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     THURSDAY, JULY 23,  2009   
 

U.S. -CHINA ECONOMIC AND SECURITY REVIEW COMMISSION 
   
 The Commiss ion met  in  Room 2240,  Louise  M.  Slaughter  Bui lding,  
Rochester  Ins t i tu te  of  Technology,  Rochester ,  NY at  8 :45 a .m. ,  Chairman Carolyn 
Bar tholomew,  and Commiss ioners  Pat r ick  A.  Mulloy and Dennis  C.  Shea pres iding.  

 
INTRODUCTORY REMARKS BY DR. WILLIAM DESTLER, PRESIDENT OF 

ROCHESTER INSTITUTE OF TECHNOLOGY 
 

 DR.  DESTLER:  I  want  to  welcome the  U.S. -China  Economic and Secur i ty  
Review Commiss ion to  RIT and thank the  Commiss ioners ,  especia l ly  Pat r ick  
Mul loy and Dennis  Shea,  for  the  recogni t ion  of  the  importance of  upsta te  New 
York to  the  American economy.  
 I  a lso  wanted to  recognize  Ron Hira ,  Professor  of  Publ ic  Pol icy  here  a t  
RIT,  who helped organize  today 's  hear ing,  as  wel l  as  our  own Professors  Bi l l  
Johnson and Nabi l  Nasr  who wi l l  be  tes t i fy ing before  the  Commiss ion today.  
 I t  i s  my hope that  th is  event  wi l l  provide  USCC with  a  bet ter  unders tanding 
of  the  impact  of  U.S. -China  pol ic ies  on upstate  bus inesses  and communi t ies  and 
ul t imate ly  inform Congress  on poss ible  reforms that  might  enhance economic 
development  in  the  region.  
 Upsta te  New York has  t radi t ional ly  been a  s t rong economic  dr iver ,  
par t icular ly  in  the  manufactur ing sector .   We 've  spawned many nat ional ly  
recognized in ternat ional  corporat ions  in  the  manufactur ing sector ,  of  course ,  
inc luding Kodak,  Bausch & Lomb,  and Xerox,  r ight  here  in  Rochester .  
 But  the  region and our  manufactur ing indust r ies ,  in  par t icular ,  are  fac ing 
s igni f icant  compet i t ion  f rom overseas ,  and th is  compet i t ion  needs  to  be  addressed,  
and ways  need to  be  found to  ass is t  bus inesses  in  re ta in ing and improving market  
share  and growth.  
 So a  review of  how U.S.  economic and t rade  pol ic ies  wi th  China  impact  our  
abi l i ty  to  compete  i s  a  s igni f icant  s tep  in developing s t ronger  federal  pol ic ies ,  to  
improve the  manufactur ing environment  local ly  and throughout  the  nat ion.  
 So,  again ,  I  would  l ike  to  thank the  USCC for  i t s  ef for t s  and wish i t s  
Commiss ioners  the  bes t  today and in  the  fu ture  as  you seek to  address  and improve 
American economic  and secur i ty  i ssues .  
 Welcome to  RIT.  
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 CHAIRMAN BARTHOLOMEW:  Thank you.   
 Dr .  Dest ler ,  thank you very  much for  your  k ind and welcoming remarks .   
On behalf  of  a l l  of  the  Commiss ioners  and the  s taf f  of  the  Commiss ion,  I  want  to  
thank you for  host ing th is  hear ing a t  th is  magnif icent  fac i l i ty ,  and I  unders tand 
that  you spent  many years  down in  the  Washington,  D.C.  area ,  so--  
 DR.  DESTLER:  I  d id  and emerged unscathed.  
 [Laughter . ]  
 

OPENING STATEMENT OF CHAIRMAN CAROLYN BARTHOLOMEW 
 
 CHAIRMAN BARTHOLOMEW:  Good morning,  everybody,  and welcome to  
today 's  hear ing on "The Impact  of  Trade wi th  China  on New York Sta te  and 
Opportuni t ies  for  Economic Growth."  
 I 'm Carolyn Bar tholomew,  the  Chairman of  the  USCC for  the  2009 
repor t ing year .   Today 's  hear ing wi l l  be  cochaired by Commiss ioners  Pat r ick  
Mul loy and Dennis  Shea.  
 For  those  of  you who aren ' t  aware  of  our  organizat ion,  we are  a  b ipar t i san  
Congress ional  Commiss ion composed of  12 members ,  s ix  of  whom are  se lec ted  by 
the  Major i ty  and Minor i ty  Leaders  of  the  Senate  and s ix  from the  Speaker  and the  
Minor i ty  Leader  of  the  House.   Commissioners  serve  two-year  terms.  
 Congress  has  g iven our  Commiss ion the  responsibi l i ty  to  moni tor  and 
invest igate  the  nat ional  secur i ty  impl ica t ions  of  b i la tera l  t rade  and economic  
re la t ions  between the  Uni ted Sta tes  and China .   We ful f i l l  our  mandate  by 
conduct ing hear ings  and under taking re la ted  research as  wel l  as  sponsor ing 
independent  research.  
 We a lso  t ravel  to  Asia  and receive  br ief ings  f rom other  U.S.  government  
agencies  and depar tments .   We produce an annual  repor t .   We provide  
recommendat ions  to  Congress  for  legis la t ive  and pol icy  changes .  
 Today 's  hear ing is  the  seventh  hear ing for  the  2009 report ing year ,  a  year  
in  which we have a l ready seen dramat ic  developments  in  the  U.S. -China  t rade  
re la t ionship .  
 Ear l ier  in  the  year ,  we had a  hear ing on China 's  indust r ia l  pol icy  which 
suppor ts  and nur tures  i t s  domest ic  s t ra tegic  indust r ies .    
 Today 's  hear ing is  on the  impact  of  t rade  wi th  China  on upsta te  New York 
and the  oppor tuni t ies  for  economic growth in  the  region.   Upsta te  New York,  as  
you a l l  know bet ter  than we do,  has  a  great  indust r ia l  base ,  and we 're  looking 
forward to  hear ing f rom our  panel is ts  about  i t .  
 Once a  year ,  in  our  hear ing cycle ,  we t ravel  somewhere  in  the  country  to  
see  more  c lose ly  what 's  going on in  local  communi t ies ,  so  we 're  rea l ly  pleased to  
be  here  to  ta lk  about  what 's  happening in  th is  area .  
 Before  we proceed wi th  the  hear ing,  we 'd  l ike  to  thank Michel le  Seger ,  
Associa te  Director ,  for  her  outs tanding service  and ass is tance;  James Bober ,  the  
Lead Engineer ,  and Nei l  Kromer  and the  engineer ing s taff  for  thei r  A/V ass is tance 
in  se t t ing  up the  hear ing room;  Wil l  Dube for  h is  outs tanding suppor t  and 
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ass is tance;  and Janice  Emerson,  who is  the  General  Manager  of  the  RIT Inn and 
Conference  Center ,  Ri ta  Farsace  and Jennifer  Harewood for  thei r  suppor t  and 
ass is tance  in  ar ranging for  a l l  of  our  logis t ics .  
 The s taf f  here  has  been wonderful  to  work wi th  and have contr ibuted 
immensely  to  the  success  of  th is  hear ing.   So we thank everybody very  much for  
thei r  cooperat ion and warm welcome.  
 I  would a lso  l ike  to  speci f ica l ly  welcome our  panel is ts  and ask that  you 
each speak for  no more  than seven minutes .   This  wi l l  a l low the  maximum amount  
of  t ime for  ques t ions  and answers .    
 We ' l l  be  breaking a t  noon for  lunch,  and we ' l l  be  resuming a t  one  o 'c lock 
p .m.   Also ,  there  wi l l  be  a  publ ic  comment  per iod f rom 4:00 p .m.  to  5 :00 p .m. ,  th is  
af ternoon,  and there 's  a  s ign-up sheet  a t  the  press  mater ia ls  table  by the  ent rance .  
 With  that ,  I 'm going to  in t roduce Commiss ioner  Shea  who is  one  of  the  
cochai rs  of  the  hear ing.    
 Thank you,  again .  
 

OPENING STATEMENT OF COMMISSIONER DENNIS C.  SHEA 
HEARING COCHAIR 

 
 HEARING COCHAIR SHEA:  Thank you,  Chairman Bar tholomew,  and 
again  thanks  for  everyone coming here  today.  
 I 'd  l ike  to  take  th is  oppor tuni ty  to  invi te  a l l  of  you to  v is i t  our  Web s i te ,  
www.uscc .gov,  where  you ' l l  f ind  many useful  i tems,  including our  2008 Annual  
Repor t  and var ious  research papers  on an array of  subjects  tha t  might  be  of  in terest  
to  those  present  today.  
 As  the  Chairman ment ioned,  today 's  hear ing looks  to  h ighl ight  not  only  the  
impact  of  t rade  wi th China  on centra l  and western  New York,  but  a lso  the  
t remendous  potent ia l  avai lable  for  growth and development  in  the  region.  
 Companies  in  upsta te  New York have access  to  a  very  wel l -educated  
workforce ,  a  s t rong world-c lass  univers i ty  sys tem,  including RIT as  a  member ,  
publ ic  and pr ivate  ins t i tu t ions  wi th  great  R&D faci l i t ies ,  and a  s ta te  government- -
and we ' l l  be  hear ing f rom representa t ives  of  the  s ta te  government-- that  hopes  to  
ass is t  in  revi ta l iz ing the  indust r ia l  base  of  the  region.  
 Fur thermore ,  es tabl ished companies  wi th  r ich  R&D tradi t ions in  the  region 
can help  lay  the  foundat ions  for  job creat ion in  the  new indust r ies  of  the  fu ture .   
We 're  looking forward to  hear ing f rom al l  of  our  exper ts  today about  these  future  
oppor tuni t ies .  
 The t ranscr ip t  of  today 's  hear ing wi l l  be  publ ished on our  Web s i te ,  and 
today 's  wri t ten  tes t imony wi l l  a lso  be  posted on the  Web s i te .  
 By the  end of  November ,  th is  coming November ,  our  2009 Annual  Repor t  
wi l l  appear  on the  Commiss ion 's  Web s i te ,  as  wel l  as  in  the  form of  a  bound paper  
copy.  
 I  am very ,  very  conf ident  that  today 's  hear ing wi l l  provide  a  weal th  of  
informat ion for  tha t  annual  ef for t ,  and I  want  to  personal ly  thank a l l  of  our  
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witnesses  for  taking the  t ime to  not  only  be  present  here  today,  but  a lso  to  prepare  
wri t ten  tes t imony,  and I  know put t ing pen to  paper  i s  very ,  very  t ime consuming.   
So we apprecia te  you doing that .  
 I 'm going to  turn  over  the  hear ing to  Commiss ioner  Mul loy.  

 
OPENING STATEMENT OF COMMISSIONER PATRICK A.  MULLOY 

HEARING COCHAIR 
 
 HEARING COCHAIR MULLOY:  Thank you.  
 Perhaps  our  wi tnesses  would want  to  come up to  the  wi tness  table .  F i rs t  
panel ,  Dr .  Ron Hira ,  Mr.  John Perrot t i ,  and Dr .  Wil ly  Shih .   I f  I 'm not  pronouncing 
any of  your  names correct ly ,  le t  me know.  
 I  am very  pleased to  have the  oppor tuni ty  to  cochair  th is  hear ing wi th  my 
f r iend and col league,  Commiss ioner  Dennis  Shea.   And again ,  I  want  to  thank 
Rochester  Ins t i tu te  of  Technology,  and wi th  par t icular  thanks  to  our  f r iend Ron 
Hira ,  who has  been very  helpful  to  us  in  get t ing th is  organized.  
 In  March,  th is  Commiss ion held  a  hear ing in  Washington,  in  which we 
looked a t  China 's  pol icy  of  promot ing pi l lar  and s t ra tegic  indust r ies ,  meaning key 
indust r ies  that  China  bel ieves  can provide  a  h igh tech,  h igh wage socie ty .  
 This ,  in  my view,  i s  par t  of  the  s t ra tegy being used by China to  bui ld  i t s  
comprehensive  nat ional  power  and to  help  China  regain i t s  former  s ta tus  as  a  great  
power .   China  was  once a  great  power  in  Asia ;  they want  i t  back,  and they 've  
developed a  s t ra tegy to  do i t .  
 I  have no quarre l  wi th China  doing th is  as  long as  i t ' s  not  done a t  the  
expense  of  our  own s tandard of  l iving and our  own economic s t rength .   
Unfor tunate ly ,  I  be l ieve  the  la t ter  i s  the  case ,  and we must  formulate  and adopt  
pol ic ies  that  protect  the  legi t imate  in teres ts  of  our  country  and the  s tandard of  
l iv ing of  our  people .  
 This  does  not  mean I  favor  provoking a  confronta t ion wi th  China ,  but  
ra ther  I  be l ieve  we can formulate  pol ic ies  that  can help  mainta in  our  own high tech 
manufactur ing indust r ies .   I  hope today 's  hear ing can help  us  bet ter  unders tand the  
chal lenges  we face  and help  us  th ink about  what  pol ic ies  we might  adopt  to  s top 
what  I  th ink is  a  decay in  our  abi l i ty .  
 Now,  one of  our  wi tnesses  today,  Dr .  Wil ly  Shih ,  wrote  in  a  recent  
impor tant  Harvard  Business  Review ar t ic le  ent i t led  "Restor ing American 
Compet i t iveness"  that ,  quote :  
 "Decades  of  outsourcing manufactur ing has  lef t  U.S.  indust ry  wi thout  the  
means  to  invent  the  next  generat ion of  h igh- tech products  that  are  key to  
rebui ld ing th is  economy."  
 That ' s  very  important  what  he 's  saying here ,  tha t  th is  outsourcing has  now 
reached the  s tage  where  we can ' t  innovate  and be  the  leaders  in  the  next  
genera t ion.   Somebody e lse  i s  going to  be  there .  
 This  Commiss ion wi l l  make good use  of  today 's  d iscuss ion when i t  
formulates  i t s  Annual  Repor t  to  Congress .    
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 I  thank a l l  of  our  wi tnesses  for  put t ing the effor t  in  and prepar ing the i r  
s ta tements .   I  a lso  want  to  thank Senators  Schumer  and Gi l l ibrand and 
Congresswoman Slaughter  for  thei r  in teres t  and suppor t  of  th is  hear ing.   Each of  
them has  put  s ta tements  in  the  record ,  and they 're  avai lable  a t  the  press  table .  
 Now,  le t  me in t roduce  our  f i rs t  panel .   Dr .  Ron Hira  i s  the  Associa te  
Professor  of  Publ ic  Pol icy  a t  RIT.   Pr ior  to  joining the  univers i ty ,  he  worked as  a  
sys tems control  engineer  and a  program manager  for  ten  years .   Among other  
p laces ,  he  was  a t  NIST and the  George Mason Univers i ty .  
 He coauthored Outsourc ing America ,  which had qui te  an  impact  in  the  
pol icy  c i rc les  in  Washington.    
 Our  second wi tness  i s  Mr .  John Perrot t i ,  the  CEO of  the  Gleason 
Corporat ion.   He has  held  a  var ie ty  of  pos i t ions  a t  Gleason s ince  jo ining the  
company in  1986 so  you 've  been there  23 years .    
 Pr ior  to  jo ining Gleason,  he  worked for  KPMG, an  in ternat ional  publ ic  
account ing f i rm,  but  his  tes t imony is  very  interes t ing because  he 's  on  the  ground 
and has  seen what 's  happening.  
 F inal ly ,  we have  Dr.  Wil ly  Shih ,  Professor  of  Management  Pract ice  a t  the  
Harvard  Business  School  in  Boston.   We 're  very  for tunate  to  get  Dr .  Shih  because  
he  worked r ight  here  a t  Eastman Kodak f rom 1997 to  2005,  and he  is  one who sees  
what 's  happening in  our  abi l i ty  to  innovate .  
 So le t  me welcome a l l  three  of  you,  and i f  we could  jus t  go  f rom Dr.  Hira ,  
Mr.  Perrot t i ,  and then Dr .  Shih .   You ' l l  each have about  seven minutes ,  and then 
we ' l l  open i t  up ,  and each Commiss ioner  wi l l  ge t  about  f ive  minutes  to  ask  
quest ions .  
 Thank you very  much.   Dr .  Hira .  
 

