of the
Bill, which includes the new carriers and equipment suppliers and
much of the computing industry, say that this would allow the
carriers to raise their prices for their monopoly services,
especially local telephone service, and use the profits to
subsidize their competitive services. Their competitors, having
no monopoly services from which to "cross-subsidize", would be
driven out of business by this predatory pricing. The telephone
companies, on the other hand, say that they are already cross-~~
subsidizing from long distance revenues to keep local telephone
prices low. Both sides claim that if they lose, the consumer will
suffer.
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Analysis of Issuc: Most of the dohate has been weak in analysis.
It has centercd on the issue of lowest cost without considering
vhat is meent by best cervice. One recent PFCC decision (in
Docket 18178) has found that AL&T has been undercharging for its
Telpak service, which is threatened by the competing SCC!

Another (in Docket 200803) has found little harmful effect fron
competition. It cites stud;es by state regulatory commissions
that find that local service is subsidzing lonyg distance sexv1ce
0T hags been unebhle to contribute ngSCchTajly to the analysias of

this issue because of resource constraintis.

Schedule: As stated earlier, telecommunications issues are seldonm
settled guickly. It is unlikely that the Congress would act

without hearings by the Communicetions Subcommittee. The .
attention of its Chairman is on rewriting the Communications Act,
not CCRA, as a vehiclie for resolution of a number of issues.
However, given the number of gponcors, hearings will probably be
held in the coming session. OT expects to be asked to testify,
and hopes to contribute without n;cessarllg being associated with
either side. :

NOTE: A separate paper on this subject has been prepared under the

DIBA issues



Aopendix tO LsSsue raner
"A National Telecommunications
Agenda" ’

LOWERI NG BARRIERS TQ TELECOMMUNICATIONS GROWTH
EXECUTIVE SUMMARY

_ This report is based on the work of a Telecommunications
Task Force formed in August 1975 under the direction of the

- hssistant Secretary of Commerce for SClence and iechnology,
, Dr. Beitsy ancker~Johnson. ]

The objective of the report is twofold:
. Y
© To identify acticns that will pavc the way for
the application of a few promising technologies
to the benefit of users of celecommunluatlons.

o To suggest any such actions as a basis for Government
. - program develeopment, for industry initiatives, and
for joint Government and industry activities.

The heart of this report consists of analyses of diverse
telecommunication issues, along with recommznded actions.
These analyseg and revommenaac1cno should be read as a
contribution to the dras L..ll'iq cf an u\;n..uuu of natiocnal
— telecommunication concerns. Such a national agenda would
- presunably serve first as a vehicle for discussion and
ultimately as a basis for action. The process of writing
it, moreover, should help us establish priorities for this

i

4

% “vital field., %o ke an effective instrument, hcwever, the

{ agenda will have to represent far more than just Government
5 thinking; it will, rather, have to reflect a common. effort

‘*g by all the institutions of our natlonal telecommunlcat¢on
'g communlty.

& :

—4 Although there is no question that U. S. telecommunication
B systems as a whole are the most pervasive and reliable in
g the world, it is possible to discern some barriers that are
i impeding the long-term growth of the field. An effort to

& lower these barriers would surely be a desirable national
& goal. Two major reasons support this view:

7 ‘

—5 o Pirst, the United States is increasingly engaging
3 in information-related activities -- to the point
% where productivity gains in many parts of our

3 services sector may come to depend on impioved
,3 access to and management of information. Clearly
o4 these information activities rely heavily on tele~
E communications; furthermore, advance in information

g handling will require a steady infusion of new

telecommunication technology.



o Second, with present national decisionmaking

©  processes, we may not be deriving the fullest
possible benefit from a variety of attractive
technological choices. Prime examples of such
choices are satellites, solid state technology,
lightwave communications, and new regions of the
electromagnetic spectrum for expanaei communxca—
tions use.

The long-range importance of telecormmunications as well as .
the complexity oif the issues may well bring increased
Government purtlcxpauion in communications affairs. So

far somz of the results of this particivation have been

less than encouraging: confict over new policies, confusion
over the question of appropriate Government and lﬁdu@trj
roles, and delay in national dcc;szonmaklng.

