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TECHNOLOGICAL SWEEPSTAKES

- I am pleased to have this opportunity to speak to thie distinguished
audience associated as.teachers, Tearners and friends and supporters of
Polytechnic. I have long admired the leadership and the faculty at
Polytech and the s1gn1f1cance of their contr1but1on to so many dimensions
of our soc1ety After a few months as Director of Central Intelligence,
I am more than ever 1mpressed by the importance of Polytech's work to

the future securIty and prOSper1ty of our country

In my new Job I have found ‘that the CIA, though popularly perceived

as a spy serv1ce, 1s rea71y a great center of scholarship and research,

vw1th as many Doctor5~and;Mesters in every kind of art and science as

any un1vers1ty campus. zlf'has produced a triumph of technology, stretching

from the depths of the oceans to the Timits of outer space. Using
photography, e1ectron1cs,=acoust1cs and other technological marvels, we

1earn th1ngs tota]Ty h1dden on the other side of the world. In the SALT

debate fbr example, Amer1cans openly discussed the details of Soviet

missiles. Thls_jnrormat1qn is held most secret in the Soviet Union,
but is revealed in fulsome detail by our intelligence systems. Our

national security and our hope for arms control and peace depend on

~ scholarly assessment and interpretation of the staggering array of

information, the veritable Niagara of facts which modern technology can

reach out to gather from the four corners of the globe. And the human

talent to make all this possible depends on the kind of work done at

Polytech.
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In a very real way, technology holds the key to virtually all
the public problems that confront us daily in our work, or in the
newspapers we read -- inflation, jobs, energy, in our ability to pay

our way in the world.

,4% . .(§~ .
JﬁszJrﬁﬂédufl That's what I propose to talk to you about this evening. f Our
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é %ﬁg?tqucountry ] techno]ogy—1ntens1ve industries are the cutting edge of our
) \f\,/

/.7 H-pflé economy and the bas1s from which we draw much of our military capability.

They debenq‘on'highly trained personnel, substantial investment in R&D
and are ¢tharacterized by a rapidly changing competitive environment.
They heed'sustaihéd'houffshment from Polytech and it's counterparts around

Qurvléhd;

| The 1nf1uence of these industries on our economy is enormous. They
emp1oy hundreds of thousands of Americans. They are major contributors

Mbé to our ba]ance of payments.. More importantly, these industries offer the
greatest hope for fast growth creation of new jobs and a general |

-enhancement of U S econom1c strength

- We face- ser1ous compet1t1on from foreign producers in technology-
intensive 1ndustr1es. Other 1ndustr1a1 countries are way ahead of us
in developing policies to increase the international competitiveness
’ of_thefr high-technology industries. Japan, West Germany, and many
wﬁ(bfw other countries have national policies designed to shift their industrial
bases to knowledge-intensive activities. The sad fact is that the

‘United States is actually losing its leadership position in some of the

most important industries...and that's a situation with very real
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political, military, and economic implications.

Since at least World War II, our aerospace industry has been one
of fhe most sophisticated -- an industry in which the U.S. has been
highly competitive. It has been one of the greatest positive contributors
‘A;, to the U.S. ba]ance of payments. In 1979, it's export surplus amounted
) to ten billion do?]ars{'_.
However,fonrajeaoershipv1n aviation has been steadily declining.
While in'the‘nfd-]ééd‘sfne commanded as much as 90 percent of the free
world's narket for 1arge transport aircraft, we now enjoy only 80 percent
}&y | In w1de bodied a1rcraft alone for 1980, the European Airbus consortium
o §a1ned 34 percent of‘a market wh1ch we owned only five years earlier.
Europe 15 now on a par techn1ca11y with the United States in many
1mportant areas of alrcraft deve]opment In addition, European governments

can often arrange for more attract1ve financing than u.s. firms.

fJA The a1rcraft 1ndustry 1s also conso11dated internationally. The
cost of deve10p1ng new a1rcraft increases steadily and more and more
/- programs requ1re cooperat1ve efforts by companies located in different

g

{/
// countrIea As a resuTt of th1s international cooperation, we no 1onger
-

/!
¢

J/ see an a1rcraft of exclus1ve U.S. origin, but an aircraft with parts

(\\from -Japan, Ita1y and- eisewhere

In terms of technologioaT sophistication, our semi-conductor
industry has been unexcelled -- until recently. Of the 14 pivotal
innovations in this industry, 13 were of U.S. and one of West German

o origin. This industry's products have been critical to the development
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of computers, telecommunications, sophisticated military equipment and
a great number of other products. The full range of applications and

potential impact of this industry is just beginning to be recognized.