PANEL I:  THE IMPACT OF TRADE WITH CHINA ON NEW YORK STATE 
 

OPENING STATEMENT OF DR. RON HIRA 
ASSOCIATE PROFESSOR OF PUBLIC POLICY, ROCHESTER INSTITUTE 

OF TECHNOLOGY, ROCHESTER, NEW YORK 
 

 DR.  HIRA:  Thank you.   Welcome to  Rochester  and welcome to  RIT.   I 'd  
l ike  to  thank the  Commiss ion and the  cochairs  of  th is  hear ing for  invi t ing me to  
tes t i fy  today.  
 Offshor ing is  one of  the  most  important  economic,  technological  and 
nat ional  secur i ty  i ssues  this  country  faces .   Yet ,  we have had a  muted and of ten  
mis leading publ ic  d iscuss ion about  i t s  causes ,  i t s  impacts ,  and the  appropr ia te  
pol icy  and responses  we should  adopt .  
 I 've  been s tudying offshor ing for  the  pas t  decade,  and I  be l ieve  tha t  the  
U.S.  i s  char t ing the  wrong pol icy  course  that ,  i f  lef t  unchanged,  wi l l  s ignif icant ly  
erode America 's  economic and technological  fu ture .  
 I ' l l  focus  my remarks  today on the  offshor ing of  innovat ion and research 
and development ,  areas  where  the  U.S.  i s  presumed to  hold  a  commanding lead and 
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areas  that  are  widely  v iewed as  keys  to  our  future  success .  
 The dominant  narra t ive  given about  offshor ing is  that  as  the  U.S.  offshores  
par t icular  jobs ,  indust r ia l  sec tors  and tasks ,  i t  wi l l  be  a  win-win for  both  the  U.S.  
and the  receiving country  such as  India  or  China.   The argument  goes  tha t  i t  i s  
good for  the  U.S.  to  offshore  sof tware  programming to  India  or  auto  par ts  
manufactur ing to  China  because  these  jobs  and sectors  wi l l  be  replaced by bet ter  
ones .   The Uni ted  Sta tes  wi l l  s imply  special ize  in  the  high- tech sectors  that  create  
h igh-ski l l ,  h igh-wage innovat ion and creat ive jobs  to  replace  those  tha t  are  los t .  
 The narra t ive  and i t s  prescr ip t ions  res t  on a  d ivis ion of  labor  hypothesis .   
The U.S.  response  to  increased offshor ing should  be  to  move up the  innovat ion and 
ski l l  ladder .   Pol icy  responses  a imed a t  re tain ing current  jobs  or  indust ry  are  
deemed as  fo l ly .  
 The s tory  acknowledges  that  low-ski l l ,  low-wage workers  wi l l  face  
increased compet i t ion  f rom workers  abroad,  and some may lose  the i r  jobs ,  but  i t  
offers  a  solut ion for  them,  too:  they can be  eas i ly  re t ra ined for  h igher-ski l l ,  
h igher-wage jobs  and end up in  a  bet ter  job.   Never  mind that  the  Depar tment  of  
Labor  i t se l f  jus t  sponsored a  s tudy that  found re t ra in ing effor ts  are  largely  
ineffect ive .  
 Also  keep in  mind that  a l l  of  th is ,  th is  dominant  g lobal iza t ion  narrat ive ,  
res ts  on a  key assumpt ion:  that  the  U.S.  i s  a t  fu l l  employment ,  a  condi t ion that  no 
economic prognost ica tor  i s  predic t ing any t ime soon.   So le t ' s  leave as ide  the  fu l l  
employment  assumpt ion for  now.  
 What  happens  to  p lausibi l i ty  of  th is  narra t ive ,  this  dominant  narrat ive ,  i f  in  
real i ty  the  tasks  and jobs  moving to  low-cost  countr ies  are  the  very  same high-ski l l  
innovat ion and high- tech jobs  in  which the  U.S.  i s  supposed to  have  an advantage?   
What  i f  the  sectors  tha t  are  los t  are  the  "bet ter"  indust r ies ,  the  ones  that  we ' re  
supposed to  specia l ize  in?  
 A var ie ty  of  indicators  show that  some high- tech jobs  and sectors  have 
a l ready moved to  low-cost  countr ies  l ike  India  and China ,  and there 's  even more  
evidence  that  th is  migra t ion wi l l  increase  in  scale  and scope.    
 Pr inceton Univers i ty  economist  and former  Vice  Chair  of  the  Fed,  Alan 
Bl inder ,  has  es t imated the  vulnerabi l i ty  of  a l l  838 occupat ions  in  the  Depar tment  
of  Labor  ca tegor ies  and found tha t  near ly  a l l  sc ience and engineer ing occupat ions  
are  vulnerable  to  being offshored.  
 And we know that  major  corporat ions  are  rapidly  growing thei r  R&D 
faci l i t ies  and workers  in  low-cost  countr ies  l ike  India  and China .   Genera l  Electr ic  
provides ,  I  th ink,  a  very  fascinat ing case  s tudy,  par t icular ly  g iven the  current  
CEO's  recent  op-eds  about  g lobal iza t ion.   Jack Welch,  the  former  CEO of  GE,  was  
an  ear ly  and s ignif icant  evangel izer  of  offshor ing.   The f i rm now has  four  research 
locat ions  worldwide in  New York,  Shanghai ,  Munich and Bangalore .   Bangalore 's  
Jack Welch R&D Center  employs  3 ,000 workers ,  more  than the o ther  three  
locat ions  combined.  
 And jus t  th is  week,  Reuters  had a  fea ture  s tory  about  how key components  
of  Microsof t ' s  brand-new search engine  product ,  Bing,  which is  compet ing wi th  
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Google ,  were  produced by i t s  R&D center  in  India .   The ar t ic le  a lso  s ta tes  that  
networking giant  Cisco Systems a l ready does  hal f  of  i t s  core-- i ts  core--R&D work 
in  India .  
 Fur ther ,  large  losses  of  U.S.  manufactur ing jobs  and the  worsening 
deter iora t ion of  the  goods  t r ade  balance  over  the  pas t  decade are  very  t roubl ing for  
American innovat ion.   According to  the  Nat ional  Science  Foundat ion,  
manufactur ing indust r ies  accounted for  a  whopping 70 percent  of  a l l  business  R&D 
performed in  the  U.S.  
 The Depar tment  of  Labor  s ta t i s t ics  show that  more  than 40 percent  of  
engineers  in  the  U.S. - -and engineers ,  I  be l ieve ,  and I 'm a  b i t  b iased because  I 'm an 
engineer  mysel f ,  a re  the  agents  for  technological  innovat ion--more  than 40 percent  
work in  the  manufactur ing sector ,  even though wi th  a l l  workers ,  i t ' s  about  n ine  
percent  or  so .   So there 's  d ispropor t ionate ly  a  large  number  of  engineers  that  work 
in  manufactur ing.  
 Recent  discuss ions  by some pundi ts  tha t  the  U.S.  should  je t t i son 
manufactur ing and wi l l  s imply succeed by specia l iz ing in  innovat ion seem to  be  
unaware  of  these  s ta t i s t ics  and the  fact  that  innovat ion and manufactur ing are  
inextr icably  l inked.   Lose  manufactur ing and you ' re  going to  lose  innovat ion.  
 Now le t  me turn  to  the  innovat ion pol icy  responses  tha t  we 've  seen so  far  
f rom the  government .   They have been focused purely  on the  supply  s ide  of  
innovat ion,  on increas ing resource  inputs  in to  the  innovat ion sys tem,  bas ical ly  
increas ing R&D spending,  increas ing the  number  of  sc ient is ts  and engineers  and 
improving K through 12 sc ience  and math educat ion.  
 This  prescr ip t ion is  bound to  fa i l  because  i t  assumes that  we have a  U.S.  
economy moored in  1957 that  we essent ia l ly  haven ' t  changed s ince  Sputnik .   I t ' s  
based on a  misunders tanding of  how R&D is  connected to  a  company 's  ac t iv i t ies  
and to  the  genera l  economy.  
 The purpose  of  government  subs idies  for  R&D, which I  fu l ly  suppor t ,  i s  not  
to  create  research jobs .   We 're  not  a l l  going to  be  researchers .   There 's  only  about  
a  mi l l ion  R&D jobs in  the  U.S.   I t ' s  about  .7  percent  of  the  workforce .   The sector  
i s  s imply  too  smal l  to  be  a  major  job  creator .  
 Ins tead the  purpose  of  subsidiz ing R&D spending is  the  hope that  the  U.S.  
wi l l  capture  the  downstream benef i ts :  the  des ign,  development  and product ion jobs  
that  complement  and are  complemented by those  R&D act iv i t ies .   Yet ,  we ' re  a t  a  
s tage where  we ' re  unwi l l ing or  unable  to  even discuss  how to  des ign pol ic ies  to  
capture  those  downstream frui ts  of  the  R&D. 
 In  my wri t ten  s ta tement ,  I 've  provided a  number  of ,  I  th ink,  concrete  pol icy  
recommendat ions tha t  are ,  to  use  the  phrase  of  the  day,  "shovel  ready."   
 I  look forward to  your  quest ions ,  and again  thank you for  the  oppor tuni ty  to  
be  here .  

[The s ta tement  fo l lows: ]  
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Prepared Statement  of  Dr.  Ron Hira 
Associate  Professor of  Publ ic  Pol icy ,  Rochester  Inst i tute  of  Technology,  

Rochester ,  New York 
 

Introduction 
I want to thank the commission and Chairmen Shea and Mulloy for inviting me to testify here today.  
 
Offshoring is one the most important economic, technological, and national security issues this country faces. Yet 
we have had a muted and often misleading public discussion about its causes, impacts and the appropriate policy 
responses. I have been studying offshoring for the past decade and I believe that the U.S. is charting the wrong 
policy course that, if left unchanged, will significantly erode America’s economic and technological performance. In 
this testimony, I will focus on the offshoring of innovation and research and development (R&D), areas where the 
U.S. is presumed to hold a commanding lead and are widely viewed as keys to our future success.  
 
The dominant narrative given about offshoring is that as the US offshores particular jobs, industrial sectors, and 
tasks, it will be a win-win for both the US and the receiving country, say India or China. The argument goes that it is 
good for the US to offshore software programming to India, or offshore auto parts manufacturing to China, because 
these jobs and sectors will be replaced by better ones. The United States will simply specialize in high-tech sectors 
that create high-skill, high-wage innovation and creative jobs to replace those lost. 
 
The narrative and its prescriptions rest on a division-of-labor hypothesis: the U.S. response to increased offshoring 
should be to “move up” the innovation and skill ladder. Policy responses aimed at “retaining” current jobs or 
industries is folly. The story acknowledges that low-skill, low-wage workers will face increased competition from 
workers abroad and some may lose their jobs, but it offers a solution for them too: they can be easily retrained for 
higher skill and higher wage jobs, and end up in a better job. Also remember that the narrative rests on the 
fundamental assumption that the economy is at full employment, a condition that few prognosticators have on their 
radar screen.  
 
But what happens to the narrative if in reality the tasks and jobs moving to low-cost countries are in the very same 
high-skill innovation and high-tech sectors in which the United States is supposed to hold an advantage? What if the 
sectors that are lost are the “better” industries?  
 
A variety of indicators show that some high-tech jobs and sectors have already moved to low-cost countries like 
India and China, and there is even more evidence that this migration will increase in scale and scope, and its growth 
could be substantial. Princeton economist Alan Blinder estimated the vulnerability to offshoring of all 838 
Department of Labor job categories, and found absolutely no correlation with skill level. This means that many 
occupations requiring advanced skills are vulnerable to offshoring, including nearly all science and engineering job 
categories. Getting more education or advanced degrees does not make one immune from the negative effects, job 
and/or wage loss, from offshoring.  
 
Further, large losses of U.S. manufacturing jobs and the worsening deterioration of the goods trade balance over the 
past decade are very troubling for those betting on innovation. According to the National Science Foundation 
manufacturing industries accounted for a whopping 70% of all business research and development (R&D) 
performed in the United States in 2007. Also, Department of Labor statistics show that more than 40% of engineers, 
the agents of technological innovation, work in the manufacturing sector. Recent discussions by some pundits that 
the U.S. should jettison manufacturing and will succeed by specializing in innovation defy reality. Innovation and 
manufacturing are inextricably linked and complementary activities. Now let me turn to some worrying indicators 
about the offshoring of innovation and R&D, which I have documented in more detail in some of my recent papers.  
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Advanced (High-Technology) Trade Balance 
The United States is running large and growing trade deficits with China in the “advanced technology products” 
(ATP) category. Advanced technology products, defined by the Foreign Trade Statistics division of the Census 
Bureau, captures trade in goods (services are excluded) that require a high amount of R&D to produce. The ATP 
series was created in the late 1980s specifically to more easily identify the U.S. trade position in high-technology.   
 
The United States began running a trade deficit in advanced technology products in 2002, and that deficit increased 
to $38 billion in 2006. Much of the deficit can be attributed to the rapidly declining trade position with China, dating 
to its accession to the World Trade Organization in 2001. Looking at exports and imports separately, China ranks 
number one for both exports and imports. The US exported more ATP, $24 billion, to China than any other country 
in 2006, up more than two-fold from $11 billion and 8th place in 2000. But the remarkable story is the massive five-
fold increase in ATP imports from China between 2000-06 going from $12 billion and 7th place to $73 billion and a 
dominant 1st (Mexico is a distant second at $31 billion), accounting for one-quarter of all US ATP imports.  
 
In the case of India, America ran a slight surplus of $2.6 billion in 2006, up from $913 million in 2000. Exports to 
India increased from $1 billion and a rank of 28th in 2000 to $3 billion and a rank of 20th in 2006. Many predicted 
that India would become a large market for US ATP exports, as the offshoring of IT services increased. The 
prediction was that Indian workers would be buying “Dell computers” and telecommunications equipment from 
Americans. But it simply hasn’t materialized. Information and communications ATP exports to India increased a 
mere $470 million between 2003 and 2007, from $650 million to $1.12 billion, while the Indian offshoring industry 
exploded. The claim that offshoring is a two-way street isn’t supported by the facts.  

Science & Engineering Articles  
A significant output of research activities, especially academic research, is publishing articles. China’s article output 
increased more than four-fold between 1995 and 2005 to 42 thousand, moving it from being ranked 14th to the 5th in 
just a decade. The 2005 Chinese output still significantly lags the US and EU, each in the low 200 thousand range, 
but it’s now three-quarters the size of Japan’s. India’s output, which was nearly equal to China’s in 1995, has 
increased at a much slower rate to 15 thousand. It began 1995 and ended 2005 as the 12th ranked country.  
 
A potentially more significant figure is how China has focused its efforts on particular technical fields. The data 
above include social as well as natural and physical sciences. China appears to investing in the physical sciences, 
engineering and mathematics. In engineering and chemistry, China became the second leading publisher of articles, 
supplanting Japan. And in physics and mathematics it moved into third place behind Japan for physics and third 
place behind France for mathematics. In the leading edge field of nanotechnology, China is now ranked number two, 
behind the US, in number of nanotechnology papers.  

Human Capital Measures 
Chinese and Indians are responding to the increased opportunities in science, technology, engineering, and 
mathematics (STEM) occupations, from offshoring as well as overall growth. In India the response has been mostly 
in the private sector through a proliferation of private colleges and training academies. In China, the state has played 
a bigger role in expanding the talent pool at all levels with a dramatic difference especially at the doctorate level. 
According to the NSF, India’s engineering doctorate production hardly budged from 1989 to 2003, but China’s 
production increased nine-fold, surpassing Japan in 1999 and America by 2002 to move to first place.    

U.S. Multinational Corporation R&D Activities in China & India 
There is no comprehensive list of R&D investments by U.S. multinational corporations and they aren’t required to 
disclose geographic segment activities of R&D in financial filings. Below are some of the R&D activities of leading 
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U.S. firms that have been reported in the press or by the companies themselves. Two patterns emerge from the data: 
the R&D activities and investments in India and China are relatively new and they are growing. Figures in the 
parentheses show the firm’s R&D spending ranking (for U.S.-based firms only) and its spending for fiscal year 
2007.   
 

General Motors (#1, $8.1bn) 
India 
The India Science Lab, one of eight General Motors research labs, is located in Bangalore and was established in 
2003. More than 70% of its researchers hold a Ph.D. Also, GM has created collaborative research laboratories with 
two Indian universities to focus on specific R&D topics. GM has nine such labs with universities, and two of the 
three outside the U.S. are in India.  
 
China 
In October 2007 General Motors announced it would build a wholly-owned advanced research center in Shanghai to 
develop hybrid technology and other advanced designs. GM already has a 1,300-employee research center in 
Shanghai through a joint venture with Shanghai Automotive Industry Corporation.   
 

Pfizer (#2, $8.1bn) 
India 
Pfizer has been outsourcing significant drug development services to India. 44 new drugs are under clinical trials 
involving 143 medical institutions and at least 1,800 patients. The company is now looking to expand into drug 
research in India through collaborations.  
 
China 
Pfizer has approximately 200 employees at its Shanghai R&D center, which supports global clinical development. It 
also uses a number contract research firms for some R&D there. It plans significant expansion of its R&D in China.  
 

Microsoft (#5, $7.1bn) 
India 
It employs more than 4,000 workers in India. The Microsoft India Development Center (an R&D center) was 
established in 1998. It has grown to more than ten-fold since 2003 when it had 120 people. With 1,500+ workers 
now, it is the largest development center outside the U.S.  
 
China 
The Microsoft China R&D Group is over ten years old and currently employs 1,500 workers. Activities are for both 
localization and global markets. The Microsoft China R&D Group focuses on the five areas of mobile and 
embedded technology, web technology products and service, digital entertainment, server and tools, and emerging 
markets. Microsoft broke ground on a new $280 million R&D campus in Beijing in May 2008. In November 2008 
Microsoft announced it is significantly expanding its R&D operations in China by investing an additional $1 billion 
over the next three years making it the largest R&D center behind the U.S.  
 
 

Intel (#6, $5.8bn) 
India 
Intel began with a sales office in 1988 and established an R&D center in 1998. It now has about 2,500 R&D workers 
in India and has invested approximately $1.7 billion in its Indian operations. In 2007, Intel’s Bangalore 
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Development center contributed about half the work towards its “teraflop research chip.” In September 2008 Intel 
unveiled its first microprocessor designed entirely in India, and the first time that 45 nanometer technology was 
designed outside of the U.S. The Xeon 7400 microprocessor are used for high-end servers. In 2005 Intel announced 
a planned investment of $800 million in India to expand research operations and an additional $250 million to 
launch a venture capital fund targeted at Indian start-ups.  
 
China 
Intel is building a $2.5 billion 300 mm semiconductor fabrication facility in Dalian, China, its first fab in Asia. In 
April 2008 Intel announced a $500 million Intel Capital China Technology Fund II will be used for investments in 
wireless broadband, technology, media, telecommunications, and “clean tech.” The first fund’s size was $200 
million. Examples of Intel's first China Fund company investments include Neusoft Group, Supcon Group, A8 
Music, Chinacache International, Chipsbank Microelectronics, DAC, HiSoft Technology International, Kingsoft, 
Legend Silicon, Montage Technology, and Palm Commerce.  
 
Why the Current Policy Response to High-Technology Offshoring is Insufficient 
In response to the offshoring of high-tech jobs and tasks an additional narrative supporting status-quo globalization 
has been constructed. In this muddled tale, the rise of India and China is seen as both a challenge and a boon. In 
response to the challenge, American workers and companies and industries that cannot take advantage of offshoring 
must “run faster and jump higher” or “adjust” by moving to new functions or sectors. The proponents argue that 
innovation is the panacea, and that more public money should be directed to increase U.S. technological capacity. 
They offer a simple three-ingredient cocktail: increase R&D spending (and R&D tax breaks); produce more 
scientists and engineers; and improve K-12 science and math education.  
 
Their primary focus is on increasing resource inputs into the innovation system. But this policy course is misguided 
because it is based on a misunderstanding of how R&D is connected to a company’s activities and the economy. 
First, the purpose of government subsidies for R&D is not to create research jobs, which number about 1 million in 
the U.S., or less than 0.7% of the workforce (less than the number of jobs lost in the past three months alone). The 
sector is simply too small to be a major job creator now or in the future. Instead the purpose of subsidizing R&D 
spending is the hope that the U.S. will capture the downstream benefits - the design, development and production 
jobs that complement and are complemented by those R&D activities. Second, a number of major structural shifts 
have occurred in the U.S. national innovation system (NIS), the term scholars use to describe the complex system 
that supports the innovation process. Our policies have not kept up with these significant structural and institutional 
changes affecting the U.S. NIS - its elements, institutions and the links between them. These changes include shifts 
in the employment relations and the rise of the globally integrated enterprise; the internationalization of U.S. 
universities; and, the uncertainty of the U.S. science and engineering labor market.  
 
U.S. High-Technology Employment Relations & Rise of Globally Integrated Enterprises 
During the past two decades there has been a significant shift in the employment relations between U.S. employers 
and their American scientists and engineers. Corporate decisions are increasingly being made with little regard to 
how it affects workers. IBM, a leading employer, shows how radically these practices have changed over the past 20 
years. As recently as 1992 IBM never laid off an employee, but since 2002 it has policies in place that force its U.S. 
workers to train foreign replacements as a condition of severance and unemployment insurance. These practices 
have become quite widespread in the American technology sector. An American software engineer I know working 
at a major semiconductor company put it this way, “The basic plan where I worked was to hire H-1Bs [foreign 
workers in the United States on temporary work permits], train them, and use them as a way to outsource and 
transfer technology to China. I trained my replacement who was here on an H-1B visa from India.” When asked if 
he would tell his story publicly, he demurred saying, “The company I worked for required I sign a several page 
agreement stating I would not discuss company information. My human resources representative and manager both 
made it clear that the company has never lost any challenge and has gone out of its way to destroy the lives of the 
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people who have caused issues. They tell everybody this, not just me. They would brag about cases.” At the same 
time that this American engineer was training his foreign replacement, the CEO of his company was publicly 
complaining to Washington policy makers about a shortage of U.S. engineers. 
 