Such éelays on the part of Government may cause =-- or be
caus lng —-- gimilar delays in the developments of new
services or products. When such a commercial delay
occcurs -~ esgpecially when it affects a technclogy or a
service that reduces costs -~ the public is deprived of
the benefits during the period of the delay. The public.
interest, therefore, calls for corrective action.

It is understood that any such corrective action will
require cooperation among three parties: Government,
industry, and users. Government activities must be :
evaluated in terms of six of the roles it may play: policy-
maker, regulator, spectrum manager, user and purchaser,
coordinator of public sector reguirements, and supportex
of key technological development. Industry's role,
however, is vital: assembling the factors of production
and bringing the procduct or service to the marketplace.
Users, or customers, have to make known what they need.
In many cases this is done in cooperation with industry;
the result is "market pull." In other cases, such as the
specifying of public sector requirements, much has to be
~done to identify user communication needs, to consolidate
them, and to translate them into system requirements.

In setting about its assignment, the Task Force tried to
identify those technologies and services holding the most
promise for future application while, at the same time,
seeming to be most inhibited by current barriers.

More specifically, the Task Force asked five questions
about each technology and service it considered: How much
will it benefit the public? How significant is technology
as a barrier to its growth? How detrimental to its

e
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application would be the effects of no action? Has it
reached a relatively advanced level of maturation? And,
how appropriate would Federal involvement be?

After screening a long list of “candidates" according to

these criteria, the Task Force decided to concentrate
on four major technologies: Direct Satellite Communications,

‘Land Mobile Radio, Broadband Communications Networks, and

Fiber Optic Ccmmunications. This report accords cach a

' separate section.

With each technoleogy, the report discusses its current sta-
tus, the issues affecting its growth, actionz designed to
address these issues, and the impact of the proposed actione.

" The discussion ie organized under four general categories as

follows: needs and the market, system development and per
formance, policy and regulaticn, and spectrum management.

Those issues and actions we believe to be most urgent and
feasible are restated in our conclusions and recommendations,
the final chapter of the report. At the end of that chaptexr --

~and at the end of this Executive Summary -- will be found a

suggestion relating to the process of formulating a national
draft agenda. ' .

- NEEDS AND THE MARKEY

i

Here we must consider the choices for providing new services
and the relative cost of the choices. An additional con-
sideration is the services' potential for increasing national
productivity. : :

The use of satzllites for the transmission of public sector
services may hold great promise. This possibility, as well
as concern about future U. S. plans for the employinent of
this band and others, generates the following reccmmenda-

tion: ‘

0 Government and user organizations should accelerate
the process by which the basie communication needs
to be met by publie serviece satellites will be
defined. They should also determine the most
economic way of using such satellites and who will

pay for them.

Because of the growing pressure on the radio spectrum to
provide different services, all of which can claim appre-
ciable economic value:

e



o0 Spectrum administrators should encourage further
research on the economic and soctal values of
services that are provided through the use of the
_spectrum in order to achieve oaptimum allocation of
this resource in the 1light of the associated needs
and marnets. :

Wl th respect to nonenturtalnment broadband communlcatlon
services, we recommend that:

o Industry should establish a group composed of
industry, institutional users, aﬂd providers of
public sector services to plan and finance a

demonstration designed to reduce the present

“uncertainties about market demand for and economic
'vzabwzzty of aggregated broadband nonentertaznrer“
servzces.v

Fiber ontlc communlcatlonc romises a great deal in the
way of lowered costs and expanded capacity. The challenge
is to accelerate its nonmilitary applications. 7o do ‘
this, we should identify those applications for whlch it
will be most compstitive

In addition, a demonsiration of x;ber optic communication
capabilities would do much to increase the market for ics
systems and components; a demonstration of sufficient size
-would also reduce the cost of these systems and increase
their availability. : »

Our recommendations are two:

o O0TP should establish a Federal interagency group
to identify a significant broadband communications
need, the satisfaction of which will advance the
solution to an important public service problem
(e.g., health care delivery). The group should
then compose a statement of the necessary communico-
tion requirements as a basts for a fiber optic
demonstration project.

0 The Department of Commerce should establish an
advisory committee on commerecial zmpchatzons of
fiber opties.

SYSTEM DEVELOPMENT AND PERFORMANCE

This category focuses on systems planning and research, per-
formance criteria and measurement, and standards of
practice and of equipment operation. The elements that



.compose this category play important roles in determining

whether new services or equipment can be provided
economically and without foreclosing future opportunities
for better xresource use. .