In recent years, however, this industry has been subject to intense
fore1gn compet1t1on, most]y from Japan. The Japanese semi-conductor
industry has. captured on1y 5 to 6 percent of the totaT U.S. market. But,
in some of the newest product areas, such as the 16K RAM, they have
captured about 40 percent of the U.S. market. And they claim to have
receivad over 60 percent of the orders 1ast year for the newest memory

computér -~ the 64K RAM.: Th1s is a much larger share than they have

'capidred 1n the U S automob11e market. In some semi-conductor products,

Japanesé manufacturers are a]ready showing signs of becoming world

t.___.1eader~s -~ surpass1ng U S capab111t1es - and largely on the basis of

-techno1ogy or1g1na11y obta1ned from the United States.

Anothﬁr techn010g1ca11y soph]st1cated field is production technology
wh1ch 1nc1udes robots and mach1ne tools. The U.S., once the world

1eader, has becomn-a net xmporter of machine too]s -- about $500 m1111on

_doI]ars worth in 1979 and $600 million in 1980. Japanese firms fill

orders for mach1ne tools tw1ce as fast as their American counterparts.

" Soon we will all bebgee{ng the arrival 6f robots -~ and with them
automation of the automobile, metal working, and many other basic
industries. U.S. inventors were the firsf to conceive of the industrial
robot. Yet today, when major U.S. quporations Tike Génera1 Motors

need thousands of robots, they must order them from Japan or Europe.
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While U.S. robot manufacturers can only make upwards of a few 10's of
robots per month, one Japanese manufacturer is already using robots to

make robots!

Many reasons can be advanced for the slippage of U.S. firms in world
markets. Sure1y the genera1 productivity problem is one. So too the
inexorable work1ngs of the pr1nc1p1e of comparative advantage play a
role. The_Un1teo States oow has a comparative advantage in agriculture,
services;'qnd; though the adventage is slipping, in specialized manufactures
such as wide—bodie&:atrCréft and computers. We knwo that Japan is taking
dead a1m, through government-sub51d1zed research and government-1nf1uenced
con5011dat1ons to create more powerful compet1tors to take on IBM in the

wor1d market At the same txme our antitrust po11cy, ignoring the fact

;'that we must compete 1n a g]obal market, seeks to break up IBM and many

antltrust rules make 1t d1ff1cu1t for U.S. companies to rearrange their

affa1rs in a way that reduces costs and increases product1v1ty in order

'to perm1t them to compete both her° and abroad on equa] terms with their

fore1gn comp°t1tors

'In.this woer'mérketlweeface government-subsidized andvgovernment—
finanoed competitioo.f in industry after industry, in country after
country, there is'nofneéo for the competitors of U.S. firms to diversify
or to merge to acquire a stable source of capital because those
competitors are owned by their government and thus have a dtrect claim
on the public treaSury; In this open world the conglomerate merger has
become an important means of oompetition against state-owned and

state-subsidized companies.
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Not enough American firms adapt their pricing and other managerial
po1igies to the fact of a world marketplace. Our Japanese competitors
set their marketing and-pricing policies in terms of a global market.

The domesticvmarket is the base which permits them to price to get
established and maximize their share of the larger world market. Too
many American firms p]an;and price in terms of the domestic market and
vfew the foreign market as an add on to be picked up later. By that

time they are 11ke1y to f1nd Japanese firms well established in the worid

market competing v1gorous1y in the American market from a worldwide base.

‘As wewlose market position in basic industry, it becomes more vital

to Stay"aheadhfn ihe tébhno1bgica1 sweepstakes. U.S. industry stilil puts

‘a greater share of 1t s product1on into research and deve1opment than

Japanese and German 1ndustry But we Tag in recognizing the world

marketp1ace 1n technology and in exploiting foreign technology imported
in "naked form" of patent: and 11censes and knowhow The purchase of
fore1gn technology in “naked" form immensely speeds up the 1mport1ng
1ndustry-s technologrca1 pnogress and usually at only a fraction of the
cost of deveioﬁfng simi?ar 1ndigenous techno]ogy.v Based on receipts and
payments of'roya1ties~and Ticense fees it appears that throughout the
1960's and 1970's our industry sold from 7 to 10 times as much advanced
technology in "naked” form-as it bought. Most of our industry's sales
are vo1nntary, but. at least 106 or so major companies are under court
decrees to sell their technology to foreigners mandatorily -- as a

result of our antitrust Taws and regulations.
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Both German and Japanese policies in selling and buying advanced

technology have been just about the reverse of our industry's policy,

with the Germans buying three times as much as they sell and the

Japanese six times as much.

Neither Germany nor Japan (nor any other foreign country I know of)
has a policy of requ1r1ng 1ts firms to Ticense their technology to

foreigners mandator11y
-+ N The stakes Tn:iethnqlogical race are enormous.