U.S. corporate leaders have been explicit about how they now manage their technology human resources. For 
example, in response to the discussion on offshoring and U.S. competitiveness, Craig Barrett, then CEO of Intel 
Corporation, said that his company can succeed without ever hiring another American. And in an article in Foreign 
Affairs magazine in 2006, IBM CEO Sam Palmisano gave the eulogy for the multinational corporation (MNC), and 
introduced us to the globally integrated enterprise (GIE). Palmisano said, “Many parties to the globalization debate 
mistakenly project into the future a picture of corporations that is unchanged from that of today or yesterday….But 
businesses are changing in fundamental ways—structurally, operationally, culturally—in response to the imperatives 
of globalization and new technology.” The MNC model, where firms replicated their organization for each country 
where they sold, is now giving way to the GIE model, where firms geographically separate their production from the 
markets in which they sell. When discussing his firm’s aggressive moves to shift its share of workers to low-cost 
countries, Ron Rittenmeyer, CEO of EDS, the largest U.S.-based IT services firm, said he “is agnostic specifically 
about where” EDS locates its workers, choosing the place that reaps the best economic efficiency. By 2008, EDS 
had 43% of its workforce in low-cost countries, up from virtually zero in 2002.  
 
Firms are significant actors in the innovation process, and changes in their behavior will impact the U.S. NIS as well 
as the distribution of its benefits and costs.  For example, advanced tools and technologies created or purchased by 
firms, will likely diffuse much more rapidly across borders (be geographically more leaky), giving domestic 
technology workers diminished preferred-access advantage. There will also be larger shares of technology workers 
in low-cost countries, and likely smaller workforces in the United States. This will affect new firm creation in the 
United States because engineers not only create new knowledge, but are also an important source of 
entrepreneurship and start-up firms. These new arrangements will also make innovations less geographically sticky, 
raising questions about whether promised payoffs to public investments in R&D will be realized. Global firms will 
have access to knowledge created in low-cost countries, if they aren’t creating it themselves, and will be able to 
diffuse and exploit that new knowledge in their U.S. operations.   

Low-Cost Countries Attract R&D Sites  
Another new phenomenon is competition by low-cost countries for R&D site selection. Defying the product life-
cycle pattern of technological investments proposed by development scholar Raymond Vernon in 1966, India and 
China have successfully attracted R&D and innovation facilities. Vernon argued that newly invented products were 
initially produced in developed countries and only after they matured did production move to developing countries. 
Any R&D done in developing countries would be limited to localization, customizing the product for the domestic 
market.  
 
Recent surveys of corporate R&D managers indicate that India and China have become much more attractive as 
destinations for R&D investments. A survey by the U.N. Conference on Trade and Development of the top 300 
worldwide R&D spenders found that China was the top destination for future R&D expansion, followed by the 
United States, India, Japan, the U.K., and Russia. A survey of 248 R&D managers of U.S. and European MNCs, 
conducted by Thursby and Thursby for the National Academies’ Government University Industry Research 
Roundtable, found more firms had new or planned facilities, “central to overall R&D strategy,” to be located in 
China than the United States, and a large number are slated for India. The study also found that the managers 
expected R&D employment growth in India and China, and more respondents expected U.S. R&D employment to 
decline than those that expected it to increase. In 2007 The Economist magazine surveyed 300 executives about 
R&D site selection. They asked them to name the best overall location for R&D, excluding their home country. 
India was the top choice, followed by the United States and China (Canada followed as a distant fourth). Eight of the 
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top 10 R&D spending companies have R&D facilities in China or India, (Microsoft, Pfizer, DaimlerChrysler, 
General Motors, Siemens, Matsushita Electric, IBM, and Johnson & Johnson).  
 
While General Electric spends less than many other firms on R&D it nevertheless provides an interesting case of a 
company with the majority of its R&D personnel in low-cost countries. Jack Welch, former CEO of GE, was an 
early and significant evangelizer of offshoring. The firm has four research locations worldwide, in New York, 
Shanghai, Munich, and Bangalore. Bangalore’s Jack Welch R&D Center employs 3,000 workers, more than the 
other three locations combined. In fiscal year 2008, 47% of GE’s revenues came from the United States and 84% 
from outside of Asia. So, clearly those R&D personnel are creating products for the global and high-cost country 
markets.  
 
The emerging economies of India and China have leap-frogged certain stages of economic development by 
attracting private-sector R&D production. This may result in greater competition amongst regions for attracting 
R&D investments. An important rationale for public sector investments in R&D is that it helps to attract co-located 
private-sector R&D investments. These public-sector investments, often accompanied by tax and other subsidies, 
may become less effective at attracting those private investments.  
 
Perhaps the most important effect will be felt on the downstream benefits accruing from public investments in R&D, 
which are often targeted at economic growth and job creation. The payoff from such investments is not the R&D 
jobs created by government spending or subsidies, but rather the expectation that the downstream spillover benefits, 
in the form of start-up firms and design and development and production facilities, will be geographically sticky. 
The fact that China and India are able to attract R&D indicates they have improved their absorptive capacity for the 
mid-skill technology jobs in the design, development and production stages.  

U.S. Universities Begin to Internationalize  
U.S. universities, long seen as providing a central role in the U.S. NIS, are beginning to internationalize in new 
ways. While these institutions have traditionally attracted large numbers of foreign students, particularly at the 
graduate level in science and engineering fields, they are beginning to take their education to foreign students by 
building campuses and offering STEM degree programs in other countries. Some, like Cornell, already identify 
themselves as transnational universities. 
 
Offshoring is giving high-quality foreign students new job opportunities in their home countries making it less 
desirable to come to the U.S. to study. Those opportunities are increasingly with U.S.-based MNCs, creating new 
markets for universities. As a result prominent U.S. universities are expanding their global footprints, to tap a more 
geographically diffuse student pool, especially in India and China. While there are no definitive counts of foreign 
campuses and programs established by American universities, experts believe that more universities, particularly 
high-prestige ones, are venturing abroad. And the World Bank estimates that 150 of the 700 foreign degree 
programs operating in China are American. Cornell, which already operates a medical school in Qatar, sent its 
president to explore opportunities in India in 2007. And Cornell isn’t alone—many other engineering-intensive 
colleges, such as Rice, Purdue, Georgia Tech, and Virginia Tech, have made similar exploratory visits.  Various 
programs have already been initiated by major engineering colleges. Carnegie-Mellon offers its technology degrees 
in India in partnership with a small private college there. Students take most of the courses in India, because it is less 
expensive, and then they spend six months in Pittsburgh to complete the Carnegie-Mellon degree.  
 
University internationalization is still in its early stages and is still small in scale, but reports indicate that high-
prestige U.S. universities have serious plans in the works to ramp up their overseas operations.  
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Uncertainty for U.S. STEM Workers & Students 
The emerging opportunities for GIEs to take advantage of high-skilled talent in low-cost countries have introduced 
career uncertainty for the U.S. STEM workforce. Many U.S. STEM workers worry about offshoring’s impact on 
their career prospects. According to the Taulbee survey, conducted by the Computing Research Association, 
enrollments in bachelors programs in computer science dropped an astounding 50% from 2002 to 2007. Rising risks 
for job loss in information technology, caused in part by offshoring, was a major factor in students shying away 
from computer science degrees. Other factors, such as the bursting of the dot-com bubble and record unemployment 
levels for IT workers, were also important contributors. But even as those factors have been mitigated, enrollments 
have not come back. 
 
Offshoring concerns have been mostly concentrated on IT occupations, but many other STEM occupations may be 
at risk. Blinder examined all 838 occupations as defined by the Bureau of Labor Statistics. He estimated that nearly 
all (35 of 39) STEM occupations are offshorable, many of which he describes as “highly vulnerable.” By vulnerable, 
Blinder is not claiming that all, or even a large share, of jobs in those occupations will actually be lost overseas. 
Instead, he claims that those occupations have characteristics that mean they will face significant new wage 
competition from low-cost countries. Blinder finds that there is no correlation between vulnerability and education 
level; i.e., even occupations that require advanced education and skills are vulnerable. 
 
Workers need to know which jobs will be geographically sticky and which are likely to be offshored. But because 
offshoring of white-collar jobs is still an incipient phenomenon, there is a great deal of uncertainty about how 
globalization will affect the level and mix of domestic STEM labor demand. The response of some workers appears 
to be to play it safe and opt for occupations that are likely to stay. Longer-term impacts on the national innovation 
system are unknown but likely to be significant. 
 
How Globally Integrated Enterprises Are Responding to Competition  
We have an excellent case study for how these dynamics will play out in the near future. One of the most important 
high-technology stories of the past decade has been the remarkably swift rise of the Indian IT services industry, 
including firms such as Wipro, Infosys, TCS, and Satyam, as well as U.S.-based firms such as Cognizant and iGate 
that use the same business model. There is no need to speculate about whether the Indian firms will eventually take 
the lead in this sector; they already have become market leaders. By introducing an innovative, disruptive business 
model, the Indian firms have turned the whole industry upside down in the matter of four short years. U.S. IT 
services firms such as IBM, EDS, CSC, and ACS were caught flat-footed. Not a single one of those firms would 
have considered Infosys, Wipro, or TCS as direct competitors as recently as 2003, but now they are chasing them by 
moving as fast as possible to adopt the Indian business model, which is to move as much work as possible to low-
cost countries. The speed and size of the shift is breathtaking.  
 
The Indian IT outsourcing firms have extensive U.S. operations, but they prefer to hire temporary guest workers 
with H-1B or L-1 visas.  The companies train these workers in the United States, then send them home where they 
can be hired to do the same work at a lower salary.  These companies rarely sponsor their H-1B and L-1 workers for 
U.S. legal permanent residence.  
 
The important lesson though is how the U.S. IT services firms have responded to the competitive challenge. Instead 
of investing in their U.S. workers with better tools and technologies, the firms chose to imitate the Indian model by 
outsourcing jobs to low-cost countries.  IBM held a historic meeting with Wall Street analysts in Bangalore in June 
2006, where the whole IBM executive team pitched their strategy to adopt the Indian offshore-outsourcing business 
model, including an additional $6-billion investment to expand its Indian operations. IBM’s headcount in India has 
grown from 6,000 in 2003 to 73,000 in 2007 and is projected to be 110,000 by 2010, which will rival the current 
U.S. headcount of 115,000. And IBM is not alone. Accenture passed a historic milestone in August 2007, when its 
Indian headcount of 35,000, surpassed any of its other country headcounts, including the United States, where it had 
30,000 workers. In a 2008 interview, EDS’s Rittenmeyer extolled the profitability of shifting tens-of-thousands of 
the company’s workers from the United States to low-cost countries such as India. He said outsourcing is "not just a 
passing fancy. It is a pretty major change that is going to continue. If you can find high-quality talent at a third of the 

14



 
 

       

 
 
 

price, it's not too hard to see why you'd do this.” ACS, another IT services firm, recently told Wall Street analysts 
that it plans its largest increase in offshoring for 2009, when it will move many of its more complex and higher-
wage jobs overseas so that nearly 35 percent of its workforce will be in low-cost countries.  
 
What We Should Do 
Most of the responses to offshoring will be done in the private sector, by firms and individuals, but governments can 
and should play a more significant role in ensuring that globalization works for the national interest. Given the speed 
by which offshoring is increasing in scale, scope and moving up the skill ladder, a number of immediate steps 
should be taken.  
 

A. Establish a Dedicated Standalone FFRDC to Study the Globalization of Innovation 
Princeton’s Alan Blinder has likened the economic transformation caused by offshoring to be equivalent on scale to 
the industrial revolution. The stakes are simply too large for the country not to invest in a better understanding of the 
economic impacts and policy implications of offshoring. Existing institutions cannot provide objective and un-
conflicted advice and analysis because they all have significant limitations. The scale of the problem, and its growth 
rate, requires a budget of at least $40 million per year for a new FFRDC dedicated to studying offshoring. Its agenda 
would be far ranging from advising the agencies on data collection to generating policy alternatives for creating 
geographically sticky jobs. The FFRDC should be created in a new organization, rather than an existing contractor 
to ensure that its functions and mission are focused and its resources are not poached by the parent organization.  
 
Many academics, especially those in business schools, have set up research agendas studying ways that make 
offfshoring more efficient and effective, essentially speeding up the offshoring trend. This is understandable given 
the operating model of most universities. Faculty respond to incentives and to date there have been no incentives to 
study offshoring from a U.S. national interest perspective. The government is the only institution that can fill this 
breach.   
 

B. Create the Environment for Worker Representation in the Policy Process 
Imagine if a major trade association, such as the Semiconductor Industry Association, was excluded from having 
any representatives on a federal advisory committee making recommendations on trade and export control policy in 
the semiconductor industry? It would be unfathomable. But we have precisely this arrangement when it comes to 
making policies that directly affect the STEM workforce.  
 

1. Government advisory boards, such as the National Science Board, should be required to 
have members that represent the interests of American STEM workers. 

2. Organizations that fall under the FACA rules should ensure that STEM workers are 
represented on committees that make recommendations on policy issues that affect workers.  

   
C. Collect Additional, Better, and Timelier Data 

There is a consensus that poor data has severely limited analysis of, and policy as well as private responses to, the 
globalization of innovation and R&D. To remedy this situation, the National Science Foundation should work with 
the appropriate agencies (BEA, BLS, and Census) to begin collecting additional and timelier data on the 
globalization of innovation and R&D. The broad-based effort should include a number of new initiatives.  
 

1. The NSF Statistical Research Service (SRS) should augment existing data on multinational R&D 
investments to include detailed STEM workforce data. This data will track the STEM workforce for 
multinational companies in the U.S. versus other countries. Details should include occupation, level of 
education, and experience. These data will be reported on an annual basis and in a timely manner such that 
the data are from the most recent fiscal year reported by the companies.  

2. The NSF SRS should collect detailed information on how much and what types of R&D and innovation 
activities are being done overseas.  
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3. The NSF Social, Behavioral, and Economic Sciences (SBE) division will begin a research program 
identifying the characteristics of jobs that make them more or less vulnerable to offshoring. The program 
will include a study of estimating the numbers of jobs that have been lost to offshoring.  

4. The NSF should make an assessment of the extent of U.S. university globalization. It should then track 
trends in university globalization.  

5. NSF SBE will identify the impacts of university globalization on the U.S. STEM workforce and students. 
NSF SBE will begin a research program identifying and disseminating best practices in university 
globalization.  

6. The NSF should conduct a study to identify the amount and types of U.S. government procurement that are 
being offshored.  

7. The BEA should implement recommendations from prior studies, such as the 2006 study by MIT’s 
Industrial Performance Center, to improve its collection of services data, especially trade in services data.  

 
D. Create Better Career Paths for STEM Workers 

STEM offshoring has created a pessimistic attitude about future career prospects for incumbent workers as well as 
students. New programs are needed to create better career paths for STEM workers including improved continuing 
education, a sturdier safety net for displaced workers, improving labor market signals and career information, 
expanding the pool of potential STEM workers by better utilizing workers without a college degree, and improving 
rates of successful re-entry into the STEM labor market after voluntary and involuntary absences. No American 
STEM worker should be forced to train his foreign replacement because of government designed loopholes in 
immigration policy. 
 

1. The government should encourage the adoption and use of low-cost asynchronous on-line education 
targeted at incumbent STEM workers. The program would coordinate with the appropriate scientific and 
engineering professional societies. The pilot program will assess the current penetration rates of on-line 
education for STEM workers and identify barriers to widespread adoption.  

2. Using H-1B fees, the U.S. Department of Labor should work with the appropriate scientific and 
engineering professional societies to create a pilot program for continuous education of STEM workers and 
to re-train displaced mid-career STEM workers. Unlike prior training programs, these ones should be 
targeted at jobs that require at least a bachelors degree. 

3. The NSF SRS should issue a report on improving the dissemination of STEM labor market signals, and 
begin reporting these data on a monthly basis. The report will assess the current state of labor market 
signals, and ways in which they may be distorted. The focus of the report is how workers and students 
receive information on the current and future prospects for specific STEM careers. The report will identify 
the appropriate data from the Department of Labor including data series such as JOLTS, DWS, and BED.  

4. The National Academies should form a study panel to identify on-ramps to STEM careers for students who 
do not go to college. This study will identify how many workers enter STEM careers without formal 
college degrees. And it will identify the barriers for additional workers, without college, to enter STEM 
careers and ways to overcome those barriers. 

5. The National Academies should identify effective strategies for STEM workers to more easily re-enter the 
STEM workforce. STEM workers are more likely to leave the workforce, voluntarily and involuntarily, for 
extended periods of time.  

6. Extend TAA to services workers since many STEM workers work in the services sectors.  
7. Fix the broken high-skill immigration system by encouraging the best and brightest from abroad to stay 

permanently and reducing our reliance on guestworkers. First, fix permanent residency pathways by 
increasing the overall quota for high-skill permanent residents. We should move towards a two channel 
approach in permanent residence, with a new merit point system quota coupled with a reduced reliance on 
employer based sponsorship. Second, the loopholes in the H-1B and L-1 visa guestworker programs should 
be closed. These loopholes enable employers to pay below-market wages and exploit vulnerable 
guestworkers, harming American and foreign workers alike. These H-1B and L-1 reforms should ensure 
that employers look for American workers first, pay market wages, and not displace American workers. As 
part of the broader immigration reform policies, place the ability to set immigration quotas in the hands of 
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an independent body that monitors the labor market. This allows the board to adjust the new flow of 
immigrants to real needs by the US economy. Former Secretary of Labor Ray Marshall has developed 
proposals on how such a board could be operated.  

 
E. Improve the Competitiveness of the Next Generation of STEM Workers 

As universities globalize and multinational firms take the latest tools and technologies to STEM workers in low-cost 
countries, American STEM workers must find new ways to compete. They can compete by finding new 
opportunities and niches in the types of jobs and tasks that will remain geographically sticky to the United States. 
Those opportunities and niches for American STEM workers need to be identified. Entrepreneurship and innovation 
training have been identified as a comparative advantage, for American STEM workers, have yet to be fully 
exploited.  
 

1. The National Academies will form a study panel to identify the types of curricula reform that are needed, if 
any, in response to globalization. The aim is to ensure that US STEM students graduate with the best skills 
to compete in the world.   

2. The National Academies will form a study panel to examine best practices in teaching innovation, 
creativity and entrepreneurship specifically target to STEM students. 

3. The National Science Foundation will encourage study abroad programs for STEM students to improve 
their ability to work in global teams.  
 

F. Public Procurement Should Favor American Workers 
Government procurement has been one of the primary areas of outsourcing policy debate, since about forty states 
have legislation either pending or passed that restricts offshore outsourcing to some degree. Tennessee was the first 
state to pass this kind of legislation, but it is likely to pass in many more states. An outright ban does not make 
sense, but instead we should take a pragmatic approach to what should and should not be outsourced overseas. A 
simple one-size-fits-all approach just does not work.  
American taxpayers have a right to know that government expenditures at any level are being used appropriately to 
boost innovation and help U.S. workers. The public sector—federal, state, and local government—is 19 percent of 
the economy and is an important mechanism that should be used by policymakers. There is a long, strong, and 
positive link between government procurement and technological innovation. The federal government funded not 
only most of the early research in computers and the Internet but also was a major customer for those technological 
revolutions. Also, our billions in defense expenditures have helped to fund technological innovations, such as the 
Internet, that have commercial applications.  
 
The first step is to do an accounting of the extent of public procurement that is being offshored. Then the 
government should modify regulations to favor STEM intensive work staying in America.  
 