Are additional standards or performance criteria neecded
for small earth terminal satellite systems in order to
foster their early apblicvtion and to ensure their orderly
development? This question is of paxtlcuiar importance.

The evolution of atellltm systems ogeratﬂng at freguencies
above 14.5 Giz is making slow progress, partly due to
technnology limitations. At thz same time, however, demands
for orbit/spectrum space below 14.5 CHz are growing
significantly. These demands could bz eased 1f the higher
frequencies could be used as reliably as the lower
freauencies;

The recommendaulons axre that:

o Industry should take the znztgat,ae, in coopérabion
- with users and Government, to explore the need for
eriteria and standards for small earth terminal
satellite systems operating itn the 2.5, 4, 6, 1l&,
and 14 Glz Dﬁﬂao’ It should also assese the efiect
of these standards on future technological develop-

ment, and, if appropréavp, define and recommend
: perfarmancc eriteria or standards for FCC adoppéo..

¢ NASA should undertake, in congunoépon U%ﬁh indugtr Y,
to identify the hardware and other reliability
barriers that limit the use of jfrequencies above
14.5 GHz for satellite communications and to
recommend a program for lowering these barrzers.

Land mobile radio systems are totally dependent on the
spectrum. Already. the spectrum allocated to these
systems is being used intensively. Substantial growth in
the demand for their services is expected. To ensure that
the spectrum will be used in the most efficient way, it is
desirable to have better quantitative information about
the performance, spectrum utilization, and cgpac1ty of

land mobile systems. R

In addition, several Federal agencies support the develop-
ment O0f better land mobile and other communications systens
for use by public safety services. However, the objectives
of Government support often differ, a situation that can
lead to inefficient employment of the spectrum and
insufficient long-range planning.



To meet these land mobile radio issues, we have three
recommendations: ’

0 Telecommunication authorities should foster research
to develop better criteria for deseribing and :
measuring land mobile service performance.

0 Telecommunication authorities should foster research

to develop better methods for deseribing and
. measuring epectrum capacity and utilization for
land mobile radio systems.

o One Government agency should be responsible for
coordinating Federal support of local iland mobile
radio programs. This Federal effort ghould support
local agency attempts to achieve belier spectrum
use and lower costs through the dzvelopment of

- integrated local communication systems serving
several functions or user groups.

The design techniqueé of current CATV systems may affe

the potcnblal crowth of broadhand nonentertainment sevv1cb".
The qguestion is Are these techniques adequate to provide
systems that w111 be capnb‘e of harallng addltlonal
neonentertainment services? Therefore:

o Industry and users shauld seek early resolution of
certain problems of system performance assoctiated
with delivery of broaaband eommvnzaatzon services.
These problem areas ineclud (1) frequency manage-
ment in broadbarnd esystems, (2) interface standards
‘or specificatiors, (3) security and privacy, and
(4) terminal equipment characteristics. A

To help fiber optic communications fulflll its promlse as
promptly as possible, the development of appropriate
standards should begln goon. It is therefore recommended

that:

0 The informal Optical Communications Task Ferce
initiated by the O0ffice of Telecommunications
gshould identify what specifications {or voluntary
standards) and codes are destrable to ensure rapid
and orderly implementation of fiber optie tech-
nology in the commercial and public sectors.



POLICY AND REGULATION

Although current regulations restrict the permanent uce of
sateliite small ecarth terminals, some users wish to
develop systems with terminals as soon as possible. In
spite of the possible ben=zfits to be derived from these
systems, our future freedom of choice oughu‘not to be
precluded by premature approval of proposals Ifor systenms
that Jnor&xndtelg "consume” available spectrum and orbit

p ltlcns.

Mcrecver, it is imperative that we better understand and
describe the resocurces that will determine how many -- and
in what form == satellite scervices can be provided.