Loss of 1eadersh1p in key industries like semi~conductors and
mach1ne too]s can a1so 1ead to loss of competitiveness in other areas.
Our ab111ty to stay compet1t1ve in automobiles and aircraft can depend

heav11y on how strong our sem1 -conductor and machine tool 1ndustr1es are.

There are 1arge p011t1ca] consequences. Losing ground in "cutting
edge” techno]ogy would have a negative effect on important U.S. relations

with other countrles.,

>Te¢hnolo§y fésqurcea.gaa a}sq give us important leverage in our
diplomatic Qoals..-For~examaTé; the establishment of cooperative
technology prdgramé witﬁ other countries -- can lead to better use of
Timited resources‘ahd closer political ties. U.S. technological
assistahce to developing countries can help achieve political objectives.

Technological assistance can also give us access to energy and scarce

‘materials. Technology can develop substitutes for mineral sources

from which we could be cut 6ff.. Finally, keeping a strong lead in

certain critical technologies can give the West a strong negotiating
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lever in dealing with the USSR -- especially given the technological

Q]ag in the Soviet Union.

Cg o
xf-.‘?%"k W} _ .
i §F{ A loss of technological leadership in the U.S. military can be
PR {
AR
< ERs very serious. If we expect to have the best equipped armed forces,

gﬁ ¢L;;“""WETVE got to stay out ahead in technology./\ﬁgﬂc Tot of areas, civil

industry is sett1ng the pace for technology developments...by contrast,
in the past a 1ot of 1mportant technologies got the}r start in special
military programs. What this means is that the United States military
is Windiné upnmorefgnd more depehdent on civil technology and if we

[

supptiers, |-

don't keep up pur:]ead;cwc'hay find ourselves dependent on foreign

We ve heard a 10t about ‘the transfer of critical technologies to

}the Sov1et Un1on, 11kﬂ sem1 conductors and computers -- which have both
c1v11 and m111tary uses. That s a complex and sensitive subject. It's
true that we are concerned about the control of certain technologies
.that could havn d1rect m111tary impact on the East- West balance of
2 power The Sov1ets are devot1ng enormous resources to upgrading their
technology capabm11ty.=:5utia»ma30r element in their technology strategy

15 fhe‘need to get théir héhds on Western developments -- legally or
illegally. The Soviefs-cafry on a very large worldwide effort to

acquire technology by espibnage and smuggling and this can be a matter of
- life or death in ah»age.When a simple technological breakthrough -- lasers,

directed energy -- can tip the balance of power worldwide.

In light of these serious economic, political, and military conse-

quences, it's distressing to note a number ofvindicators that suggests
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that we're in a decline. We've seen shifts in the balance of patents
granted to foreign versus U.S. firms. We've seen very Tittle growth
in U.S. research and development investments as a percentage of GNP.
On the other hand, othervcountries -- 1ike Japan and Western European
| countries -- are scoring impressive gains in the R&D investment. The
Soviet Union has showed a consistent rate of 3 percent of GNP invested
in research ahd.dé9e1dpment since World War II. The U.S. is currently
about 2 percentl' Our inQestment in education is also declining relative
to that of other countr1es Since 197@% the Japanese have been
, graduat1ng more e]ectr1ca1 eng1neers than the U.S. On a per-capita
bas1s, the Japanese now have an a1most 3 to1 Tead. At every Tevel, the
: Japanese educat1ona1 system is producing a generation of people which
w111 be prepared to deve]op and part1c1pate in the ongoing technological

revo1ut1on

Wﬁat 15 mdsf distdrbiﬁg:is the decline in competitiveness in many
of our techno1ogy-1ntens1ve 1ndust“1es vis-a-vis Japan, West Germany,

\ and other 1ndustr1a11zed countrxes We have already seen dramatic

\ changes in our trade—plcture for automobiles. Other industkies may face
j a similar future. Now«ietfs look at the industrial growth rate picture
\\ in the United States. It has declined in comparison with foreign

j industries. Our level of industrial research and developmentrhas shown

j 1i£t1e increase in real terms over the last decade. Right now, Japan
{s planning increased investments that could result in their surpassing

-the U.S. in total commercial research and development within a decade.
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What else are foreign countries doing to compete mdre effectively?
Other countries, especially Japan, have national strategies to enhance
their overall technological and industrial strength. They have programs

to stimulate key sectors recognized as important to their economy -- and

T

to their international trade. For these countries, economic security is

equated with national security -- in practice as well as in theory.
“\ . : .