G. Establish Tax & Trade Policies That Put U.S. On Equal Footing In Attracting High-Wage STEM Jobs 
U.S. tax and trade policies currently discourage investments by companies in high-wage STEM jobs. Changes 
should be made to tax and trade policies to improve America’s ability to recruit and retain R&D and innovation 
facilities.  

1. Investigate “unfair” trade practices such as linking market access to a country with technology transfer, 
undervalued currencies, and theft of intellectual property.  

2. Fix the perverse loopholes that provide firms a tax advantage for keeping profits overseas.  
3. Explore more fundamental tax reform where corporate tax rates are scaled by the kinds of jobs they have in 

the US. It would offer lower rates for companies with high-wage jobs and higher rates for low-wage jobs. 
 
 
HEARING COCHAIR MULLOY:  Thank you,  Dr .  Hira .    

 Mr.  Perrot t i .  
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OPENING STATEMENT OF MR. JOHN PERROTTI 
CEO, GLEASON CORP.,  ROCHESTER, NEW YORK 

 
 MR.  PERROTTI:   Good morning.  Gleason Corporat ion is  headquar tered 
here  in  Rochester ,  New York.   I t  was  founded in  1865 and is  a  producer  of  gear  
product ion equipment  or  what  fa l l s  into  a  category  ca l led machine  tools .   Gleason 
is  a  g lobal  company.   We've  got  about  2 ,400 employees  around the  world .   We do 
business  in  40 countr ies .   80  percent  of  our  business  in  the  las t  few years  has  been 
outs ide  of  the  Uni ted  Sta tes .  
 The machine  tool  indust ry  i s  an  in teres t ing indust ry  to  s tudy.   The machine  
tool  indust ry  i s  the  engine  of  manufactur ing.   I t ' s  not  somebody producing 
components ,  but  i t ' s  the  machinery  and technology that ' s  used to  produce those  
components .    
 The Uni ted Sta tes  used to  be  the  world  leader  in  machine  tool  technology 
as  recent ly  as  the  1980s .   Today,  the  Uni ted  Sta tes  i s  bare ly  in  the  top ten .   The 
world  leaders  today are  Germany,  Japan,  Switzer land.   The Taiwanese  and the  
Chinese  are  a lso  world  leaders .   They produce  more  machine tools  than the  Uni ted  
Sta tes ,  a lbei t  a t  a  somewhat  lower  technological  level .  
 So Gleason 's  compet i t ion  is  pr imar i ly  German,  Japanese .   We do compete  to  
some extent  wi th  the  Chinese in  thei r  local  market ,  but  make no mis take ,  the  
Chinese  are  ga ining technical ly  because  par t  of  what  technology does  i s  f la t ten  the  
compet i t ive  p laying f ie ld .   Technology becomes an  enabler  where  companies  can 
advance wi th  thei r  own products  a t  a  more  rapid  ra te .   So  we are  conscious  of  our  
Chinese  compet i tors  as  we develop our  s t ra tegies .  
 China  has  become the  center  for  manufactur ing in  the  world .   I t ' s  not  a  
phenomenon unique to  the  Uni ted  Sta tes  in  terms of  seeing China  grow i ts  
manufactur ing base  much fas ter  than the  Uni ted Sta tes .   Las t  year  China  consumed 
25 percent  of  the  machine  tools  in  the  wor ld .   So one out  of  every  four  machine  
tools  in  the  wor ld  has  been purchased by China .   That 's  twice  as  many as  the  next  
country ,  which was  Japan.  
 I  should  a lso  ment ion that  the  Uni ted  Sta tes  h is tor ica l ly  for  many years  was  
the  largest  consumer  of  machine  tools ,  and that  no longer  occurs .   I  th ink that ' s  a  
commentary  about  the  decl ine  of  manufactur ing in  the  Uni ted  Sta tes .   We can c i te  
that  as  an  outsourcing of  jobs ,  but  I  th ink i t ' s  a  greater  ref lec t ion of  publ ic  pol icy  
and other  pr ior i t ies  in  many respects .  
 China  is  an  important  market  for  Gleason.  When one out  of  every  four  
machine  tools  in  the  world  is  being purchased in  China ,  i f  you don ' t  have a  
s t ra tegy to  compete  in  China ,  you don ' t  have a  business .  
 For tunate ly ,  for  Gleason,  we 've  been doing business  in  China s ince  the  
ear ly  1970s .   Gleason was  ac tual ly  the  second company af ter  Boeing to  se l l  
products  in to  China  af ter  the  Nixon adminis t ra t ion t rade  ta lks  in  the  ear ly  '70s .  
 We have over  2 ,000 machines  in  China  of  which 70 percent  of  those  
machines  came f rom our  fac tory  r ight  here  in  Rochester ,  New York.   For  Gleason 
Corporat ion,  worldwide,  las t  year ,  one- thi rd  of  our  orders  came f rom China .   For  
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Gleason Corporat ion in  the  second quar ter ,  jus t  ended June 30,  two- thi rds  of  our  
machine  orders  came f rom China .  
 As  such,  Gleason unders tands  tha t  to  mainta in  leading market  share  in  
China ,  i t ' s  very  di f f icul t  to  do i t  f rom thousands  of  mi les  away.   You need to  have 
more  of  a  local  presence.   So,  in  the  pas t  two years ,  Gleason has  opened two smal l  
fac i l i t ies  in  China ,  in  Suzhou China ,  southeas t  China .   We only  have about  40 
people  there  in  to ta l ,  but  we are  s tar t ing to  manufacture  some products  in  China .  
 The good news is  that ' s  ac tual ly  creat ing work here  in  the  Uni ted  Sta tes  
because  many of  the  components  that  they ' re  us ing are  s t i l l  being made here  in  
Rochester ,  New York.   And these  are  sa les  we otherwise  wouldn ' t  ge t .   These  are  
sa les  that  we would  be  los ing to  our  other  compet i tors .  
 What  i s  the  Chinese  government  doing to  suppor t  or  subsidize  thei r  
indust ry?   I t ' s  c lea r  that  the  Chinese  pick cer ta in  indust r ies  as  important .   
Countr ies  l ike  Germany,  Japan,  China ,  i f  you were  to  ask  them,  machine  tools  
would  be  in  thei r  top  ten .   In  the  Uni ted  Sta tes ,  I 'm not  sure  machine  tools  
honest ly  make the  top 50 in  terms of  indust r ies  people  th ink as  v i ta l  to  the  survival  
of  the  country .  
 The incent ives  that  the  Chinese  offer  are  not  much di f ferent  than i f  you 
went  to  New York Sta te  Economic Development .   They ' l l  of fer  tax  hol idays .   
They ' l l  offer  t ra in ing grants .   There  may be low-cost  loans.   They are  encouraging 
R&D centers  to  locate  there .   They do put  a  h igher  premium on that .   Ten years  
ago,  perhaps  jus t  get t ing s imple  assembly work was  impor tant  to  them.  Today,  they 
are  looking to  br ing in  companies  wi th  more  advanced technology.  
 The Chinese  companies  have  other  advantages .   Many of  them today are  
s t i l l  s ta te-owned.   They are  going through pr ivat iza t ion.   Some of  our  local  
compet i tors  there  a t  one  point  were  s ta te-owned today are  pr ivate ly  owned,  so  they 
are  going through a  pr ivat iza t ion process .  
 But  the  s ta te-owned companies  do have an advantage .   Many of  them s t i l l  
opera te  under  a  model  which is  volume-dr iven and profi tabi l i ty  i sn ' t  so  important .   
They have access  to  capi ta l  tha t  in  a  f ree  market  one  might  not  have such access  
to .   They do benef i t  f rom lower  raw mater ia l  costs ,  lower  energy costs ,  many of  
these  through governmenta l  programs and subsidies .  
 So the  overal l  cos ts  of  doing business ,  not  jus t  labor  cos ts- -  but  the  overa l l  
cos ts  of  doing business  in  China  are  lower .   But  we 're  even seeing those  cos ts  of  
doing business  increasing fur ther  in  th is  country .  
 And why is  Gleason in  China?   Gleason is  in  China  not  to  make i t  an  expor t  
hub,  not  to  chase  low labor  cos ts ,  because  for  most  manufacturers ,  labor  i s  a  
re la t ive ly low percentage  of  thei r  product  costs .   We 're  in  China  because  one out  
of  every  four  machine  tools  in  the  world  is  being purchased in  China,  and i f  you 
aren ' t  there ,  then you are  not  going to  be  able  to  compete  in  th is  market .   So we 're  
in  China  to  be  c loser  to  our  cus tomer .  
 There  i s  no doubt  there  are  companies  that  have moved operat ions  to  China 
to  t ry  to  make i t  an  expor t  hub because  the  rea l i ty  i s  there  i s  a  lower  cos t  of  doing 
business  there .  
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 I  see  my t ime is  expired,  but  what  I  wi l l  say  in  terms of  what  U.S.  pol icy  
needs  to  focus  on,  in  my judgment ,  i s  the  th ings  that  wi l l  create  a  heal thy economy 
here  in  the  Uni ted  Sta tes  are  the  same things  that  wi l l  he lp  us  compete  wi th  the  
Chinese .   To blame any of  our  economic problems on the  Chinese  I  th ink would  be  
misguided.  I t ' s  the  th ings  we need to  focus  on here ,  s tar t ing wi th  ta lent .  
 My greates t  chal lenge as  CEO of  Gleason,  and re la t ive  to  our  operat ions  in  
the  Uni ted Sta tes ,  i s  a  lack of  h igh- level  technica l  ta lent .   Yes ,  we need 
machinis ts ,  but  even more  important ly  than tha t ,  I  need high- level  engineers .   
Today,  to  f ind high- level  engineers ,  I  have to  h i re  those  from abroad,  and then to  
br ing them to  the  Uni ted  Sta tes ,  i t ' s  qui te  an  exerc ise  to  t ry  to  get  them to  come 
here  because  of  some of  the  immigrat ion rules  and to  keep them here .  
 That ' s  a  ser ious  problem,  and i t  honest ly  makes  a  CEO of  a  mul t inat ional  
company somet imes  wonder  i f  i t ' s  wor th  i t  when you have the  opt ion to  do i t  in  
o ther  p laces .   So ta lent  i s  a t  the  top of  the  l i s t .  
 And beyond that ,  then,  i t ' s  the  common things  you hear  about ,  which I  hate  
to  reci te ,  but  they ' re  t rue:  the  i ssue of  taxes ;  the  issue  of  regulatory costs ;  energy;  
heal th  care ;  a l l  the  th ings  you read about  everyday involving companies  that  have 
no interact ion wi th  China ,  e i ther  China as  a  compet i tor  or  China  as  a  market .   
Those  are  the  things  tha t  u l t imate ly  wil l  enable  U.S.  companies  to  succeed,  to  
grow,  to  be  able  to  expor t ,  and to  create  jobs .  

 [The s ta tement  fo l lows:]  
 

Prepared Statement  of  Mr.  John Perrott i  
CEO, Gleason Corp. ,  Rochester ,  New York 

 
My name is John Perrotti.  I am President and Chief Executive Officer of Gleason Corporation (“Gleason”) 
which is headquartered in Rochester, New York.  Gleason, founded in 1865, is the world’s leading provider 
of gear production solutions.  Our company designs and manufactures advanced machinery and tooling used 
in producing all types of gears.  We have approximately 8,000 customers around the world operating in a 
variety of industries including automotive, energy, truck, construction, industrial equipment, aerospace, 
marine and power tools.     
 
Gleason is a global company.  We have nine manufacturing plants around the world including three in the 
United States, our in Europe and three in Asia.  Our three factories in Asia include two small facilities 
recently opened in Suzhou, China to support that rapidly expanding market.  Gleason sells to over forty 
countries each year with 75% to 80% of our total sales outside of the United States.  To support our global 
customer base we have 2,400 employees located in twenty countries throughout the world. 
 
Gleason participates within an industry sector called “machine tools”.  Machine tools are metalworking 
machinery that have sophisticated computer-based motion control systems which allow the machine to 
perform a range of tasks with high productivity and repeatability while achieving high precision levels.  
Machine tools represent the “engine” of manufacturing and the advances in machine tool technology have 
been a vital part of the remarkable strides made in manufacturing productivity in the past decade.  The United 
States as recently as the 1980s was the global leader in this technology and in the production of machine 
tools, but today with a general decline in manufacturing within our country, the United States is now barely in 
the top ten producing countries of machine tools.  Japan and Germany, who consider machine tools as vital to 
their long-term economic prosperity, have emerged as the technology leaders.  China and Taiwan are also top 
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producers of machine tools, but typically with less technologically advanced products.  In the past two years 
China has consumed 25% of all the machine tools produced in the world.  China is purchasing more than two 
times the amount of machine tools compared to the next highest country.  The United States had historically 
also been the largest global consumer of machine tools.  This again highlights a worrisome trend about the 
state of manufacturing within our country. 
 
With compelling statistics such as China purchasing one out of every four machine tools in the world it 
becomes apparent that participants within our industry need to actively serve this market.  Fortunately for 
Gleason, we have a long history in China.  My understanding is that Gleason was the second company (after 
Boeing) to ship product to China in the early 1970s after trade was established under the Nixon 
administration.  Our sales and service branch in China started in 1985 and currently there are more than 2,000 
of our machines installed in China.  In 2008, Gleason Corporation on a global basis had record high new 
order levels with approximately one-third of those total orders coming from customers in China.  In the 
second quarter ended June 30, 2009, China accounted for two-thirds of our new order volume for machines 
albeit at lower levels than last year due to the global recession.   
 
Today, we have approximately 60 employees located throughout China supporting our sales and service 
activities.  In the past two years, we have started producing machines and the consumable cutting tools used 
on our machines in Suzhou, China.  Today our manufacturing presence in China is on a relatively small scale 
with about 40 employees and a few million dollars of sales from the products we produce there, but we 
realize to succeed in the long-term in this large and growing market we need to have an even greater local 
presence. 
 
One of Gleason’s largest factories is located here in Rochester.  This factory makes advanced machinery for 
the production of bevel gears.   This factory similar to our entire company counts China as one of its key 
markets.  More than 70% of the total machines that Gleason has shipped to and installed in China over the 
past thirty five years were produced in our factory in Rochester. 
 
I cannot state strongly enough that the Chinese market is critical to Gleason’s future growth and survival.  
The growth in the Chinese economy has had a direct and significant benefit for Gleason in the past and its 
importance in the future appears even greater.  However, Gleason is not alone in selling its products into the 
Chinese market. Because of the technical sophistication of our products most of our competitors are European 
and Japanese.  These competitors are very aggressive in selling their products into China and are also 
establishing local operations to manufacture and support their products.  There are Chinese companies 
manufacturing products similar to ours, but they are generally still perceived to be a level lower in terms of 
technology.  Our local Chinese competitors are a mix of state-owned enterprises and privately owned Chinese 
companies.  Today, our Chinese competitors are primarily serving their local market and are only exporting a 
small percentage of their products.  However, each year they advance further in their technological 
development and no doubt will become global competitors in the not too distant future.  These Chinese firms 
are aggressive and are continuing to invest with the ability to acquire the same advanced components and 
production equipment we use to manufacture our products.  Chinese universities are graduating more than ten 
times the number of engineers compared to the U.S. which will form a strong and technically competent labor 
base for the future.  I see the emergence of China as not totally different from the rise in the manufacturing 
base in Japan and Korea over the past decades.   
 
Of course, one potential difference is the involvement of the Chinese central government in sponsoring these 
industries.  The Chinese have certain industries which they see as critical to their long-term growth and 
security.  They recognize machine tools as one of these key industries.  As such the machine tool companies 
which are state-owned companies have access to capital which in a true free market would probably not be so 
readily available.  Certain of these companies would not survive based upon their own financial performance.  
Universities are subsidized to support research and development of higher level engineers and certain 
incentives are offered to multinational companies, particularly those bringing advanced technology or R&D 
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centers, to China.  Incentives for companies to expand in China are not so different than those generally 
offered by state governments within the United States, including tax holidays, training grants and low-cost 
loans.  In addition as a result of certain government policies many of the basic expenses of doing business, 
including health care, energy, acquisition of certain raw materials and regulatory costs are less in China 
compared to many other countries.  As their currency is not freely traded, many economists estimate it is 
artificially weaker by some 40% further fueling Chinese manufacturers’ ability to export. China also has 
significantly lower corporate tax rates than the United States, but this unfortunately is not that unusual as 
most of the industrialized world has lower corporate tax rates compared to our country and our state. 
 
Why did Gleason decide to establish a local manufacturing presence in China?  The primary reason being it is 
now the largest single global market for our products and still growing at a double digit percentage annual 
rate.  Our European, Japanese and Chinese competitors continue to expand their capabilities in serving this 
market. Gleason to compete effectively must have a robust local infrastructure in order to provide price-
competitive products and the required technical support to our customers.  Because of the geographic distance 
and language barriers in doing business in China the only way to have significant market share for certain 
products is to be present in the local market.  We manufacture some of the key sub-assemblies for the 
products we make in China here in Rochester creating incremental business which would otherwise not exist.   
 
Gleason did not begin production in China to capitalize on low labor rates or to make it an export hub for our 
products.  We may export from China in the future but our primary mission is to serve the large and growing 
local market.  Another objective in expanding in China is to build our technical staff which can bring value to 
us not only in China, but on a global basis.  With manufacturing becoming a smaller part of the overall U.S. 
economy, one of the unfortunate consequences is the supporting infrastructure including university research, 
supply chain and availability of technical talent is diminishing within our country.  We find ourselves more 
and more looking abroad for higher level technical talent.  Gleason positions itself as the technology leader 
within our industry so this is an area where can make no compromises.  We must have the best and brightest 
engineers to maintain our market leadership.  
 
So what government policies would Gleason like to see to support our continued success and ability to create 
jobs here in the United States?  First, we cannot afford any form of protectionism, certainly not when our 
global competitors are under no such restrictions.  We cannot let political agendas interfere with free trade.  
There are certain minimum expectations we should have of our trading partners, but these expectations need 
to be aligned with the global community or else we will put American companies at a severe disadvantage 
which will have far worse consequences than what one was trying to guard against in the first place.  I have a 
personal core philosophy of “starting with the man in the mirror”.  Blaming China, for example, for the 
decline in our manufacturing base or job losses is energy largely wasted in my judgment.  The majority of the 
manufacturing jobs lost in our country and state over the past two decades are generally not because the “jobs 
have been shipped to China” but because the jobs in many instances have been replaced by automated 
solutions.  For example, a battery of five Gleason machines today can do what fifty machines used to do 
twenty years ago.  Today there is typically one person operating the five machines compared to what may 
have been fifty operators creating the same output in the past.  By the way, the Chinese today employ fewer 
in manufacturing jobs compared to just a few years ago because of the very same automated solutions which 
they now use in their factories.  However, it is clear that building and maintaining a strong manufacturing 
sector seems to be a more critical priority for many countries, including China, than for the U.S.  
 