In Vl&W of thesQ conccxng, we recommend tha

Government =-- tnrouga the 07TP, FCC, and oékar
agencies -- should reexamine its po?zcg and
regulations with respect to uce of demezstic und
international small earth terminal satellite
systems. In the process, it should itnteneify
ite search for advice from interested pariies.

o

0 The FCC and OTP should give priority to obtaining
‘ additional and more eomprehensive &escr*ptiano‘of
~nf-vsmvﬁ3»w TEROCUICLS

the specirum/orbit and specirum/gecgraphy »2
and the dependence of these on technical parameters

of aateléaue systeme.

vRegulatbry delay is a matter of widespread cencern to the
telecommunications community. To reduce the delays incurred

© by full hearings, the FCC has from time to time broucght
"interezted parties together for informal gatherings pricr

to formal proceedings. Accordingly, we recommend that:
Consideration should be given to the desirability,
feasibility, and legality of making grecter use of
open, informal discussions between interested

parties prior to the start of FCC formal proceedings,
particularly those that are to consider largely :

4 technical matters.

o

CATV regulation may be a barrier to the implementation of
nonentertainment broadband services. Partial deregulation
of CATV services is being addressed by the Domestic Council,
the FCC, and Congress. The Domestic Council regulatory
group, however, concluded that not enough data were
available on the effects of deregulation to support a



decision, which might influence the general availability

of nonentertainment services. It is recommended that:

0 The Domeetic Counecil Working Group should arrange
to obtain necessary recsearch to establish the )
probable consequences of partial deregulation of CATV.

SPECTRUM MANAGEMENT

.

In the next three years, two World Administrative Radio
Conferences (WARC's) dealing with matters germane to this
report will be held. The first, in 1977, is primarily
concerned with satellite broadcesting in the 11/14 GHz
band. The second, scheduled for 1378, wiil review the
Radio Regulations, lncludlng the Table of Fregquency
Allocations. These WARC's will establish the pattern of
worldwide spectrum use for many years Lo come. HMoreover,
their decisions will affect the rules and regulaticns cf
the United States, which are based on the international
agreements. It is therefore xwfortan that the United
States meticulously prcpare its confercnce pos;twcns in
all areas.

The evolution of public service satellite systems in the
2.5 GHz band is likely to be inhibited by the limited
variety of services that can bz provided in the narrow
bandwidth available. upanding the bandwidth would
increase the number of services that might employ it.
This would distribute the cost of the Satelllte over a
greater number of users,

It is recommended that:

o U.S. preparation for the 1979 Horld Administrative
Radio Conference should place emphasis on:

(L) Provision of speetrum space for small
earth terminal satellite systems.

(2) Optimization of orbital spacing of ,
satellites sharing the same frequencies.

(3) Imbalance of speetrum/orbtt utilization
above and below 14.5 GHz.

(¢) WNeed for greater bandwidth allocations at
2.5 GHz for public service satellites.



0 Public service satellite users should determine the
_cost advantages that could result from increasing
the bandwidth available to them at 2.5 GHz and use
the information gs the basis for requesting the
FCC to negotiate for an increase in the available
bandwidth. *

For land mobile services, we recommend that:-

o U. 8. preparation for the 1979 World Administrative
Radto Conference should emphasize the resolution of
differences betveen the planned uee of the 900 MNEz
band by the United States for land mobile systemg
and the international frequency allocations.

COMPOSING A NATIONAL TELECOMHUNICAPIONS AGENDA

As was cdiscussed above, the recommendations of this report
should be thought of as a contributicn to the composition

of a national drait agenda. The final agenda, ¢f course,

must be the product of an extensive dialogue among .
Govermment, industry, and uszrs. A question arises: What
is the best way to bzgin this prccess of joint discussion?
Pessible answers aboond: congressional hearinos, . industry

N 2

~and profcessional association worishops, academic seminars,

and Federal Executive Branch initiatives.

.

‘However, all the best intentions will most likely be

rendered futile if at the outset some agency does not assume

the responsibility of receiving and processing the ideas and
- proposals regarding the agenda. Therefore: :

o The services of the Office of Telecommuntications will

be availcble for initial coordination of reactions
to this report and, by extension, of all suggestione
pertaining to the formulation of a national telecom-
-munication draft agenda. This tenure will Zast only
until a permanent "Keeper of the Agenda" i3 named.

In conclusicon, implementation of all the recommendations
should foster the long-term growth of telecommunication
technology in the United States. This growth will benefit
not only serxrvice users but also industry, which will

profit from the creation of new markets.