S

The techﬁd1ogy stfategies of other countries invo1ve the coordination
of government p011c1es and maintenance of close government-industry
vy’ relationships -- a]] meant to enhance industrial innovation and
il compet1t1veness in a var1ety of ways. These include 1ncent1ves for

1nvestment 1n research and deve1opment certain exemptions from ant1trust

'laws,.and‘protectjonvfbr”jndustr1es during their infancy.

ooﬁ?t'gé{7mé Q}oﬁ§>;;jﬁe're not afraid of competition. Competition
speeds up the process of 1nnovat1on and raises 1eve1s of technological
o | capability al] over the wor1d Qur job is to show that we can meet
those compet1t1ve cha11enges -- and not by erecting trade barriers.
We've: got to make sure—that our own governmental laws and regulations
do»not tie 1ndustry s.hqnds but rather encourage it. Then we will do
the job thaf‘we aré-capaﬂTe>of doing.

-~

No major U.S. corpOratien can afford to be complacent. The foreign

competition is aggressive and export-oriented. U.S. companies have got

o e e

to adopt a global, long-range strategy. We ought to be putting less
_emphasis on short term profits and recognizing the fact that foreign

firms -- especially in Japan -- have different business goals. Foreign

N
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firms fight hard for greater market share, for overall company growth,
and long range corporate strength. To stay competitive, we've got to
have better relationships between industry and government. And industry's

got to make greater use of available technical resources -- especially

L\ in our universities.

We've got to. know the impact that all of our government policies
have on 1nternationa1 1ndustr1a1 competition. We've got to have a complete
review of tax poiicy, patent laws, antitrust enforcement, regulations and

other measures - particuiariy how they all affect U.S. interests in

1nternationa1 competition.‘]

A finai pOint...the U S government has got to cooperate with all

'our overseas aiiies ..as weii as with U.S. industry...on technology-

‘transfer;policy. We ve got to protect the technoiogicai strength of

the west The Sov1ets can t be allowed to play us off against our allies.

At the same time we' ve got to give American 1ndustry an equal opportunity

to compete w1th companies 1n Europe and Japan.

| —Tﬁe.need“to:askfoorse]vesvtough questions about where our economy
and wherevoor companies"afe.headed, whether we're putting enough in
R&D, what we canfdo to iocfeasevcapitai formation and create incentives
for risk and initiatives and, babove all, whether we're creating enough

engineers and scientists, and entrepreneurs and promoters.

How will the attrition of our computer and semi-conductor industry,
under the impact of the drive the Japanese have mounted to capture this

market, undermine our defense capability? How will it impact our
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ability to make our way in the wdr1d through the manufacture of machinery
and equipment which will be increasingly controlled and guided by

micro-processors?

If the French, Germans and Japanese, and less developed countries
\ like Korea and Brazil, convert more rapidly than the United States from
\ fossil fueTsvtonucleer energy, how rapidly will Tower power costs in
thoseitounfrieérﬁe.converfed into important competitive advantages in
manufactuking;costs? How_wi]] the instabilities in southern Africa on
the one_hend.and seebedimining on the other affect the structure of our

world mineral marketS'and'impact our manufacturing industries?

! '} o Look1ng at the world more broadly, what do we see as we look around
{ % ' the wor1d7 we see a Sov1et Union rapidly building it's military strength

‘as ours has been perm1tted to decline.

"—- The u. S fa1]1ng beh1nd in economic compet1t1veness as the
Japanece and Germans glve, lnvest and 1nnovate more, and Koreans,
S1ngapore, Ta1wanese, 8raz111ans, Mexicans 1ncreas1ng their share of

the world market ‘as ours- d1m1n1shes

- Political and economic instability in the Middle East, Africa,
and Latin America where we get the fuel and minerals to keep our

. economy going.

[ SR

Yet, there is reason to take heart. Here in the U.S., Congress
has taken first-action to-revitalize and make our economy competitive

again and restore our military strength and that will restore confidence
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around the world in our reliability. I believe the new tone has brought
new vigor to our friends and new caution in those inclined to adventure

in far off places.

And I believe that as We support and strengtheh institutions like
Po]ytech they will sprout a new generation of scientists and enginéers,
entrepreneurs aﬁdrmanagers who will probe and explore and develop the‘
tiny worlds ofbbugé and chips, atomic particles, and the wide/wide world
of space and*communications; knowledge and systems to establish once |
again Amériﬁaﬁilgédership in téchnoTogy and it's applications.

~ Thank you';leﬂ
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I am:p1eésed to have.this opportunity to speak to this distinguished
audiénce associéted‘as teachens, Tearners and.friends with the Polytechnic
Inst1tute of New York I have 1ong admired the 1eadersh1p and the facu]ty

cat Po]ytech and the sxgnxfrcance of the1r contr1but1on to our soc1ety.
- After . four months as DIrector of Centra? Inte]11gence, I am more than

ever 1mpressed by the-1mportance of »its’ work to the future security

and prosper1ty of our:fountry._ What is popu]arly percezved as a spy

campus
fﬂfdepths#of _w~’

e]ectron1cs lacoustwcs#and<other techno1og1ca1 marve]s we learn things

‘tota11y hldden on%the~othe fdeuof‘the wqr]d,, In the SALT debate, for

exump]e, Amer1cans onenly_

4s¢nssed the details of the Soviet missiles.