Have U.S. companies shifted some of their manufacturing capacity to China; the answer is clearly “yes”.  The 
reasons why will vary by company, but in part it is to support that growing market as is mainly the case with 
Gleason and in part it is because there is generally a significantly lower cost of doing business—all around, 
not just labor cost.  For most producers the direct labor cost is a relatively small component of their overall 
product cost.  It is all the items discussed previously including taxes, regulatory and health care costs where 
U.S. policy can help manufacturers.   
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In addition to lowering the costs of doing business, companies need the basic skill sets in their talent pool.  
Government needs to focus more intensely on education all the way from basic math and science skills to 
higher level research.  Many of the qualified higher level engineers are from different countries that come 
here for their advanced education.  We should be honored and look at this as a great opportunity to retain this 
talent to work and contribute to American companies.  However, many of these talented young people face 
severe hurdles to remain in this country and to practice what they have learned here.  Even if these uniquely 
talented individuals were allowed to remain in this country they may choose not to with growing tax burdens 
and the cost of living within the U.S.  In today’s world, people are very mobile and we as a country need to be 
more competitive to incent people with advanced levels of education to live here.  As I stated earlier, finding 
and developing high level engineering talent in the U.S. is one of Gleason’s foremost challenges.   
 
To achieve long-term economic prosperity requires government policies which are not only pro-trade but 
recognize this as one of the cornerstones of economic growth and national security.  Significant trade 
imbalances driven by tariff rates, for example, must be rectified over time.  However, these decisions again 
must be guided by economic fairness for global consumers and not clouded by other issues.   
 
The easing of policy restrictions in certain areas including with EXIM Bank which is used to finance product 
sales to developing countries and export control laws on technologically advanced products to certain end-
users should also be considered to put American companies on even footing with foreign competitors.  
 
In summary, doing the right things to help our economy at home in terms of creating a more “business 
friendly” environment – lower taxes, sensible regulation, improved education, and greater support of research 
at both the university and private levels—are what will allow American businesses to succeed by exporting 
more of their products and creating new jobs.    
 

 HEARING COCHAIR MULLOY:  Thank you,  Mr.  Perrot t i .   Very helpful .  
 Dr .  Shih .  

 
OPENING STATEMENT OF DR. WILLY C.  SHIH 

PROFESSOR OF MANANGEMENT PRACTICE, HARVARD BUSINESS 
SCHOOL, BOSTON, MASSACHUSETTS 

 
 DR.  SHIH:   Chairman Bar tholomew, Commiss ioners ,  Commiss ion s taf f ,  
thank you very  much for  the  invi ta t ion to  speak wi th  you today.  
 I  th ink you ' re  address ing a  very  impor tant  topic .   As  was  ment ioned before ,  
I  spent  18 years  in  the  computer  indust ry .   I  s tar ted  my career  a t  IBM in  
Poughkeepsie ,  New York.   And I  came here  to  Rochester  in  July  1997 and assumed 
the  posi t ion as  Pres ident  of  Digi ta l  and Appl ied Imaging,  which represented 
Kodak 's  nascent  ef for ts  in  the  consumer  digi ta l  a rena .  
 I  was  then Pres ident  of  the  Display and Components  business  uni t ,  and 
s imul taneously  led  Kodak 's  In te l lectual  Proper ty s t ra tegy unt i l  I  le f t  the  company 
in  February  2005.  
 I 'm pleased to  te l l  you tha t  both  my daughters  completed  thei r  h igh school  
educat ion here  in  Rochester .  
 Professor  Gary Pisano and I  recent ly  publ ished an  ar t ic le  in  the  current  
i ssue  of  the  Harvard Business  Review ent i t led  "Restor ing America 's  
Compet i t iveness ."   In  th is  ar t ic le ,  we argue that  as  a  consequence of  not  th inking 
about  potent ia l  long- term impl ica t ions  of  some types  of  outsourcing as  wel l  as  
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fa l ter ing inves tment  in  research,  the  U.S.  has  los t  or  i s  on  the  verge  of  los ing i t s  
abi l i ty  to  develop and manufacture  many high- tech products .  
 We ta lk  about  the  idea  of  an  " indust r ia l  commons"-- the  col lec t ive  R&D, 
engineer ing,  and manufactur ing capabi l i t ies  in  a  region that  sus ta in  innovat ion.  
 His tor ical ly ,  the  "commons"  refer  to  the  land where  animals  belonging to  
people  in  the  communi ty  would graze .   Commons did  not  belong to  any one farmer ,  
but  a l l  farmers  were  bet ter  off  for  having access  to  i t .   We descr ibe  an indust r ia l  
commons in  an  analogous  fashion embodying the  R&D know-how,  advanced 
process  development  and engineer ing ski l l s ,  and manufactur ing competencies  
re la ted  to  speci f ic  technologies .  
 One f inds  such resources  embedded in  companies ,  univers i t ies ,  of ten  even 
in  d i f ferent  in termediate  cus tomers  and users  in  the  value  network.   The 
capabi l i t ies  in  an  indust r ia l  commons sus ta in  a l l  the  companies  that  access  i t ,  and 
i t  i s  the  foundat ion of  capabi l i t ies  upon which other  companies  can bui ld .  
 I  want  to  g ive  you some examples .   When I  came to  Kodak,  one of  the  
effor ts  I  was  to  lead was  the  es tabl ishment  of  a  d ig i ta l  camera business .   I  th ink 
everyone in  the  region cer ta in ly  remembers  that  George Eastman bui l t  the  Eastman 
Kodak Company on his  innovat ions  in  ro l l  f i lm.   And for  a  century ,  Kodak made 
i t s  prof i t s  on f i lm.   Cameras  were  a  vehic le ,  i f  you wi l l ,  for  the  f i lm to  be  
consumed.   The company made low-cost  cameras  for  the  mass  market ,  but  i t  le t  the  
mid and high-end of  the  camera  business  shi f t  to  Japan in  the  1960s  and 1970s .   I t  
was  k ind of  hard  to  make money in  cameras ,  but  the  prof i t s  were in  f i lm anyways .  
 Now digi ta l  cameras  were  di f ferent .   There  was  no f i lm,  but  now in  a  
turnabout ,  the  components  of  the  camera became key genera tors  of  value .   
Consumers  wanted zoom lenses ,  but  the  indust r ia l  c lus ter ,  or  commons,  for  lenses  
was  in  Japan.   Digi ta l  cameras  used e lect ronic  image sensors ,  a  technology 
invented in  the  Uni ted  Sta tes  that  had migrated to  Japan wi th  the  res t  of  the  
consumer  e lec t ronics  indust ry when Asian companies  s tar ted  to  bui ld  camcorders .  
 And,  of  course ,  the  cooles t  th ing about  a  d ig i ta l  camera  was  the  abi l i ty  to  
v iew a  pic ture  immediate ly  on the  l i t t le  e lec t ronic  d isplay.   That  was  another  
technology invented in  the  Uni ted Sta tes  that  had moved to  Asia .   We ta lk  about  
the  loss  of  the  display  indust ry  in  the  paper  as  wel l  and the  consequences  of  that .  
 So there  was  no commons,  or  capabi l i t ies ,  in  the  Uni ted  Sta tes ,  or  
speci f ica l ly  in  Rochester ,  to  develop and manufacture  a  product  whose  
technological  underpinnings a l l  came f rom the  Uni ted  Sta tes ,  many of  them from 
Kodak 's  own research labs ,  as  a  look a t  Kodak 's  patent  por t fo l io  wi l l  show.  
 Did  I  outsource  digi ta l  cameras  to  Asia?   Actual ly  we bought  a  company in  
Japan that  was  wel l -connected to  the  commons in  the  greater  Nagano region so  we 
could  tap  in to  that  c lus ter  of  resources .   That  was  where  we did  our  camera  des ign 
and manufactur ing in i t ia l ly .   Ul t imate ly ,  we moved camera  manufactur ing to  China  
where  costs  were  lower  because i f  we wanted the  American consumer  to  purchase  
our  products ,  and the  Uni ted Sta tes  i s  far  and away our  larges t  market ,  we had to  
be  pr ice  compet i t ive  a t  re ta i lers  l ike  Wal-Mart .   Assembly labor  cos ts  were  
substant ia l ly  less  in  China ,  and the  cost  d i f ferent ia l  would  have made us  woeful ly  
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uncompet i t ive  i f  we had assembled cameras  in  the  Uni ted Sta tes .  
 Could  we have done manufactur ing in  Rochester?   Actual ly  we t r ied .   We 
had se t  up a  h ighly-automated assembly l ine  a t  the  former  Elmgrove s i te  on the  
west  s ide  of  town,  but  i t  was not  as  f lexible  as  the  manufactur ing in  Asia ,  nor  was  
the  cos t  compet i t ive ,  and a lmost  a l l  of  the  components  would  have had to  come 
f rom Asia  in  any case  because  they s imply aren ' t  made in  the  Uni ted  Sta tes .  
 So what  was  the  lesson there?   30  years  ago,  manufactur ing sophis t ica ted 
cameras  was  less  impor tant  than the  manufacture  of  f i lm.   So Kodak and others  le t  
the  commons wi ther  away.   Was i t  a  sens ible  decis ion a t  the  t ime?  In  i sola t ion,  
probably .   A col league of  mine who was  the  pres ident  of  a  second-t ier  Japanese  
camera  company once  to ld  me,  “In  the  f i lm era ,  we camera  manufacturers  never  
made money;  Kodak made a l l  the  money on f i lm.”   He sa id  that  wi th  a  res idual  
tone of  b i t terness  as  h is  was  one of  the  companies  that  never  made any money on 
cameras .  
 But  then a  technological  shi f t  happened and the  decis ions  made 30 years  
ago suddenly  had i r revers ib le  consequences .  
 I  could  g ive  you some other  examples ,  but ,  you know,  le t  me look a t  the  
subject  of  bat ter ies .  You know,  Kodak was  in  the  bat tery  business ,  and i t  wasn ' t  
the  largest  player ,  but  the  bat tery manufacturers  in  the  U.S.  k ind of  ceded the  
rechargeable  bat tery  business  to  the  Asians  because  we weren ' t  in terested in  the  
consumer  e lec t ronics  business .   Now,  there 's  th is  l i t t le  company ca l led  BYD in  
China ,  who is  the  second-larges t  manufacturer  of  l i th ium ion bat ter ies .  
 They a lso make cars .   I  was  jus t  in  China  for  severa l  weeks ,  and we used a  
l i t t le  taxi  company,  and one of  thei r  taxis  was  a  BYD car  so  we were  r id ing around 
in  i t  a l l  the  t ime.  
 BYD has  announced thei r  in tent ion to  produce e lec t r ic  cars .   Let ' s  see .   
World 's  second- larges t  bat tery  manufacturer  and a  maker  of  cars .   The Chinese  
government  s t ra tegical ly  i s  us ing the  t rans i t ion to  hybr id  and e lec t r ic  vehic les  as  
an  oppor tuni ty  to  asser t  g lobal  leadership  in  the  next  genera t ion of  automobi les  
unburdened by a  gasol ine-powered vehic le  manufactur ing infras t ructure .  
 So why do managers  make these  seemingly  shor t -s ighted decis ions  to  
outsource  in  the  f i rs t  p lace?   More  of ten  than not ,  I  would  argue i t ' s  not  dr iven by 
greed,  but  i t ' s  dr iven by cost  pressure  and the  need to  be  compet i t ive .  
 I f  you spend any t ime analyzing re ta i l  sa les ,  you f ind American consumers  
are  very  cos t  conscious;  pr ice  mat ters  a  great  deal .   And a  lo t  of  manufactur ing 
outsourcing is  dr iven by pure  labor  cos t  arbi t rage .   So once a  major  player  
outsources  in  an  indust ry ,  everybody e lse  i s  forced to  fo l low.   So shor t - term 
decis ions ,  as  I 've  sa id ,  about  the  commons can have a  much longer- term impact .  
 Jus t  some other  thoughts .   I  th ink other  countr ies  for  years  have been 
s t ra tegical ly  th inking about  indust r ies  they want  to  fos ter  and grow.   Taiwan is  a  
good example ,  which now has  the  bulk  of  the  semiconductor  foundry indust ry  in  
the  world .  
 China 's  863 program,  ,  so  named because  i t  was  launched in  March of  1986,  
targets  speci f ic  indust r ies  and competencies  that  the  country  wants  to  do.  
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 We comment  fur ther  in  our  ar t ic le ,  which I ' l l  incorporate  by reference ,  on  
some of  the  th ings  that  Washington and companies  opera t ing in  America  need to  
work together  to  re invigorate  th is  indust r ia l  commons and res tore  our  
compet i t iveness .  I  th ink i t ' s  a  long- term issue ,  and my hope is  tha t  the  Commiss ion 
wi l l  be  able  to  highl ight  the  importance of  these  issues .  
 Thank you very  much.  

[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Dr.  Wil ly  C.  Shih 
Professor of  Management  Pract ice ,  Harvard Business  School ,   

Boston,  Massachusetts  
 

Co-Chairman Shea, Co-Chairman Mulloy, other panel members, commission staff, and other distinguished guests, 
good morning, and thank you for the invitation to speak with you this morning.  I believe that you are addressing a 
very important topic, one that has had a significant impact on the region, and America as a whole. 
I would like to begin with some background on myself.  I began my professional career in the Hudson Valley, at 
IBM Corporation in Poughkeepsie, in downstate New York.  I spent fourteen years at IBM, followed by another four 
years at two other computer companies, the Digital Equipment Corporation in Maynard, Massachusetts, followed by 
Silicon Graphics Computer Systems in Mountain View, California.  In July 1997, I came to the Eastman Kodak 
Company here in Rochester, and several weeks later assumed the position of President of the Digital and Applied 
Imaging unit, which represented Kodak’s nascent efforts in the consumer digital arena.  The team that I was 
privileged to lead there was a great team, and I was with that business until the end of 2003.  I then was President of 
the Display and Components business unit, and simultaneously led Kodak’s Intellectual Property strategy until I left 
the company in February 2005.  It was a period of great excitement, and of some real ups and downs.  When I 
worked at Kodak my family and I lived in Pittsford, not far from here, and I am pleased to tell you that both of my 
daughters completed their high school education here.   
 
I subsequently joined Thomson, a French company, and was based in Princeton, New Jersey but I also had offices in 
Burbank, California and Paris, France.  Thomson, I should mention, owned what remained of the RCA Corporation, 
the pioneer in recorded music, radio, and of course color television, having received it as part of a famous “trade” 
with GE. 
 
I joined the faculty at the Harvard Business School in January 2007, where I have been teaching in the second year 
of the MBA program as well as the Executive Education program.  The focus of my research there has been on 
companies operating in Asia in technology sectors, and I just returned from my seventh trip to Asia this year, where 
we have major research studies going on in China and Taiwan. 
 
Professor Gary Pisano and I recently published an article in the current issue of the Harvard Business Review 
entitled, “Restoring America’s Competitiveness.”  In this article, we argue that as a consequence of not thinking 
about potential long term implications of some types of outsourcing, as well as faltering investment in research, the 
U.S. has lost or is on the verge of losing its ability to develop and manufacture many high-tech products.  We talk 
about the idea of an “industrial commons” — the collective R&D, engineering, and manufacturing capabilities in a 
region that sustain innovation.  Historically, the “commons” referred to the land where animals belonging to people 
in the community would graze.  The commons did not belong to any one farmer, but all farmers were better off for 
having access to it.  We describe an industrial commons in an analogous fashion, embodying the R&D know-how, 
advanced process development and engineering skills, and manufacturing competences related to specific 
technologies.  One finds such resources embedded in companies, universities, often even the different intermediate 
customers and users in the value network.  The capabilities in an industrial commons sustain all the companies that 
access it, and it is a foundation of capabilities upon which those companies can build. 
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It was during my years at Kodak, when I made many trips a year to Asia, that I started to think a lot about this topic.  
Let me give you some examples that illustrate the often unforeseen long term consequences of letting a commons 
erode. 
 
When I came to Kodak, one of the efforts I was to lead was the establishment of a digital camera business.  I think 
everyone in this region certainly remembers that George Eastman built the Eastman Kodak Company on his 
innovations in roll film.  And for a century, Kodak made its profits on film – cameras were a “vehicle” for the film 
to be consumed.  The company made low cost cameras for the mass market, but it let the mid and high end of the 
camera business shift to Japan in the 1960s and 1970s.  It was very hard to make money in cameras, but the profits 
were in film anyways. 
 
Digital cameras were different.  There was no film, but now in a turnabout, the components of the camera became 
key generators of value.  Consumers wanted zoom lenses, but the industrial cluster, or commons, for lenses was in 
Japan.  Digital cameras used electronic image sensors, a technology invented in the United States that had migrated 
to Japan with the rest of the consumer electronics industry when Asian companies started to build camcorders.  And 
the coolest thing about a digital camera was the ability to view the picture immediately on a little electronic display.  
That was another technology invented in the United States that had moved to Asia.  We talk about the loss of the 
display industry and the consequences in our article as well. 
 
So there was no commons, no capabilities, in the United States, or specifically in Rochester, to develop and 
manufacture a product whose technological underpinnings all came from the United States, many of them from 
Kodak’s own Research Labs, as a look at Kodak’s patent portfolio will show. 
 
Did I outsource digital cameras to Asia?  Actually, we bought a company in Japan that was well connected to the 
commons in the greater Nagano region of Japan so that we could tap into that cluster of resources.  That was where 
we did our camera design and manufacturing initially.  Ultimately we moved camera manufacturing to China, where 
costs were lower.  Because if we wanted the American consumer to purchase our products, and the United States 
was far and away our largest market, we had to be price competitive at retailers like Wal-Mart.  Assembly labor 
costs were substantially less in China, and the cost differential would have made us woefully uncompetitive if we 
had assembled cameras in the United States.  We did do much of our firmware and software in the United States, in 
Rochester and in Lowell, Massachusetts. 
 
Could we have done manufacturing in Rochester?  Actually, we tried.  We had set up a highly automated assembly 
line at the former Elmgrove site.  But it was not as flexible as manufacturing in Asia, nor was the cost competitive.  
And almost all of the components would have come from Asia in any case, because they simply were not made in 
the United States.  
 
Was there a lesson in this?  I think so.  Thirty years ago, manufacturing sophisticated cameras was less important 
than the manufacture of film.  So Kodak and others let the commons wither away.  Was it a sensible decision at the 
time?  In isolation, probably.  A colleague of mine who was the president of a second tier Japanese camera company 
once told me, “In the film era, we camera manufacturers never made money.  Kodak made all the money on film.”  
He said that with a tone of residual bitterness, as his was one of the companies that had never made money on film 
cameras.  But then a technological shift happened, and the decisions made thirty years ago suddenly had irreversible 
consequences. 
 
Let me give you another example.  In my last year at Kodak, I managed what was then called the Display and 
Components business.  Ching Tang, a scientist at Kodak Research Labs, discovered the phenomena know as organic 
electroluminescence back in the late 1980s.  This is the foundation for a technology called OLED, which stands for 
organic light emitting display.  Some of you may have seen Sony’s remarkable OLED television, and I was just 
talking to an Asian display manufacturer last week who said OLEDs would be the next big thing for them. 
 
But here was the problem.  Fashioning a display out of OLED materials required the capability to fabricate large 
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thin film transistor arrays on thin sheets of glass, as is done in the LCD flat panel display industry.  LCD flat panel 
displays were invented in the United States as well, but the capital costs and the skills for that type of manufacturing 
left these shores in the 1990s, for Japan, Korea, Taiwan and now China.  For a while I considered the possibility of 
purchasing the manufacturing tools and setting up a line in the United States.  But essentially every other such 
production line in the world was located in Japan, Korea, Taiwan, or China.  If a tool went down and one needed a 
service call in Taiwan or Korea, a technician could come over in maybe 20 minutes.  In the United States, it might 
take a week.  We ended up setting up a joint venture production line in Japan, because you need access to a 
production line if you want to commercialize this type of technology.  Much of the innovation and the obstacles to 
commercialization were in the manufacturing process.  The commons did not exist in North America, a result of 
decisions made a decade earlier, by other companies.  
 