Telecommunications Organization and Roles

Background: Toward the end of the Johnson Administration, a Task
Force on Telecommunications Policy recommended the creation of a
centralized focus for telecommunications policy in the Executive
Branch. Such an agency would advise the President on
telecommunications, speak for the Executive Branch in the
development of national and international policy., and coordinate
the Executive's use of telecommunications, especially the radio
spectrum. Executive Order 11556 created an Office of
Telecommunications Policy in the Executive Office in 1970. The
same Order tasked the Secretary of Commerce with providing
administrative and analytical support to OTP, resulting in the
creation of OT.

Recently, proposals have been made to restructure OTP. A
McKinsey study offers six options: as a policy counselor group in
the Domestic Council, as an EOP Telecommunicationg Office (the
present situation), as an Assistant Secretariat, possibly in the
Department of Commerce, as a policy=-oriented independent agency,
as a policy and operations-oriented agency, and as a Departuent
of Telecommunications.

Information transmission (computing) and information
transmission {telecommunications) are becoming increasingly
interdependent as America becomss a post~industrial society.
They share problems of privacy, standards, and a hlgh rate of

du .

technological changa. .Computers evolved [rom telephone switch

- gear, and now are usad as switching exchanges. Communications,

even voice and video, is being transmitted digitally. The
Department has two agencies concerned with information
technology: OT, with its Institute for Telecommunication
Sc1ences, and the Institute for Computer Science and Technology
in NBS.

Issue: What is the optimal arrangement of the various Executive
Branch agencies concerned with telecommunications and information
technology?

Analysis of Issue: Interagency coordination and Executive Branch
policy determination and articulation really need to be done at
the Executive Office level, although possibly in the Domestic
Council or Office of Science and Technology Policy. However,
there is no reason that other Executive Branch agencies should
not formulate policy options, especially where their particular
missions are concerned. A mission agency might also provide
administrative and analytical services to an agency that decides
matters of policy. Much of the awkwardness in the 0T/0TP
relationship has come from OT's dual roles: to support OTP and
to support development of telecommunications science and
industry. Mutual appreciation of the validity of both roles and
the trade-~offs this sometimes implies is required. A review of
various Federal agency roles toward recommending an improved
structure should be undertaken on a Government-wide ba81sf%‘ag?\\

LI



Schedule: Resolution depends on the willingness of the new
Director of OTP to recognize the importance of resolving
procedural guestions as an aid to resclving the many cubstantive
issues he will face when he assumes office. The review of
Department organization should be started in the third quarter of
FY 1977.




PATENT REFORM LEGISLATION

Background

Concerned that the U.S. patent system, which has remained
fundamentally unchanged since 1836, has not kept pace with
the changing conditions brought about by modern technology,
the 1966 President's Commission on the Patent System pro-
posed 35 recommendations for its modernization. The
Administration first prepared a patent bill based on the
report of the Commission in 1967. Features of the initial
bill were vigorously opposed by segments of industry, bar
and inventor groups. By 1969 a modified version of the bill
had general support from the Administration and the private
sector. In 1870, however, a dispute arose between the
Commerce and Justice Departments over the provisions of the
bill. Each department presented its independent views to
the patent subcommittee of the Senate Judiciary Committee.

An Administration bill, developed through joint negotiation
by the Departments of Commerce and Justice, arbitrated by
OMB, was transmitted to Congress in the fall of 1973.

There was immediate and strong opposition to this bill from
all interested segments of the private sector, including
industrial organizations, patent law associations and inven-
tor .grcups. The bill, with slight modification; was rein-
troduced as S. 1308 in the beginning of the 894th Congress.
In the fall of 1975 the Senate approved S. 2255, which is
very similar to the Administration's bill. The House took
no action and the bill died in the 94th Congress.

Issue

To have enacted a new patent revision law more closely
responsive than our present law to the contemporary and
future needs of the Nation.

Analysis of Issue

Commerce is concerned that any new patent bill provide strong
incentives for inventing, publicly disclosing the invention,
investing in research and development and commercializing

new and improved products, all to the Constitutional end of
"promoting the progress of . . . the useful arts." Parti-
cipation in the patent system by inventors and businessmen

is voluntary. The patent law is not a regulatory statute;

it must encourage inventors and businessmen to seek patents.
Only by providing such encouragement can th& system achieve

‘its objective of stimulating technology and the economy.
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The Department of Justice position stated in simplistic terms,
is that the patent laws should restrict rather than expand
the opportunity for a patentee to fully develop a patent
position.