-These are he]d-masf secret n?%he Soviet Unfon, but are revealed by our

' 1nte111gence systems,. Ourm" t}ona] secur1ty and our hope of arms control
depend on scho?arly assessmantiand 1nte#pretat10n of the staggering array
-of 1nformat10n, the ver1table N1agara of facts which modern technology
generates. And the human talent to make all this poss1b1e depends on |

the k1nd of work done &t Po]ytech

In a very réal;way, technology holds the key to virtua]ly all

the public problems that confront us daily in our work, or in the



newspapers we read -- inflation, jobs, energy, in our ability to pay

our way in the world.

I WOuld 11ke—to speak to you about the status of our country's
techno]ogy-1nten51ve 1ndustr1es These 1ndustr1es are the cutt1ng edge
of our economy and the‘bas1s from wh1ch we draw much of our m111tary

capab111ty._ They;depend~on h1gh1y tra1ned personnel, substantxa] invest--

7’ment 1n R&D and_'re' haracte 'zed by a rapxd]y chang1na compet1t1ve

.env1ronment

The 1nf1ue e .of these 1ndustr1es on our economy is enormous. They
. emp1oy;hundreds of thousands ofﬁAmer1cans. They are maJor contr1butors'

More 1mportant1y, these industries offer. the

4~hf_;greetest hope fo fast growth,’ creat1on of new jobs and a general enhance-

h econem1clstrength.;

ser1ous compet1t1on from fore1gn producers

: 1n a 1ot:of technoiogy-1nten51ve 1ndustr1es - Other developed countries .

i espec1a11y Japan &re-actuaily way ahead of us in developing po11c1es

to 1ncrease the Tntennat1onal_compet1t1veness of their high- techno]ogy

}1ndustr1es. Japen,.west Germany, and many other countr1es have nat1ona1

, po]1c1es deanned to sh1ft the1r 1ndustr1a1 bases to knowledge-intensive
'act1v1t1es The sad fact/that the United States is actually losing its
1eadersh1p pos1t1on 1n some of the most 1mportant industries...and that's

a s1tuat1on with very rea1 po11t1ca1 military, and economic implications.
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v”uconsort1um gatned

Let me describe some of the specific industnies where the United
StatEijaéesitough foreign competition. One of the most important is
,aerosnace S1nce at 1east WOrld War II, this industry has been one of
the most soph1st1cated -- an 1ndustry in wh1ch the U.S. has been highly

compet1t1ve v1s—a v1s a11 other countries. It a]so ‘has been one of the

' *greatest p051t1ve contr1butors to the U. S ba]ance of payments In 1979,

f'1t s exportisurp us-amounte'*to ten b1111on dol]ars.

n?fflﬂoWéier, our. Teadership in this 1ndustry has been stead11y

thefmrd 1960 s we commanded as. much as 90- percent of

'1;f_:the free%worii's marketuforb1arge transport a1rcraft ‘we now enJoy on1y -

i de~bodied a1rcraft alone for-1980 the European A1rbus

fﬁfﬂEurope 1s on a par. techn1ca11y w1th the United States in many important

~areas of’a1rcraf _d'fe}opme fIn add1tion, European governments can often

: enfqng or. more.attractnv f1nanc1ng than U.S. firms.

ne aJrcraf Industry 1s also conso]1dat1ng internatlonally. The

'ﬁicost'of developrng ey 'aanraft 1ncreases stead11y and more and more

programs requ1re cooperatlye_efforts by compan1es Tocated in different

'.countr1es. As a resu]t'of th1s 1nternat1ona1 cooperation, we no longer see
’ :an a1rcraft of exc1u51ve-U S orig1n, but an aircraft with parts from

Japan, Ita]y and elsewhere

In terms offteehnological sophistication, our semi-conductor.
indnsfhy'has been unexcelled -~ until recently. Of the 14 pivotal
innovations. in this industry, 13 were of U.S; and one of West German origin.

This industry’'s products“have been critical to the development of computers,

1spercent-of the world market for that c]ass of aircraft.



telecommunications, sophisticated military equipment and a great number of
other products. The full range of applications and potential impact of

this industry'is just beginning to be recognized.