Let me look at the subject of batteries.  Kodak developed some pretty advanced battery technology too, but was not 
the U.S. market leader.  Who would have thought that batteries, rechargeable batteries, would become so important 
an area?  Certainly not the other large U.S. based battery manufacturers, who didn’t really want to chase the 
rechargeables market.  Most innovation in batteries in recent decades has been driven by the demands of consumer 
electronics products for portable power in small packages.   So when U.S. companies largely abandoned the 
“mature” consumer electronics business, the locus of R&D and manufacturing – not just for the laptops, cell phones, 
and such but also for the batteries that power them – shifted to Asia.  The Chinese company BYD is now the second 
largest manufacturer of lithium ion batteries in the world.  And BYD is also an auto manufacturer.  When I was in 
China over the last few weeks, we used quite extensively a little taxi company with two cars, one of which was a 
BYD, so we rode around in it quite a bit.  It was not a bad little car – it reminded me of where Korea was 10 years 
ago, and of Japanese cars from the mid 1980s.  BYD has announced their intention to produce electric cars, and I 
believe the Chinese government strategically is using the transition to hybrid and electric vehicles as an opportunity 
to assert global leadership in the next generation of automobiles, unburdened by a gasoline powered vehicle 
manufacturing infrastructure. 
 
Why do managers make these seeming short-sighted decisions to outsource in the first place?  More often than not, 
it is not driven by greed, but it is driven by cost pressure and the need to be competitive.  If you spend any time 
analyzing retail sales, you find that American consumers are very cost conscious – price matters a great deal.  A lot 
of manufacturing outsourcing is driven by pure labor cost arbitrage, the ability to reduce costs by taking advantage 
of lower factor costs in another geography.  But when a major player in an industry outsources an activity, cuts 
funding for long-term research, and gains a short-term cost advantage, competitive pressure often forces rivals to 
follow suit.  Next potential employment opportunities shrink, experienced people change jobs or move out of the 
region, and students shy away from entering the field.  Eventually, the commons loses the essential critical mass of 
work, skills, and scientific knowledge and can no longer support providers of upstream and downstream activities, 
which are, in their turn, forced to move away as well.  Short term decisions, which might make sense in their own 
context, have the longer term potential to impact strategic control points for future technologies.  
 
The problem I am describing has been years in the making.  It is the consequence of what I sometimes call “logical 
incrementalism,” in which individual decisions made with a local context and shorter horizon, seem to make sense.  
But taken together, the long term consequences are not what we bargained for. 
 
Having said this, I don’t think all outsourcing is bad.  The global model of vertical specialization and sequential 
production that we live in today has brought dramatic improvements in the standard of living to many people, 
especially here in the United States.  And there are many things that are outsourced from the United States that are 
jobs people here would not, or could not do.  We as a country need to look forward, and think carefully and 
strategically about what we do want to keep, and what do we want to nurture for the future.  We need to recognize 
areas that embody capabilities that will be the underpinnings of important technologies for the future, and we need 
to recognize that the capacity to undertake advanced process engineering and complex manufacturing is important to 
continued innovation. 
 
Other countries have for years thought strategically about the industries that they want to foster and grow.  I am not 
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speaking just of China.  Japan in the 1970s, Taiwan in the 1970s and 1980s, Singapore, Korea, all have exhibited 
visionary thinking and planned for the long term.  One of my good friends and colleagues was one of the fathers of 
the semiconductor industry in Taiwan.  As a government researcher, he was part of the original team that travelled to 
RCA in New Jersey, to transfer its CMOS process to Taiwan.  He then spent the next thirty years of his life trying to 
foster the development of the right types of capabilities within local industry.  They put a lot of energy and 
government funding into the growth of a commons, through its Industrial Technology Research Institute, which he 
ultimately headed.  Today Taiwan has 70% of the world’s semiconductor foundry capacity, and they are recognized 
as world leaders not only in semiconductors, but in LEDs, PC design, and information displays. 
 
China’s “863” program framed its long term technology development goals in 1986.  Subject areas included 
information technology, biotechnology and advanced agricultural technology, advanced materials, energy 
technology, and resource and environmental technology.  It targeted specific product categories and know-how that 
the country needed to develop. This program was not about currency manipulation or trade barriers, it was about 
what capabilities the country wanted to establish, what strategic industries they wanted to foster.  China as well as 
other nations were only too happy to see the American companies abandon area after area in pursuit of short term 
profits.  Should we fault them for capitalizing on our myopia? 
 
So what do we do?  I think Washington and companies operating in America need to work together to reinvigorate 
the industrial commons.  A few of the things that we suggest in our article include: 
 
Reverse the slide in the funding of basic and applied science.  Government funding for basic research has been flat 
to declining over the last six years, and funding for applied research has dropped sharply.  Historically, government 
programs like the DARPA VLSI program in the early 1980s or National Science Foundation funding of the NSFNet 
have had led to ground-breaking innovation and growth of entire new industries. 
 
Focus resources on solving “grand challenge problems.”  Programs like the sequencing of the human genome, big 
complex problems like climate change, such problems require tremendous resources and coordination.  We rally to 
such challenges in this country.  And the benefits in generating new capabilities in universities, companies and the 
commons are lasting and profound.  But that also means that we have to look at the granting process, and move it 
beyond the safe and incremental to the higher risk, higher return cross discipline challenges that the U.S. is 
supremely good at tackling. 
 
We suggest that companies need to make capabilities the main pillar of their strategies.  Capabilities are the 
foundation on which innovative products are built.  There are some exemplary upstate companies in this regard – 
Corning and IBM Research. 
 
Companies need to stop blaming Wall Street for short-term behavior.  I understand why it happens, the pressure for 
short term earnings can be huge.  But I think this is a matter of choice for executives.  Again, to cite Corning, there 
stock has had its ups and downs.  But when you talk to people responsible for the long term strategy of the company, 
they think about the next 150 years and invest for the long term.  And they end up having the stockholders they 
deserve. 
 
Company managers need to recognize the limits of financial tools.  I have worked in a company where every key 
R&D project was evaluated by a tool called net present value or NPV.  I suspect one reason they did this was it 
relieved top executives of the need to understand the details of the projects, including their longer term strategic 
implications.  The problem with a lot of these tools is that you need data in order to use them.  And data is only 
available on the past, and good data is really only available on the distant past.  Informed judgment is a better guide 
to making such decisions than analytical models loaded with arbitrary assumptions. 
 
We all need to reinvigorate basic and applied research.  I’ve cited Corning and IBM as great New York State 
examples.  Locally the University of Rochester, R.I.T., Kodak’s Research Labs, Xerox, U. of R.’s Laser Energetics 
Lab, there are rich resources and capabilities in the area. 
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There are many things we as a country can do to set ourselves on a better course for the future.  The Federal 
government, and to a lesser extent state governments have long played a role in supporting technological innovation.  
As we discuss in our article, programs like DARPA’s VLSI Program, the National Science Foundation Network, the 
sequencing of the human genome – these programs produced tremendous benefits by creating capabilities in 
universities and companies – and in the commons.  And the Albany Nanotech initiative is making the Hudson 
Valley a key development area in the future of microelectronics and nanotech.  The recent groundbreaking of the 
new GlobalFoundries fab in Luther Forest is a testimony to this, and it complements the ongoing investment by IBM 
in microelectronics at East Fishkill.  These are all steps that hold great promise for upstate New York, as long as we 
train people for the new types of jobs that they will create. 
 
I hope we can turn our recognition of the challenges we face into concrete steps that will start to address this 
problem.  Only by rejuvenating our high-tech sector can we hope to return to the path of sustained growth needed to 
pay down our enormous deficits and raise our citizens’ standard of living. 
Thank you very much for your attention. 