The former Administration bill, 8. 1308, included several
new features with which there is little controversy, such
as opportunity for the public to present reasons why an
invention is not patentable, encouragement of arbitration
of patent disputes, and change to a 20-year term from the
date of filing rather than a 17-year term from the date
of grant. It also contained a great many additional pro-
cedural requirements which would not only be burdensome
to the applicant but would also provide new grounds for
invalidating the patent if the applicant carelessly or
through errors in judgment failed to comply. Under this
bill, protection would frequently be denied.on meritorious
inventions for failure to get over the many procedural
hurdles.

Schedule

In September 1976, after unsuccessful efforts at OMB to
modify the Administration position, the Secretary of
Commerce wrote to House Judiciary Committee Chairman
Rodino expressing concern over the cost and evpense of
the pending legislation. The Commerce letter suggested
several specific changes. In October the Patent and
Trademark Office proposed rule changes that would accom-
plish some of the same objectives as the legislatiocn but
with far less expense., A hearing on the rule changes
will be held on December 7. The staff currently is
preparing a draft bill for possible introduction in the
next Congress.

Appendix

None required.



PATENT EXAMINATION QUALITY

Background

Applications for the grant of a patent are examined before
a patent is issued to determine, to the extent possible, whether
the invention disclosed meets the statutory requirements for the
issuance of a patent. Examination enables both patent owners and
their competitors to better gauge their rights and better make
related business decisions. Examination before the issuance of
a patent also avoids shifting much of the examination burden to
the courts and to the public.

Goocd quality examination enables patent owners and the pub-
lic to act and make decisions related to the utilization of new
technology with greater confidence and assurance of their rights.
It enhances the value of patents and the incentives of the patent
system for the creation and utilization of new technology.

There have been strong criticisms of the quality of exami-
nation conducted in the Patent and Trademark Office by the Courts,
including the Supreme Court, in their opinions in some cases and
in the statements of some judges, by some in the Congress, by
'some in industry and by some in academic circles. .

Certain of these criticisms are valid and certain are not. -
The statistics on patent invalidity holdings in the courts have
not been accurately quoted and represented by some crities. On
the other hand, factors do exist which adversely affect the
guality of examination (e.g., there are defects in the complete-
ness and integrity of the search file containing existing tech-
noleogy and utilized in the examination of a patent application.)

Issue
What can be done to improve the quality of examination?
What are the priorities among the available alternatives? What

resources should be devoted to improving the quality of exami-
nation?

Analysis of Issue

Studies of the issue have been conducted and a number of
programs for improving quality have been undertaken, and are
being planned.

The studies which have been completed have reviewed the
available measures of examination quality and the alternatives

g



which exist for improving quality. A multiyear plan of action
for improving quality is under development.

Among the more significant programs already instituted in
recent years to improve quality are: (1) the establishment of
a quality review program under which a sample of the patents
issued are reviewed for gquality of examination, (2) provision for
additional time for patent examiners to conduct the examination,
(3) continuous review of the court decisions invalidating pat-
* ents for learning purposes and to help pinpoint problem areas,
“and (4) improvements in certain aspects of the search files
utilized by the examiners.

Schedule

The multiyear plan of action mentioned above is expected to
be completed in December, 1976. Its principal focus will be upon
improvement of the search files. It will probably also include
(1) an enhanced educational program for examiners, (2) an en-
largement of the quality review sample size and followup on the
results of the review, (3) studies of the feasibility of systems
. for the replacement of the paper search file with microfilm, {4)
continuation of the updating of the classification schedule (or
subject matter breakdown) of the search file, and (5) continuad
study of mechanized searching. In addition, changes in the rulszs
of practice to improve the quality of patents are under considera=-
tion. A decision on their adoption may be made by the end of
1876.

-
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IMPROVED PAPER HANDLING

Background

The Patent and Trademark Office recognizes that effective
handling of the multitude of paper is required to provide
timely service, guality products to the public and to reduce
complaints. In all cases, the major problem is availability
of funds. '

Controlling the Whereabouts of Pending Applications

Data: Over 500 new patent and trademark applications
received daily; over 3,000 individual pieces of mail
relating to thz 200,000+ pending applications are
received daily relating to the applications.