In recent years, however, this 1ndustry has been subject to intense

. .'fore1gn compet1t1on, most]y from Japan. The Japanese sem1 conductor 1ndustry-:-d B

.has captured on]y S.to 6 percent of the tota1 U S. market But, in some of

"the newest product areas such as the 16K RAM they have captured about 40

from th e-‘un_{%ceq States

nother-technolog1ca11y soph15t1cafed f1e]d is productIOn.techno1ogy

B wh1ch 1nc10des robots and mach1ne too1s.. In thws area a]so the U S. seems B

as become a net 1mporter of mach1ne tools -

fabout $500 mf111onvdollars worth in 1979, and $600 m1111on in 1980 For

the1r part Japanese f1rms»f111 orders for mach1ne tools tw1ce as fast as

the1r Amer1can counterparts

Soon we w111 al] be see1ng the arrival of robots -- and with them
automat1on of the automob1]e, metal working, and many other bas1c 1ndustr1es;
U.S. inventors were the first to conceive of the industrial robot. Yet
today, when major.U.S. corporations 1ike General Motors need thousands of
robots, they must order them from Japan or Europe. While U.S. robot

manufacturers can only make upwards of a few 10's of robots per month,‘



| 'or to merge—to‘_‘"t}:hih

. companies.

one Japanese manufacturer is already using robots to make robots!

..Many reasons can be advanced for the slippage of .U.S. fxrms in

'world markets. Surely the genera] product1v1ty problem is one. So too the
. 1nexorab1e work1ngs of the. pr1nc1p1e of comparative advantage play a role.
" The Un1ted Staes now has a cowparatlve advantage in agr1cu1ture, services,

and, though theiadvantage 1s s1ipp1ng, 1n spec1a11zed manufactures such as.

-?"w1de bodxed a1rcrart and‘computers Ne know that Japan 1s taklng dead a1m, T

through government-subs1d1zed research and government-1nf1uenced consol1da-

'_J:t1ons to create'mor powerfu1'compet1tors to take on IBM in the world marketiﬁ

| fll'At the same t?me our’ ant1tnust p011cy, 1gnor1ng -the- rea11ty of a world

"-_country,-there 1s—ne:need -for: he.compet1tors of u. S firms to- d1verstfy

e source of cap1ta1 because those competItors -

are owned~by the1r—government:and thus have a direct c1a1m on the public {

-treasury. In th1s open wor?d the congTomerate merger has become an

'1mportant means of compet1t1on against state=owned and state-subs1d1zed




_many Amer1can flrms

3'~ﬂJapanese and‘German

Not enough American firms adapt their priciog and other manage?ial
.polfeies-bo bbe'fact.of”a'Wobid mabkebblace.-'bof JabaoeseAcomoebitors
set their marketing and‘pricing policies in terms of a global market.

The domestic.mabket is the base which permits them to price to get

.estab11shed and max1m1ze thexr share of: the 1arger wor]d market. T 00.

"P]a" and pY“lce in terms of the dom°5t1c market and o

v1ew the fore1g market;as an add on-to be p1cked up: 1ater.~~By-tha»~t1me»---w~.~ e

: they are 11ke1y to Ind Japanese flrms well estab11shed in.the. wor1d market

compet1ng.v1goraus1 lnEthe Amer1can market from a worldw1de base.

As we ose- marketupos1taon in baszc 1ndustny, it becomes more vital:

to stay ahead?ihftheAtechnologlca] sweepstakes u. S._1ndustry st111 puts '

B a greater share T t s”product1on 1nto research and deve]opment than

1ndustry., But we 1ag in recognlzIng ‘that the world

_marketplace 1n»techno}ogy and exp]o1t1ng fore1gn techno]ogy 1mported in

' *"naked form"'of_ atents and 11censes and know how. ‘The use of advanced_

_'forelgn techno]ogy 1h‘"naked“4form 1mmense1y speeds up the 1mport1ng '

'1ndustry:s:technologwca?-progress and usua1]y at only a fractxon of the

»cost of deve]opjng 51m44ar—endogenous techno1ogy The more vo]um1nous

growth of~1nternat1ona7 compet1t1veness. Converse]y, the greater a |

manufactur1ng 1odustry s sa]es of advanced technology in naked form the 1essn
,competwtxve it 1s 11ke1y to become once the transferred technology is put
to-use abroad. Based on rece1pts and payments of royalties and license

fees it appears‘that‘throughout the 1960's and 1970's our industry sold
from 7 to 104tioes'asvmuch advanced technology in "naked" form as it bought.

\

Most of our industry's sales are voluntary, but at least 100 or so major




companies are under court decrees to sell their technology to foreigners

mandatorily -- as a resu]t of our antitrust 1aw§ and regu1atidns.

Both German and Japanese policies in selling and buying advanced
technoTogy have been just about the reverse of our 1ndustry s policy,

w1th the Germans buy1ng three t1mes as much as they se]] and the Japanese,  Lo

'~>s1x t1mes as’ much'"

‘ -1n'turn was 1mport1ng ‘some ]5 t1mes as much

hno]og1ca1 race are enormous. The most cbvious

resu]ts of‘a loss 1n technoTogjcal 1eadersh1p are economic. Clearly, we'll

_1n the 198 *Jg.thrngn _ompet1t1on is 11ke1y to cut the U.S. share of the _

»total wor]d market The resu1ts are...reduced earnlngs, fewer JObS created..,

' and a dec11ne 1n yet another area of U.S. leadership.