 
Panel  I :   Discuss ion,  Quest ions  and Answers  

  
 HEARING COCHAIR MULLOY:  Thank you,  Doctor .   Very important  
tes t imony.  
 Now we ' l l  s tar t  the  ques t ioning.   Commiss ioner  Blumenthal .  
 COMMISSIONER BLUMENTHAL:  Thank you a l l  very  much.   I t  was  very  
in teres t ing and useful  tes t imony.  
 I 'm going to  throw out  a  couple  comments  and quest ions  and have you 
answer  them together .   One th ing I  d id  not  hear  much about  i s  China  i t se l f .   What  
you sa id  about  the  Gleason Corporat ion,  that  made a  lo t  of  sense  to  me.   China  i s  a  
huge market ,  and i t ' s  k ind of  a  good news s tory  for  you in  many ways .   You want  
to  expor t  machine  tools  to  China  because i t ' s  a  growing economy,  and i t ' s  a t  a  
cer ta in  phase ,  and i t  needs  these  machine  tools .   
 The problems are  back here  i s  what  you sa id-- the  immigrat ion problems,  
the  need for  captur ing human ta lent ,  and nur tur ing i t  and keeping i t  here  in  the  
Uni ted  Sta tes- -but  i t  doesn ' t  seem to  me that  any of  you sa id  i t ' s  anything China  
i t se l f  i s  doing unfai r ly .   
 I t  sounds  more  l ike  we have some f iscal ,  immigrat ion,  and other  types  of  
problems,  back here  that  are  hur t ing us .   That ' s  jus t  one  comment  I 'd  want  you to  
respond to .  
 Dr .  Hira ,  the  one th ing that  I 'm puzzled about  i s  th is  t rade  in  advanced 
technology surplus .   When you look a t  the  World  Economic Forum 
Compet i t iveness  Index,  we ' re  s t i l l  a t  the  way top and China is  way behind us ,  and 
even wi th  a l l  the  problems that  you ment ioned,  I  wonder ,  what  do you mean by 
advanced technological  products?  
 I s  there  a  par t icular - -Dr.  Shih pointed out  the  l i thium business- -but  are  
there  are  par t icular  sec tors  or  indust r ies  or  companies  that  the  Chinese  are  rea l ly  
developing in  terms of  compet ing or  are  put t ing out  or  ac tual ly  pushing out  our  top 
most  innovat ive  companies?   Do you see  that  coming down the  l ine?   I  wanted a  
l i t t le  b i t  more  speci f ic i ty  in  terms of  what  we mean by advanced technological  
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products  and which companies  and which sec tors  are  ac tual ly  in  some t rouble .  
 And then I  would  jus t  throw out  the  genera l  comment ,  going back to  the  
Gleason Corporat ion 's  tes t imony,  which is  would  you a l l  agree  wi th  the  s ta tement  
that  a t t ract ing  the  bes t  human ta lent  to  the  Uni ted Sta tes  and keeping i t  here  i s  
something that  we can do much bet ter  than  the  Chinese ,  and is  tha t  something we 
should  focus  on as  an answer  to  some of  these  problems?    
 So each one of  you.   Star t  wi th  Dr .  Hira ,  and go down.  
 DR.  HIRA:  Sure .   Let  me address  this  i ssue  of  whether ,  what  China  is  
doing act ively  to  a t t rac t  R&D centers .   I f  you ta lk  to  people  who are  in  the  
bus iness ,  what  they ' l l  say,  and they don ' t  want  to  say this  on the  record very  of ten ,  
what  they ' l l  say i s  tha t  there 's  a  l inkage.   I f  you want  to  take ,  i f  you ' re  a  fore ign 
mul t inat ional  corporat ion,  and you want  to  take  advantage of  the  low cost  
product ion work,  you need to  t ransfer  technology;  you need to  es tabl ish  an R&D 
center  in  China  as  k ind of  a  quid  pro  quo.  
 COMMISSIONER BLUMENTHAL:  Is  that  i l legal?  Is  tha t  wrong?  Is  that  
unfai r?   Is  that  agains t  obl igat ions?  
 DR.  HIRA:  I  do  not  know i f  i t ' s  i l legal  or  not .   I  th ink fa i rness  i s  a  
normat ive  judgment .  I t  i s  ac t ive  pol icy .   As  far  as  everybody I 've  spoken to ,  
there 's  a  consensus  that  th is  goes  on.  
 COMMISSIONER BLUMENTHAL:  So should  we be  doing that  in  
response?  
 DR.  HIRA:  I  th ink that  we should  have act ive  pol ic ies  to  promote  R&D 
centers  being es tabl ished in  the  U.S. ,  but  I  think we need to  go beyond that ,  and 
that ' s  par t  of  what  I  get  in to  in  my tes t imony.  
 For  example ,  in  New York Sta te ,  we have a  major  center  in  nanotechnology 
and nanoelect ronics  in  Albany.   We 're  subsidiz ing that  in  a  b ig  way.   The R&D.  
But  what 's  more  important  i s  not  to  create  R&D jobs ,  but  i t ' s  the  downst ream 
benef i ts .  The des ign,  development  and product ion jobs  hopeful ly  wi l l  be  co- located  
or ,  as  a  taxpayer  in  New York,  tha t  those  jobs  wi l l  s tay  wi thin  New York or  a t  
leas t  in  the  U.S. ,  and I  don ' t  th ink we 're  ta lk ing about  those  kinds  of  pol ic ies .  
 We 've  been ins tead jus t  ta lk ing about  the  R&D.  The R&D is  not  the  end.   
I t ' s  a  means  to  an  end.  
 COMMISSIONER BLUMENTHAL:  Right .  
 DR.  HIRA:  And i t ' s  only  a  p iece .   I t ' s  a  necessary  but  not  suff ic ient  par t  of  
the  pol icy that  we need to  have,  and we 're  not  having that  d iscuss ion,  a t  leas t  
wi th in  R&D pol icy  and indust r ia l  pol icy .  
 COMMISSIONER BLUMENTHAL:  My t ime has  gone over  so  I 'd  l ike  to  
jus t  hear  some remarks  f rom the  res t  of  you on the  immigrat ion and human ta lent  
i ssues .  
 MR.  PERROTTI:   Wel l ,  le t  me get  to  that .   The f i rs t  par t  of  your  quest ion I  
th ink was essent ia l ly  ta lking about  i s  there  a  level  playing f ie ld  to  compete  on,  and 
the  answer  i s  probably  no.  But  i s  there  a  level  playing f ie ld  to  compete  on wi th  the  
Japanese ,  wi th  the  Koreans?   You know there  are  a l l  k inds  of  d i f ferent  barr iers  that  
one  faces  compet ing in  the  wor ld  in  terms of  labor  markets ,  regula t ions ,  tar i f fs ,  
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and so  for th .  
 I s  the  Chinese  s i tuat ion  perhaps  a  bi t  more  skewed?   Yes .   But ,  again ,  f rom 
my perspect ive ,  I  t ry  not  to  so  much to  focus  on that .  I  rea l ly  t ry  to  focus  on what  
we need to  do as  a  company because  I  don ' t  th ink the  p laying f ie ld  i s  so  skewed 
that  i t ' s  an  unwinnable  s i tuat ion .  
 Relat ive  to  the  i ssue  of  ta lent ,  yes ,  absolutely .   As  I  sa id in  my comments ,  
we need to  rebui ld  a  manufactur ing infras t ructure  in  th is  country ,  and i t  s tar ts  wi th  
high- level  ta lent  and innovat ion.   That  wi l l  be  the  engine  that  wi l l  he lp  us  to  
rebui ld  the  manufactur ing infrast ructure  in  th is  country .  
 COMMISSIONER BLUMENTHAL:  Thank you.  
 HEARING COCHAIR MULLOY:  Dr .  Shih ,  d id  you want  to  comment?  
 DR.  SHIH:   Let  me jus t  add that  I  th ink what  China  is  doing,  as  Mr.  
Perrot t i  sa id ,  i s  no di f ferent  than what  Japan,  Korea ,  Taiwan and Singapore ,  o ther  
countr ies  have done.   I t  does  have the  advantage of  what  i s  perceived to  be  an 
enormous domest ic  market .  
 COMMISSIONER BLUMENTHAL:  Right .  
 DR.  SHIH:   Which is  what  helped the  Uni ted  Sta tes  in  the  20th  century  and 
the  la te  19th  century .   And that ' s  a  huge advantage,  and sel l ing access  to  that  
market  essent ia l ly  i s  a  big  di fference .  
 I 'd  jus t  ment ion that  impor t  subst i tu t ion is  a  major  dr ive  in  China,  as  i t  was  
in  Japan and Taiwan ear l ier  and Korea  ear l ier ,  and there  i s  a  s t rong not ion of  
nat ional  champions  as  wel l .  
 As  far  as  par t icular  sectors ,  one  day th is  country  wi l l  wake up to  what  has  
happened in  semiconductors  and optoelect ronics  and communicat ion technology 
and display technology,  a  whole  host  of  h igh- tech areas .    
 As  far  as  a t t ract ing the best  ta lent ,  one te l l ing  observat ion--I  agree wi th  
everything that  has  been sa id .   Cer ta in ly  af ter  9 /11,  for  unders tandable  reasons ,  we 
have made i t  much more  d i f f icul t  for  people  to  come to  the  Uni ted  Sta tes .  
 COMMISSIONER BLUMENTHAL:  Yes .  
 DR.  SHIH:   One of  my col leagues  in  Taiwan told  me in  the  1990s ,  95 
percent  of  the  top engineer ing graduates  in  Taiwan came to  the  Uni ted  Sta tes .  
 COMMISSIONER BLUMENTHAL:  Right .  
 DR.  SHIH:   And he  sa id  today zero  percent  come to  the  U.S.   95  percent  go 
to  China  
 COMMISSIONER BLUMENTHAL:  Thank you.  
 HEARING COCHAIR MULLOY:  Commiss ioner  Shea.  
 HEARING COCHAIR SHEA:  I  too want  to  thank the  panel is ts .   I  th ink 
you 've  made,  each of  you have made great  presenta t ions .   I  jus t  want  to ,  again ,  
thank you for  that .  
 I  jus t  have a  couple  of  ques t ions .   I  was  hoping-- I  think Dr .  Hira  touched 
upon i t  br ief ly--but  I  was  hoping i f  a l l  the  pane l is ts  could  descr ibe  the  importance  
of  innovat ion,  research and development  being geographical ly  proximate  to  the  
manufactur ing process?   So,  in  other  words ,  i f  the  manufactur ing process  i s  
leaving the  Uni ted  States ,  tha t  impacts  the  abi l i ty  to  do effec t ive  research and 
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development  because  you need to  be  c lose  to  the  product ion l ine .  
 I  was  wonder ing i f  you could  jus t  general ly  ta lk  about  that ,  and i f  you can 
give  me an example ,  or  maybe you disagree  wi th  th is  proposi t ion? 
 Secondly ,  th is  might  be  for  Dr .  Shih ,  but  I 'd  apprecia te  the  o ther  panel is ts '  
v iews.   You ta lk  about  incrementa l ism.   I f  you ' re  a  CEO of  a  company and you can 
outsource  a  des ign,  outsource  product ion,  lower  your  cos ts ;  you have pressures  
f rom shareholders ;  you have  pressures  f rom Wal l  St reet  analys ts  to  meet  
project ions .   How do you te l l  a  CEO not  to  do that  i f  tha t  i s  a  ra t ional  decis ion?   
 And I  th ink Dr .  Shih  is  saying that  i t  might  be  ra t ional  for  that  par t icular  
moment ,  but  the  ef fec t ,  the  cumulat ive  ef fec t  of  a l l  these  ra t ional  decis ions  i s  
negat ive  for  the  Uni ted  Sta tes?   I  want  to  explore  that  a  l i t t le  b i t .  
 So why don ' t  I  s tar t  wi th  you,  Dr .  Hira .  
 DR.  HIRA:  Sure .   I  th ink that  there 's  been a  couple  of  t rends  wi thin  R&D 
management ,  management  of  R&D, over  the  pas t  30 years  or  so .   One of  the  b ig  
ones  i s  the  shor ter  t ime cycle ,  and so  companies  don ' t  do  bas ic  research.   You 
know our  imaginat ion of  the  Watson labs  and GE's  research  labs ,  and what  not ,  or  
Xerox PARC, for  example ,  i s  an  anachronism.   I t ' s  not  t rue  today.  
 What  they ' re  doing is  i f  a  product  doesn ' t  look l ike  i t ' s  going to  be  
commercia l izable  wi thin  three  years  or  so ,  they ' re  not  doing that  research and 
development .   I t ' s  much more  appl ied  research,  much more  development .   So heavy 
on the  "D,"  a  l i t t le  b i t  of  "R."   
 And as  a  resul t ,  I  th ink there  needs  to  be  a  much t ighter  l ink,  and I  th ink 
co- locat ion becomes a  bigger  i ssue  wi th  the  product ion s ide  of  things ,  and so  I  
th ink there 's  a  s t ronger  pul l  f rom manufactur ing reaching back into  the  research 
and development ,  and I  th ink you see  that  t rend in  terms of  companies  in  genera l .  
 Regarding your  las t  point ,  I  th ink i t ' s  a  rea l ly  important  one.   This  i s  not  a  
b lame game;  r ight .   The CEOs who are  making these  decis ions  are  not  Benedic t  
Arnold 's ,  as  one  former  pres ident ia l  candidate  t r ied  to  label  them.   They ' re  making 
rat ional  decis ions  based on thei r  incent ive s t ructure .   We have  to  th ink about  how 
we recreate  those  incent ives ,  both  through carrots  and s t icks ,  through incent ives  
and dis incent ives ,  so  tha t  the i r  in terests  are  a l igned wi th  the  country 's  in teres ts .  
 We have to  be  grown up enough to  rea l ize  that  what 's  in  the  interes t  of  IBM 
is  not  necessar i ly  in  the  in teres t  of  the  U.S. ,  but  you bet ter  bel ieve  that  IBM's  CEO 
and thei r  team are  going to  lobby for  th ings  that  are  in  the  in teres t  of  IBM even i f  
i t ' s  a t  the  expense  of  the  U.S.  
 HEARING COCHAIR SHEA:  Mr.  Perrot t i .  
 MR.  PERROTTI:   Rela t ive  to  your  f i rs t  ques t ion,  yes ,  having research and 
development- -  u l t imate ly ,  i t  needs  to  be  near  the  manufactur ing infras t ructure  
because  the  two need to  go hand- in-hand.   Yes ,  there  are  advanced tools  today 
where  you can fol low the  sun and,  you know,  wi th  the  beauty  of  the  Internet  and 
many technologies  can do more  and more  th ings  remote .  
 But  in  our  world ,  par t icular ly  wi th  complex technologies  and products ,  you 
real ly  need to  have those  th ings  in  c lose  proximity ,  which is  why i t ' s  so  important  
for  us  to  be  successful  in  the  Uni ted  Sta tes  to  have th is  h igher  level  ta lent  nearby.   
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We can ' t  re ly  on doing the  engineer ing in  Europe or  Asia  because  i t ' s  not  jus t  
about  creat ing technology.   I t ' s  being able  then to  commercia l ize  i t  and the  
product ion process  re la ted  to  that .  
 Rela t ive  to  CEOs and why they make cer ta in  decis ions ,  I  th ink--  
 HEARING COCHAIR SHEA:  Are  you publ ic ly  t raded? 
 MR.  PERROTTI:   We used to  be .  
 HEARING COCHAIR SHEA:  Okay.  
 MR.  PERROTTI:   We are  pr ivate ly  owned now.  
 HEARING COCHAIR SHEA:  Does tha t  mean easier?  
 MR.  PERROTTI:   I t  does .  
 [Laughter . ]  
 MR.  PERROTTI:   That 's  a  whole  another  day.  I 've  l ived on both  s ides  of  
that  fence ,  but  what  has  made America  great  are  many th ings ,  but  one  of  them is  
i t s  embracing capi ta l i sm,  and,  yes ,  capi ta l i sm perhaps  in  some cases  has  been 
misappl ied ,  but  in  genera l  being profi t -dr iven leads  to  a  lo t  of  good th ings ,  and we 
should  never  t ry  to  ext inguish  that ,  and wi th  some of  the  tax  burdens  people  face ,  
one of  the  reasons  people  don ' t  want  to  s tay  in  this  country  is  because  of  things  
l ike  taxes  and the  cos t  of  l iv ing here .  
 And we have to  do something about  i t .   The Uni ted  Sta tes  has  the  second-
highest  corporate  tax  ra tes  of  any indust r ia l ized country  in  the  world  o ther  than 
Japan.   So,  in  China ,  tax  ra tes  are  23,  25 percent .   In  Germany,  the  tax  ra tes  are  30 
percent .   In  the  U.K. ,  the  tax  ra tes  are  under  30 percent .   In  the  Uni ted  Sta tes ,  
par t icular ly  be ing in  New York Sta te ,  our  tax  ra te  i s  40  percent .  
 Now who's  going to  make decis ions  to  opera te  in  a  h igh-cost  environment--
there 's  no sense  going to  business  school  because  i t  teaches  you to  t ry  to  make 
rat ional  decis ions .   Who's  going to  make  ra t ional  decis ions?  
 [Laughter . ]  
 HEARING COCHAIR SHEA:  Thank you.  
 Dr .  Shih .  
 DR.  SHIH:   On your  f i rs t  quest ion about  ty ing innovat ion R&D close  to  
manufactur ing process ,  I  c i te  an  example  in  my wri t ten  tes t imony about  t ry ing to  
go into  the  OLED business  here  in  New York,  and essent ia l ly  a l l  d isplay 
manufactur ing has  moved to  Asia .  
 And the  commercia l iza t ion process  involves  very  c lose  l inkage between 
R&D, exper imenta t ion,  process  development ,  and so  on.   So I  th ink some 
indust r ies  more  than others ,  but ,  in  genera l ,  I  think i t ' s  a  v i ta l  l inkage.  
 As  far  as  the  pressure  f rom the  shor t  term,  you know,  one th ing I 'd  l ike  to  
add--I  agree  wi th  my other  panel is ts  here--one of  the  chal lenges  is  there ' s  an  act ive  
market  in  corporate  control .   Okay.   And that  means  i f  you as  a  leader ,  of  a  
publ ic ly  t raded company par t icular ly ,  don ' t  make your  numbers  on a  quar ter -by-
quar ter  bas is ,  you know,  somebody e lse  wi l l .  
 When I  was  here  a t  Kodak,  I  ment ioned ear l ier  tha t  we used to  have a  New 
Year 's  Eve s taf f  meet ing,  and I 'd  usual ly  open i t  wi th  “ the  pr ize  for  winning is  you 
get  to  p lay  again .”  I  mean i f  you made your  numbers  and you survived the  year ,  
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then we could  do another  year .  
 That  was  re la t ive ly long- term.   Most  companies  opera te  on a  quar ter- to-
quar ter  bas is  now,  and there 's  t remendous  pressure  on that .   When you go to  Asia ,  
my col league,  who was  the  fa ther  of  the  Taiwanese  semiconductor  indust ry ,  
recognized that  the  Taiwanese  companies  were  too shor t - term focused.   So he  
forced long- term R&D because  he  sa id  I  know you guys  are  too shor t - term focused.   
They a lways  complained back to  h im that ,  you know,  you ' re  compet ing wi th  me.   
He sa id  but  you ' re  too shor t - term focused to  do th is .   So I 'm going to  inves t  in  i t ,  
and he  invested f rom the  government  s tandpoint .  
 I  th ink i t ' s  a  ser ious  problem,  the  dif ference  in  t ime hor izons .   In  Asia ,  I  
was  once to ld ,  you know,  you guys  have only--you guys  in  the  U.S.  have only  been 
around 250 years .   That 's  l ike  a  dynasty  for  us .  
 [Laughter . ]  
 HEARING COCHAIR MULLOY:  A dynasty .  
 HEARING COCHAIR SHEA:  Thank you.  
 HEARING COCHAIR MULLOY:  Thank you.  
 Commiss ioner  Slane .  
 COMMISSIONER SLANE:  Our  job is  to  make recommendat ions  to  
Congress .   And what 's  t roubl ing me is  what  do we recommend to  Congress  to  s top 
or  s tem the  t ide  of  los ing our  h igh- tech indust r ies  to  offshor ing?  
 Dr .  Hira .  
 DR.  HIRA:  Wel l ,  I  th ink there  are  a  lot  of  lessons  f rom the  debates  that  we 
had about  Japan in  the  1980s  in  par t icular .   A lo t  of  people  look back,  and I  th ink 
i t ' s  revis ionis t  h is tory ,  and say,  what  happened wi th  Japan is  okay;  we moved on to  
the  Internet  and IT,  and so  what  i f  we los t  some sectors  to  Japan and the  l ike?   But  
I  th ink tha t ' s  a  wrong reading of  h is tory .   We had a  long debate ,  and I  th ink a  very  
f ru i t fu l  one ,  in  terms of  pol icy  measures  that  came out  of  our  s t ruggle  wi th  
compet ing wi th  Japan.  
 The Bayh-Dole  Act  in  1980,  the  Stevenson-Wydler  Act ,  the  Cooperat ive  
Research and Development  Act ,  a  number  of  di fferent  pol icy  measures  were  taken 
wi thin  innovat ion pol icy  to  rea l ly  bols ter  the  U.S.   One of  the  b iggest  ones  was  
something cal led  SEMATECH.  I t  wasn ' t  jus t  autos  and s tee l  that  we were  worr ied  
about  in  terms of  los ing those  sectors .  
 I t  was  a lso  semiconductors ,  and the  CEOs of  those  semiconductor  
companies ,  Inte l ,  in  par t icular ,  Bob Noyce,  made the  rounds  of  Washington to  push 
for  subsidies .   Essent ia l ly ,  what  SEMATECH was,  was  a  $500 mil l ion a  year- -and 
$500 mil l ion  ac tual ly  was  a  lo t  more  back in  the  '80s --subsidy to  the  
semiconductor  indust ry .   But  i t  wasn ' t  jus t  a  subsidy.   I t  was  forcing col laborat ion 
amongst  the  companies .   You know there 's  a  lo t  that  went  in to  i t .    
 But  we did  that  under  the  umbrel la  of  nat ional  secur i ty ;  r ight .   DARPA, 
Defense  Advanced Research Projec ts  Agency,  was  the  organizat ion that  funded 
SEMATECH.   
 We haven ' t  had that  d iscuss ion about  nat ional  secur i ty ,  about  the  defense  
indust r ia l  base  th is  t ime around,  and I  th ink that ' s  one of  the  major  voids  in  the  
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publ ic  discuss ion because ,  as  I  ment ioned in  my tes t imony,  you ' re  sor t  of  
d ismissed,  that ,  you know,  we 're  jus t  going to  move on to  the  sunr ise  indust r ies ;  
r ight?  
 I t  wasn ' t  tha t  we didn ' t  have that  d iscuss ion.   There  were  the  Atar i  
Democrats- - r ight- - the  so-cal led  Atar i  Democrats  back in the  '80s .   There  was a  
s t ra tegy,  and there  was  investment ,  and there  were  pol icies ,  major  pol icy  changes ,  
a long the  way.  
 MR.  PERROTTI:   Wel l ,  re la t ive  to  innovat ion and preserving high- tech 
indust r ies  in  the  Uni ted Sta tes ,  i t  s tar ts  wi th  labor .   I t  s tar ts  wi th  ta lent .   You can 
go al l  the  way back to  the  fundamenta l  leve l  of  math  and science  ski l l s  wi thin  our  
schools ,  which is  obviously  a  longer- term proposi t ion,  but  I 'm sure  everyone here  
i s  aware  that  the  Uni ted  Sta tes  doesn ' t  rank favorably  wi th  that .  
 So i f  we want  to  be  the  world 's  leader  in  terms of  h igh- tech indust r ies ,  we 
f i rs t  have to  focus  on some of  the  very  fundamental  th ings  that  go back to  pr imary 
educat ion.  
 Beyond that ,  we 've  ta lked about  ta lent  and re ta ining high- level  ta lent  here .   
One of  the  other  th ings  I  observe  t ravel ing the  wor ld  i s  tha t  a t  least  in  the  sec tors  I  
in teract  wi th i s  tha t  in  fore ign countr ies ,  not  just  China ,  but  in  a l l  foreign 
countr ies--Japan,  Korea-- there  seems to  be  a  t ighter  re la t ionship  in  many cases  
between univers i t ies  and the  pr ivate  sector .  
 Whether  tha t ' s  because  of  publ ic  pol icy ,  what  exact ly  g ives  r i se  to  that ,  I  
don ' t  know,  but  tha t  i s  something I  th ink we need to  th ink about ,  i s  how we can 
have univers i t ies  and the  pr ivate  sec tor  and create  incent ives  there  that  create  an 
even t ighter  working re la t ionship  because  I  see  that  more  prevalent  in  some of  the ,  
in  other  foreign countr ies .  
 DR.  SHIH:   Let  me jus t  add on your quest ion about  los ing high- tech to  
offshor ing.   Immigrat ion.   I  wi l l  remind us  that  we are  a  nat ion of  immigrants ,  and 
we 've  made i t  very  di f f icul t  to  a t t rac t  the  bes t  and br ightes t  who I  bel ieve  would 
s t i l l  want  to  come here  i f  we didn ' t  make  i t  so  d i f f icul t .   So that  would  be  one 
th ing.  
 Cost  of  capi ta l ,  I  th ink tha t ' s  a  la rge  compl ica ted i ssue .   Craig  Barret t ,  
re t i red  chai rman of  In te l ,  has  tes t i f ied  on numerous  occas ions  that  i f  you look a t  
the  tax  and locat ion-- fac tor  cos ts  associated  wi th opera t ing a  fab  in  the  Uni ted 
Sta tes  over  the  ten  year  l i fe  of  a  fab ,  i t ' s  typical ly  about  $1 bi l l ion  more  than in  
o ther  countr ies .  
 COMMISSIONER SLANE:  To operate  i t?  
 DR.  SHIH:   Direct .   Direct  cos ts  of  ownership .   I  th ink the  las t  t ime he  
tes t i f ied  on tha t  was probably  about  three  or  four  years  ago.   What  we 're  now 
seeing is  even larger  incent ives ,  not  only in  China ,  but  in  other  places ,  where  
there 's  di rec t  subs idies  which inf luence the  cost  of  capi ta l .  
 GlobalFoundr ies '  new faci l i ty  in  Luther  Fores t  rece ived a  large  incent ive  as  
wel l ,  but ,  you know,  that ' s  sor t  of  the  s takes  that  i s  happening.  Tax and cost  of  
capi ta l .  
 Let  me re inforce  what  my other  panel is ts  sa id  about  ta lent  and ski l l s .   I f  
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you are  opera t ing a  fab  in  Taiwan - -and I 've  been through many of  the  fabs  there--
they have machine  opera tors  who are  masters  in  e lec t r ica l  engineer ing or  indust r ia l  
engineer ing.   Okay.   There 's  a  level  of  ski l l  and qual i f ica t ion for  some of  these  
jobs ,  and the  univers i t ies- - in  fac t ,  I  was  jus t  in  a  debate  in  Taiwan on this  las t  
week,  where  some of  the  companies  sa id ,  you know,  you univers i t ies  need to  t ra in  
our  opera tors  a  l i t t le  b i t  more--okay--whereas ,  the  univers i t ies  were  saying,  no,  we 
need to  focus  on the  long term;  you ' re  responsible  for  t ra in ing your  operators .  
 But  you don ' t  even have that  d iscuss ion in  the  Uni ted Sta tes .   Okay.   And 
one of  my concerns ,  and I  don ' t  know how to  address  th is ,  i s  that ,  you know,  as  
long as  our  young people  would  ra ther  be  a  spor ts  hero  or  an  enter ta inment  
ce lebr i ty ,  as  opposed to ,  you know,  a  technological  leader ,  that ' s  very  t roubl ing to  
me.   I  see  that  in  my two chi ldren who are  in  technology--okay--and are  wonder ing 
what  i s  thei r  fu ture .   My younger  daughter  i s  a  mechanical  engineer .   I  don ' t  know 
i f  I  had any inf luence on that ,  but  anyways--  
 [Laughter . ]  
 DR.  SHIH:   But  i t ' s  t roubl ing.   I t ' s  a  compl ica ted problem,  but  I  th ink we 
can s tar t  to  address  some of  those  very  s t ra ightforward th ings  l ike ,  you know,  
taxat ion and cost  of  capi ta l .  
 HEARING COCHAIR MULLOY:  Thank you.  
 Commiss ioner  Videnieks .  
 COMMISSIONER VIDENIEKS:   Good morning,  gent lemen.   A couple  of  
quick ques t ions  maybe for  a l l  three  of  you,  but  Mr.  Perrot t i ,  you ment ioned that  a  
large  par t  of  your  business ,  machine  tools ,  i s  wi th  China .   My understanding was ,  
f rom pr ior  tes t imony to  th is  Commiss ion,  that  they are  pr imar i ly  assemblers .   I 'm 
not  conversant  on the  topic ,  but  are  they wrong?  How do machine  tools  f i t  in to  
assembly of  imported  components?  
 MR.  PERROTTI:   Wel l ,  what  machine tools  are ,  a re  bas ica l ly  metal -
working machinery .   So you ' re  us ing machine  tools  to  produce par ts  out  of  meta l .   
In  Gleason 's  case ,  i t ' s  gears .   Gleason machines  are  specia l ized.   So they ' re  buying 
Gleason equipment  to  produce gears .   Those  gears  may be  going in to  
t ransmiss ions ,  axles ,  gear  boxes  for  a  var ie ty  of  indust r ies  ranging from 
automot ive  to  wind turbines ,  and so  for th .  
 So,  yes ,  the  Chinese  are  doing much more  than jus t  doing l ight  assembly.   
The Chinese  are  doing--  
 COMMISSIONER VIDENIEKS:   We heard that  they add anywhere  f rom 
f ive  to  ten  percent .   Value  added by China is  l ike  f ive  to  ten  percent  of  the  f ina l  
value  of  the  expor ted  i tem,  the  manufactured end resul t .   So my quest ion bas ica l ly  
i s  i f  tha t ' s  t rue ,  tha t  they bas ical ly  assemble  components .  I  s t i l l  don’ t  qui te  
unders tand.   Sure ,  some machine  tool  use  i s  involved,  but  i sn ' t  manufactur ing done 
in  o ther  countr ies?  
 MR.  PERROTTI:   China  today is  a lmost  as  capable  in  i t s  manufactur ing 
technology as  any country  in  the  world ,  the  Uni ted Sta tes ,  Germany,  Japan.   As  I  
ment ioned ear l ier ,  today technology,  i t ' s  a  great  leveler  of  the  playing f ie ld .   So in  
the  Uni ted  States  there 's  been mi l l ions of  manufactur ing jobs  lost .   The reason for  
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tha t  i s  not  so  much outsourcing of  jobs  as  i t  i s  technology.  
 Within  our  fac tory  here  in  Gleason,  in  Rochester ,  New York,  we have a  
f i f th  of  the  jobs  we used to  have 20 years  ago,  but  our  output  i s  50 percent  more .   
And you can f ind those  s ta t i s t ics a l l  over ,  and i t ' s  the  same th ing in  China .   China  
today actual ly  has  less  manufactur ing jobs  than i t  had a  few years  ago because  
they ' re  buying automated equipment .  
 So par t  of  when someone is  looking a t  jobs  for  example ,  they should  not  
underes t imate  the  impact  of  technology and automat ion as  probably  the  major  
var iable  in  that .  
 COMMISSIONER VIDENIEKS:   So,  okay,  then bas ical ly  we are  ta lk ing 
about  the  process?  
 MR.  PERROTTI:   The manufactur ing process .  
 COMMISSIONER VIDENIEKS:   Right .  
 MR.  PERROTTI:   Yes .  
 COMMISSIONER VIDENIEKS:   Dr .  Shih ,  in  the  ar t ic le  which you 
coauthored,  I  read i t - -and I  may be  wrong-- that  the  ar t ic le  appeared to  say that  i f  
we solved our  t rade  def ic i t  s i tuat ion,  the  problems wi th  our  economy would go 
away.   And hal f  of  our  t rade  def ic i t ,  or  roughly  so ,  i s  f rom energy,  o i l .  A par t  of  i t  
i s  manufactur ing,  and then maybe i t ' s  wi th  the  region,  not  jus t  wi th  one country .    
 DR.  SHIH:   What  we were  in tending to  say  there  was  tha t  we have a  large  
t rade  def ic i t  in  h igh- tech products ,  and we are  going to  have to  manufacture  
products  in  the  Uni ted  Sta tes  to  earn  our  way out  of  that  def ic i t ,  but  le t  me add to  
what  Mr.  Perrot t i  sa id .   What  he  sa id ,  and i t  i s  t rue  in  many high- technology 
products ,  tha t  a  lo t  of  know-how and capabi l i ty  i s  embodied in  tools .    
 And you can kind of  t race  th is  by,  for  example ,  expor t  controls  on 
semiconductor  process  tools ,  which has  held  China  back a  l i t t le  b i t  f rom Taiwan,  
you know,  so  for  example  they 've  only  recent ly s tar ted  to  come on s t ream with  300 
mil l imeter  wafers  as  opposed to  200 mil l imeter  wafers ,  and they had to  f i le  for  
expor t  control  re l ief  on every  individual  tool  they brought  in .  
 Nonetheless ,  they got  thei r  s tar t  by  doing a  lo t  of  manual  assembly and 
subst i tu t ion of  manual  labor  for  capi ta l  in tens i ty ,  but  there  are  sophis t ica ted 
manufactur ing capabi l i t ies  in  China.  You see  i t  in  organic  chemicals .   You see  i t  in  
a  lot  of  metals .   You see i t  in  a  lo t  of  h igh- tech process ing.   You see  i t  in  
optoelect ronic  components .  
 COMMISSIONER VIDENIEKS:   So you 're  saying i t  would  vary  by 
indust ry?  
 DR.  SHIH:   I t  var ies  by indust ry .  
 COMMISSIONER VIDENIEKS:   So a  b lanket  s ta tement  l ike  f ive  to  ten 
percent  va lue  added would--  
 DR.  SHIH:   I  would  suggest  that  the  way to  look a t  that  i s  that  a  lo t  of  
products  tha t  are  assembled there  have rela t ively  low labor  content  compared to  
the  component  cos ts .   So,  for  example ,  a  notebook computer  doesn ' t  have that  
much labor  content .   
 Now,  the  ques t ion you have to  ask  is  how many of  the  components  are  now 