In 1973 the PTO began utilizing a computer for locating
200,000+ applications. The initial success of the system
leads the PTO to believe that greater savings in manpower
and time can be realized through use of more sophisticated
computer systems. ‘

Controlling File Histories and Assignment Richts

Data: Maintaining the examination and assignment
histories of the over four million patents and trade-
marks (or 150 million individual sheets of paper)
readily accessible to the public and the courts;
500-1,000 reguests daily.

Currently all records are maintained on paper, updated by
hand and requests fulfilled by pulling of information.
Studies under way indicate the most cost-effective approach
to handling these massive paper files require significant

-initial cash outlay in return for substantial reductions in

space required for storage, man years and decrease in public
complaints.

Controlling Patent and Trademark Search Files

Data: Twenty million patents and trademarks contain
150 million individual sheets of paper.

PTO is continuing to examine mechanized methods for main-
taining the file integrity and for searching of both patents
and other references. This is required to insure good tools
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for searching (hence, affecting gquality of search product)
and to control time required for searching (maintain pro-
ductivity).

Controlling Requests for Orders

Data: 20,000 orders for patents and trademarks
received daily. :

In 1976 the PTO undertook to update its copy fulfillment
system. Neéw equipment to be delivered in 1977 is the first
phase. The second phase contemplates a computer-controlled
system for inventories and order fulfillment. Savings
resulting from greater control will be measured in reduced
complaints, increased public service and manpower savings
for PTO.

Upcoming Paper Handling Problems

Operations under the Patent Cooperation Treaty may begin
in £all 1977. This international cooperation effort will
ultimately reduce duplicative processing of patent appli-
cations by member nations. Because the U.S. Patent and
Trademark Office will be both an international filing and
searching office, significant start—-up problems such as
control of monetary exchange, time limits, paper sizes,
procedures, completeness cof search files, etc., create
additional paperwork and control. Control mechanisms are
now under study.



TRADEMARK REGISTRATION TREATY

Background

The subject treaty, signed by the United States in 1973 and
transmitted to the Senate for advice and consent to ratifi-
cation on September 3, 1975, will establish an international
trademark filing arrangement, by which firms in member
countries can more easily register trademarks (and service
marks) and maintain these property rignts in all member
countries. Since the Treaty is not self-executing, the
instrument of United States ratification will not be deposited
until the necessary implementing legislation is enacted.

Proposed implementing legislation, submitted by the Depart-
ment to OMB on November 2, 1975, would have effected the
necessary changes in the federal trademark statutes and pro-
vided persons filing domestic United States trademark
applications with the sams substantive benefits in the

United States as are available to persons filing under the
Treaty. OMB clearance was not secured prior to the adjourn-
ment sine die of the 94th Congress due primarily to objections
raised by the Department of Justice and the long delay before
these objections were surfaced.

Issue

The Justice Department objections principally concern changes
in the use requirements of United States trademark law which
are necessary in order to comply with the Treaty. Essen-
tially, the required change is that an application for
registration could be based upon a declared intention to

use a trademark in United States commerce, as an alternative
to actual use. In the case of an application based on
intent to use, the owner would be required to commence use
of the mark in commerce by the expiration of three years,
counted from the filing date of the application, and to file
a declaration of such use in the Patent and Trademark Office
before the end of the fourth year. Failure to meet these
requirements would result in cancellation of the registra-
tion. The proposed change is supported by the Departments
of Commerce and State. The Federal Trade Commission is
neutral., Justice Department is opposed.

Analysis of Issue

Justice's opposition is based primarily on its concern that
the intent to use alternative will be abused, causing a



proliferation of filings and enabling firms to secure unfair
advantages by reserving marks. The proponents argue that

the proposed legislation contains safeguards to prevent
abuse; that the present requirement of actual use prior to
filing is out of touch with the realities of modern business;
that foreign nationals, pursuant to requirements of the Paris
Convention, can already secure enforceable trademark regis-
trations in the United States without use; and that this
advantage should, and would under the Treaty, be made egually
available to U.S. nationals.

Schedule

The Department hopes to resolve the issue in the first quarter
of 1977 and to secure early clearance to introduce legisla-
tion in the Congress. It is expected that the Senate would
then schedule hearirgs on both the Treaty and legislation,

We would urge that these hearings be held before the end of
the First Session.

Aggen@i&

None required.