Loss of ]eadefghfp>ih key industries 1ike semi-conductors and
machine tools can_also-]ééd'tb loss of competitiveness in otheﬁ areas.
‘Ournabi1i£y;to'stay”ﬁompetitive in automobiles and”airdraft cén,depéhd

heavily on-how strong our semi-conductor and machine tool industries are.



We're also talking about political consequences. Losing ground
in' cutt1ng edge" techno]ogy woqu have a negative effect on important

U S re]at1ons w1th other countr1es

' Techno]ogy resources can also give us important 1everage in our

d1p10mat1c goa1s.; Fbr*examp]e, the estab11shment of cooperative techno]ogy

programs w1th other countr1es -- can Tead to better use of 11m1ted

resources and clo ,r;polmtvcal ties: U.S. techno]og1ca1 ass1stance to

deve10p1ng countrxes an'help ach1eve po13t1ca1 obgect1ves Techno]og1ca1

ass1stance can a]so-g1ve us. access to energy and scarce mater1a]s F1na11y, .

keep1ng a sttong‘le jn ce 'a1n cr1t1ca1 techno]ogies can give the Westa

strong negot1at1ng Jdever ‘in dea11ng w1th the USSR -- espec1a11y given the |

' techno]wg1ca1?1“

_;loss of'techn010g1ca1 leadersh1p in the U S m111tary can be very

ser1ousvp'1f we~expect to have the best equ1pped armed forces we've got to

stay out ahead rn technolog In a Tot of areas, c1v11 industry is sett1ng

the pace for technology deve]opments...by contrast, in the past, a lot of

‘ '1mpontant techno}ogqe ;got eir start in spec1a1 m111tary programs. What

th1s means 1s?that tbe‘Unrted“States m111tary is w1nd1ng up more and more

\\\\\

dependent on'c1v11 techno]ogy and if we don't keep up our lead, we may

: f1nd ourselves havwng—to_turn to fore1gn suppliers.

11Wedve heard'adtot7a50ut the transfer of critical technologies to the
Sov1et Un1on, 11ke semi- conductors and computers -- which have both civil
and m111tary uses ~ That! s a complex and sensitive subject and I'd like to
try to expTaln;what 5'happening. It's true that we ere concernedhabout

the control of certain technologies that could have direct military impact ‘



on the East-West balance of power. The Soviets are devoting enormous
resources te'upgrading'their technological capability. But a major e]emenf-
in theirefeehno1ogy strategy is the need to get their hands on Western
deve]opments - 1ega11y or 1llega11y so they still need our own research
}and deve]opment Ne ve got to a]so remember that developlng countr1es and

"”even terrorlst groups need opr techno]ogy, too So»1t~pays to keep our edgei

- S0 that we—can,still have some.control over who gets the products of our

expert1se

In 11ght f-the 'er1ous econom1c ~political, and mi]itary conse- |
. 1b, :, 1t s distressing to note thatour'nat1ona1

‘>>etechnolog1ca1 strength seems toAbe dec11n1ng. We! re- see1ng a number~of

'»gges  t at we're in a dec11ne We've seen shifts in the
_fbre1gn versus U. S. f1rms._ We ve -seen very’

| 11tt1e growth In U‘S research_and deve]opment investments as a percentage of

.GNR;;“On the‘other hand otber'countr1es -- 11ke Japan -- are scor1ng

1mpress1ve gaTns 1n 1nvestment » The Soviet Union has showed a consistent

 rate of 3 percen-'o ¥GNPj ested in research and development since WOrld

war II The U S_ is. cuprently—about 2 percent Our 1nvestment in educat1on '

-,15 aTSo dec11n1ng reiatzve to. fhat of other countries. Slnce 1973, the
'Japanese have-been gr&duat1n;vmore electrical eng1neers than the U.S. On e
per-cap1ta ba51s, the Japanese now have an almost 3 to 1 Tead. At every 1_
1eve1 the Japanese-educatlona1 system is producing a generation of people
which will be prepared to deve]op and part1c1pate in the ongo1ng techno1091ca1

revo1ut1on. SR . -



10.

What is most disturbind is the decline in competitiveness.in many
of our techno1ogy—1ntens1ve industries vis-a-vis Japan, West Germany, and
other 1ndustr1a11zed countr1es Ne have already seen dramatic changes in
our trade picture for automobiles. Other industries may face a s1m11ar

fdture Now 1et's 1ook at the 1ndustr1a1 growth rate picture in the United

“---States. It has dec11ned 1n compar1son w1th fore1gn 1ndustr1es Our Tevel

_.of 1ndustr1al research and deve]opment has shown Tittle 1ncrease 1n reaT

terms over the Iast decade } R1ght now, Japan is planning increased 1nvestn_

1 ments that cou]d result‘wn the1r surpass1ng the U.S. in tota1 commerc1a¥

iff.researchfand deve1opment W1th1n a-decade. _They might even make it.

“in pract1ce as wea] as in theory.

’ 1th nationa1 secur1tyﬁe

The techne$agy=strateg1es of these countries involve the coordxnat1on

"”of government po11c1=s=aﬂdfma1ntenance of close government-1ndustny

' .relat1onsh1ps - a]] meant to enhance 1ndustr1a1 innovation and compet1t1veness o

1n a varTety of ways‘ These include 1ncent1ves for investment in research
and dev 1opment certa1n exempt1ons from antitrust laws, and protect1on for

1ndustr1es dur1ng the1r 1nfancy

Don t get me wrong -- we're not afraid of compet1t1on‘ I+ you th1nk

'about 1t compet1t1on actual]y provides opportun1t1es for cooperat1on and

mutual benefits. Compet1t1on speeds up the process of innovation and

N



Mtirf_strength T: st

1.

raises levels of technological capability all over the world. Our job is

to show that we can meet those competitive challenges -- and not by erecting
trade barriers. We've got to make sure thatrour own governmental laws and
regulations do not tie industry's hands but rather encourage it. Then we

will do the job‘thdt:we are cepab]e of doing.

f No maJor U~S

l}corporat1on can. afford to be complacent The-fOreign

- compet1t1on 1s aggress1ve and export-orlented u. S companies have got to

adopt a g]obal 1ong—range strategy. We ought to be putt1ng less emphas1s

on. short term proftts and recogn121ng the fact that foreign firms -- espec1a]1y

K'rent bus1ness goa]s.' Fbre1gn f1rms f1ght hard for

greater market.'hare, for overaTT company growth, and long range corporate

e; we ve got to have better relat1onsh1ps

between 1ndustry ané‘government

And industry's got'to make greater use of

‘avallable techn1ca} resources - especially in our universities.

He'! ve—got to know the;»mpact that” a11 of our government po11c1es
| tion: }: 1a1 compet1t1on We've got to have a comp]ete

rev1ew—of tax p011ey, patentETaws, antitrust enforcement, reguTatwons and

other measures:fi:part1cu1ar1y how they all affect U.S. interests in inter-

»nat1ona] compet1t1on

| ;LV;AvfinaTipotnt;.;thelU;S. government‘has got to cooperate with all
~ our overseas a]lieel..as.ﬁe11 as with U.S. industry...on technology-transfer
po1icy We've got to protect the techno]ogwca] strength of the West. The
Sov1ets can't be’ a1Towed to p]ay us off aga1nst our allies. At the same
time, we've got'to g1ve Amer1can industry an equa] opportunxty to compete

with companies in Europe and Japan.



:11ke Korea and B

r'be converted

our manufacturIng 1ndustr1es? '

]2'

We need to ask ourselves tough questions about where our economy

and where our compan1es are headed.

How w111 the attr1t1on of our computer and sem1-conductor industry,

under the 1mpact of the drlve the Japanese have mounted to capture this

'.fmarket undermlne our defense capab111ty? How will it dmpact: our ab111ty
' to make our way.1n the_world through the manufacture of mach1nery and

..equ1pment'wh1 hlw111'be*'n-"eas1ngly controlled and gquided by m1cro-processors?

IfAthe French:*Germans and Japanese, and Tess deve1oped countr1es

convert»more rap1d]y than the United States from foss11

' fue]s to”nuc1ear energy, how rap1d1y will 1ower power costs in those countr1es

rtan' compet1t1ve advantages 1n manufactur1ng costs’

»"%H-How w11] the 1nstab#11tiesﬁ1n southern Africa on the’one hand and seabed m1n1ng

:e_structure of our wor]d mInera1 markets and 1mpact

:7:3-- The'U S fa711ng beh1nd in economic compet1t1veness as the

Japanese and Germans g1ve, 1nvest and innovate more, and Koreans, S1ngap0re,
Talwanese, Braz1?1ans, Mex1cans 1ncreas1ng their share of the world market

as ours d1m1n1shes
-- Political and economic instability in the Middle East, Africa
and Latin-America where we get the fuel and minerals to keep our economy

going.
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Yet, thef'e is reason to take heart. Here in the U.S., Congress

| has taken first action to revitalize and make our economy competitive
again an}.d:'rgstore our mﬂi‘ta_ry strength and tﬁat will restore confidence
afou(hdv the world in our reliability. I believe the new tone has brought
An'e'w :_\/_i'_g_qr_ to our fﬁends and new caution in those inclined to adventure in

far off pl aces..