38



 
 

       

 
 
 

made in  China ,  and the  answer  to  that  i s  more  and more  because  there 's  a  rea l  dr ive  
for  local iza t ion,  i f  you wil l ,  and import  subst i tu t ion.  
 COMMISSIONER VIDENIEKS:   Unders tood.   I f  I  could  ask  Dr .  Hira  to  
comment .   S i r .  
 DR.  HIRA:  Yes .   I  would  jus t  point  to  the  t rade  data .   We 're  running a  
very  large  and increas ing t rade  def ic i t  in  advanced technology products .   So unless  
you th ink the  t rade  data  i s  wrong,  I  th ink that  speaks  for  i t se l f .  
 HEARING COCHAIR MULLOY:  Chairman--okay?  
 COMMISSIONER VIDENIEKS:   Yes .  
 HEARING COCHAIR MULLOY:  Yes .   Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thanks  very  much,  and thank you,  
gent lemen,  for  in teres t ing tes t imony.    
 A couple  of  comments  on my end f i rs t .   I  can ' t  res is t  making the  comment  
that  the  purpor tedly  ra t ional  decis ions  by some of  the  graduates  of  th is  nat ion 's  
f ines t  business  school  got  us  in to  the  economic cr is is  that  we have cer ta in ly  been 
exper iencing for  the  pas t  year ,  which,  Dr .  Shih ,  i s  not  to  say that  people  shouldn ' t  
go  to  business  school .  
 But  I  th ink our  business  schools  need to  s tar t  looking a  l i t t le  b i t  about  what  
they ' re  teaching in  those  schools .  
 [Laughter . ]  
 CHAIRMAN BARTHOLOMEW:  Actual ly  I  serve  in  a  d i f ferent  par t  of  my 
l i fe  on a  corporate  board  wi th  somebody who is  involved wi th  a  Cal i fornia  
business  school ,  and I  know that  they ' re  s t ruggl ing a  l i t t le  b i t  wi th  some of  these  
i ssues .  
 I  was  rea l ly  in teres ted ,  Mr.  Perrot t i ,  in  the  s ta tement  you made that  th is  i s  
not  an  unwinnable  s i tuat ion,  but  that  a l so  gets  to  what  Dr .  Hira  was  ta lk ing about .   
My quest ion is  a lso  sor t  of  unwinnable  or  winnable  for  whom,  and how do we a l ign 
the  interes ts?   
 I  don ' t  th ink anybody expects  that  CEOs of  companies  should  be-- I  mean 
they have to  make the  decis ions  tha t  are  in  the  interests  of  thei r  shareholders ,  of  
thei r  business--but  we do expect  the  pol icymakers  in  this  country  to  be  making 
decis ions  that  t ranscend the  in teres ts  of  a  par t icular  company,  and that ' s  some of  
what  we ' re  t rying to  explore .  
 I  a lso  th ink,  Dr .  Hira ,  the  comment  you made about  the  defense  indust r ia l  
base  i s  a  very  important  p iece  of  a l l  of  th is .   This  Commiss ion is  supposed to  be  
looking a t  the  nexus  of  our  nat ional  secur i ty  interes ts  and our  economic  secur i ty  
in terests .  
 Two years  ago,  we held a  hear ing in  Dearborn,  Michigan,  and a t  that  
hear ing,  somebody f rom the  Army tes t i f ied  that  we no longer  have the  capabi l i ty  in  
th is  country  to  manufacture  t r iggers  for  howitzers .   Now that  a lso  goes ,  Mr.  
Perrot t i ,  d i rec t ly  to  the  machine  tool  indust ry ,  which is  a  cr i t ica l  par t  of  our  whole  
manufactur ing supply  chain .  
 My quest ion would be ,  the  Chinese  government  has  done an  excel lent  job  of  
ident i fy ing sectors  in  thei r  economy that  they want  to  bui ld  some of  the  bas ic  
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manufactur ing;  what  k inds  of  compet i t ion  are  you fac ing f rom a  domest ic  machine  
tool  indust ry  in  China and what  k inds  of  pressures  are  you under  to  share  
technology that  you might  have?   Nobody here  has  ment ioned inte l lec tual  proper ty  
thef t ,  and s imi lar  i ssues .    
 I  do  think that  our  machine  tool  indust ry  is  rea l ly  going to  be  cr i t ica l ly  
important .   We can ta lk  about  R&D, but  we a lso  real ly  have to  ta lk  about  th is .   So 
how do you deal  wi th  those  compet i t ive  pressures ,  and what  are  they as  you face  
the  future?  
 MR.  PERROTTI:   Wel l ,  when I  f i rs t  th ink of  compet i t ive  pressures ,  I  
ac tual ly  don ' t  think of  the  Chinese  f i rs t .   One th ing we need to  be  cognizant  of- - I  
th ink of  the  Germans ,  the  Japanese ,  the  Koreans because  as  we develop pol icy ,  
whether  i t  be  t rade  pol icy  or  o ther  pol icy ,  secur i ty-re la ted  pol icy ,  i f  i t ' s  not  
somewhat  in  lockstep  wi th  the  res t  of  the  world ,  and i t  can t ry  to  put  greater  
res t r ic t ions  on doing business  in  China ,  which might  not  be  catas t rophic  for  
Gleason i f  a l l  of  the  other  people  we compete  wi th-- the  German,  the  Japanese ,  the  
Swiss ,  the  Koreans ,  and so  for th--are  in  lockstep  wi th those  pol ic ies .  
 But  when the  Uni ted  States  i s  creat ing pol ic ies  and the  res t  of  the  world  
i sn ' t  fo l lowing those  pol ic ies,  the  Chinese  are  going to  s t i l l  have  access  to  a l l  of  
the  technology because  none of  th is  i s  necessar i ly  propr ie tary  wi thin  the  Uni ted 
Sta tes .  
 So that  i s  one of  the  d i lemmas.   We lose  orders  today because  of  cer ta in  
U.S.  pol ic ies  that  exis t  where  Germans or  o ther  compet i tors  aren ' t  under  the  same 
res t r ic t ions .  
 Relat ive  to  local  Chinese  companies ,  they are  aggress ive .   But  in  some 
ways ,  capi ta l i sm almost  seems more  a l ive  in  China  than i t  does  in  the  Uni ted 
Sta tes ,  i f  any of  you have  been there ,  you see  the  ent repreneur ia l  people  coming 
up.  Yes ,  i s  the  centra l  government  maybe behind wi th some puppet  s t r ings?   
Cer ta in ly  to  some extent .   How large  an  inf luence  they ' re  p laying in  every  corner  
of  the  economy I  guess  i s  debatable ,  but  we have not  personal ly  encountered 
in te l lec tual  proper ty  thef t .   We 're  careful ;  we ' re  guarded about  i t .  
 There  are  b la tant  things  l ike  viola t ions  of  patents ,  pa tent  infr ingement ,  and 
these  kinds  of  things ,  but  there’s  the  th ings  you can ' t  guard  agains t  again  anywhere  
in  the  world ,  and that ' s  jus t  people  reverse  engineer ing,  p icking up know-how,  
t rade  secre ts ,  h i r ing people  who once worked for  your  company,  the  same way 
technology t ransfers  a l l  over  the  wor ld ,  and those  r isks  exis t  in  China .  
 Our  antenna is  up.   We 've  had to  guard  agains t  i t ,  but  we have not  a t  th is  
point  encountered anything that  i s  rea l ly  that  d i f ferent  f rom what  we encounter  
deal ing wi th  o ther  countr ies .  
 CHAIRMAN BARTHOLOMEW:  Dr .  Hira ,  Dr .  Shih .  
 DR.  SHIH:   I  would  echo.   I  th ink the  in te l lectual  proper ty area  i s  very  
in teres t ing,  and what  we saw in  Japan in  the  '50s  and '60s ,  and we saw in  Taiwan 
in  the  '70s ,  and we saw in  o ther  areas ,  i s  a lmost  l ike ,  you know,  economies  and 
nat ions  go through an evolut ionary  s tage  where  eventual ly  in te l lec tual  proper ty  
becomes important  enough for  the i r  own home indust r ies  to  protec t  i t .  
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 You only  have to  look a t  the  mobi le  phone handset  market  these  days  to  see  
that  there  i s  a  whole  segment  ca l led  the  "shanzhai"  market ,  which are  knockoff  
ce l lphones .   I t  wi l l  be  one-quar ter  of  the  world  to ta l  mobi le  phone handsets  
produced th is  year ,  and,  you know,  so  for  the  major  p layers  in  mobi le  phones ,  i t ' s  
a  b ig  problem.   But  i t ' s  not  tha t  di f ferent  than the  evolut ion of  many other  
countr ies .   The main  di f ference  is  the  s ize  of  the i r  domest ic  market .  
 CHAIRMAN BARTHOLOMEW:  And pace?  
 DR.  SHIH:   And the  pace .   Wel l ,  everything is  going fas ter  these  days ,  
yeah.  
 CHAIRMAN BARTHOLOMEW:  Dr .  Hira .  
 DR.  HIRA:  I 'd  jus t  make a  couple  quick comments .   One is  that  my wife  
teaches  in  the  business  school  here  so  I  have  to  be  careful .  
 [Laughter . ]  
 DR.  HIRA:  So we have interest ing  conversat ions  about  these  i ssues .   I  
would  say that  we have shi f ted  f rom a  s takeholder  model .   I t  wasn ' t  a lways  the  
case  that  corporate  governance  was  dr iven in  the  shor t  run by the  quar ter ly  repor ts  
and what  not .   I  don ' t  have enough exper t ise  to  say what  we  need to  do to  sor t  of  
change those  incent ives  and create  d is incent ives .  
 The other  point  I  would  make is  the  comments  about  ta lent .   The defense  
indust ry  or  the  Defense  Depar tment ,  I  should  say,  has  p layed a  leading role  over  
the  years  in  subsidiz ing engineer ing educat ion.   When I  graduated from 
engineer ing school  in  the  mid- '80s ,  where  you went  to  work was  in  the  defense  
sector .   And I  think i t ' s  los t  i t s  ro le  in  a  lo t  of  ways  and hasn ' t  p layed that  ac t ive  a  
ro le  and could  play a  much more  act ive role  in  encouraging people  to  go in to  
engineer ing but  a lso  creat ing oppor tuni t ies  for  them when they graduate .  
 I t ' s  not  jus t  a  mat ter  of  convincing people  to  go in to  engineer ing;  i t ' s  they 
have  to  have  a  job  a t  the  end that  they want  to  go into  and do in teres t ing work.  
 In  terms of  the  in te l lec tual  proper ty ,  i t ' s  not  my area  of  exper t i se ,  but  I  
would  jus t  point  out  i f  you look a t  the  royal ty  numbers ,  even i f  we solved i t - -and I  
th ink we should  do something in  terms of  IP  thef t - - i t  wouldn ' t  so lve  the  t rade  
def ic i t  i ssue .  
 HEARING COCHAIR MULLOY:  Yes .   Thank you.  
 Commiss ioner  Cleveland.  
 COMMISSIONER CLEVELAND:  I  ac tual ly want  to  fo l low up a  l i t t le  b i t  
on that ,  your  comment  about  the  Defense  Department ,  and Dr .  Shih ,  in  your  ar t ic le  
and tes t imony,  you speak to  the  urgency of  the  need for  inves tment  in  bas ic  and 
appl ied  sc ience  and talk  about  the  government 's  ro le  in  the  pas t  in  making those  
inves tments .  
 I f  you were  the  Secre tary  of  Defense  or  Secre tary  of  Commerce today,  how 
would you s t ructure  U.S.  government  investment  in  bas ic  and appl ied  sc ience?   
Would you res t ructure  exis t ing agencies?   What  agencies  would  you use?   And do 
you th ink that  the  s t imulus  package that  jus t  went  through makes  any of  those  
inves tments?  
 DR.  SHIH:   I  think some of  the  examples  we c i te  and some of  the  th ings-- I  
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th ink back to ,  as  Dr .  Hira  ment ioned,  l ike  DARPA--had some t remendous  
successes .   The Nat ional  Science Foundat ion had some t remendous  successes .  
 One of  the  things  I  th ink i s  very  impor tant  i s  some of  these  bold  ini t ia t ives  
that  are  a  l i t t le  b i t  r i skier  because  i f  you look a t  the  grant  process ,  there 's  been a  
b ias  towards  more  incrementa l ,  incremental  problems,  as  opposed to  rea l ly  tackl ing 
some of  those  b ig  bold  in i t ia t ives .  I  th ink a  wonderful  example  of  tha t  was  the  
sequencing of  the  human genome,  which was  not  that  long,  but  i t  rea l ly  created a  
whole  indust ry  in  the  Uni ted Sta tes .   You see  i t  very  much in  the  Cambridge,  
Massachuset ts  area .  
 So I  th ink i t ' s  increased funding in  bas ic  research,  which underpins  a  lo t  of  
th ings ,  as  wel l  as  the  appl ied--  
 COMMISSIONER CLEVELAND:  When you say "bas ic ,"  i s  there  a  sector  
or  a  type  of  bas ic  sc ience  that  you th ink the  government  should  or  could  invest  in ,  
l ike  the  Genome Projec t?   
 DR.  SHIH:   Wel l ,  I  th ink there  are  a  lot  of  areas .   Cont inuing in  the  b iotech 
sector ,  of  course .   Also ,  in  mater ia ls  and nanomater ia ls  in  par t icular ,  which there  
i s  a l ready substant ia l  inves tment .   I t  i sn ' t  evident  to  me that  the  shor t - term 
s t imulus  money is  showing up  in  any of  those  areas  r ight  now,  which is  a  l i t t le  
unfor tunate ,  but  what  we need  to  do is  take  some of  those  longer  hor izon bigger  
r i sks .  
 You know i t ' s  in teres t ing that  we jus t  came up on the  40th anniversary  of  
the  lunar  landing.  
 HEARING COCHAIR MULLOY:  Yes .  
 DR.  SHIH:   Okay.   That ' s  an excel lent  example  of  a  b ig  r isky audacious  
venture  that  genera ted t remendous  amount  of  spi l lover  in to the  commons and 
capabi l i t ies  and drove a  lo t  of  those  types  of  needs .  
 The Chinese  are  doing some of  those  th ings  f rom an infras t ructure  
s tandpoint .   They ' l l  have a  much more  advanced cable  te levis ion network than we 
wi l l  here  in  the  Uni ted  States ,  for  example .   So they ' re  doing i t  in  a  very  appl ied  
fashion.  
 I  th ink for  th is  country ,  we need to  take  on some of  those  big  grand 
chal lenge problems,  and that ' s  a  great  way of  dr iv ing kind of  the  next  generat ion 
of  spi l lover .  
 COMMISSIONER CLEVELAND:  And who would you suggest  lead that  
ef for t?   Where  do you see  that  innovat ive ,  imaginat ive ,  and creat ive  energy in  
terms of  the  government?  
 DR.  SHIH:   I ' l l  have to  g ive  you a  more  thoughtful  answer  on that  la ter .   
That ' s  a  very  important  ques t ion.  
 HEARING COCHAIR SHEA:  Are  you avai lable?  
 [Laughter . ]  
 COMMISSIONER CLEVELAND:  I 'm not  ta lk ing about  individuals .   I 'm 
ta lk ing about  where  you see  that  k ind of- -  
 DR.  SHIH:   You know,  there 's  a  ques t ion of  wi l l  in  th is  country  as  wel l ,  
pol i t ica l  wi l l .   But- -you know,  des i re  to  make th is  impor tant - - that ' s  why I  th ink 
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the  f raming of  grand chal lenges  tends  to  a t t ract  a  lot  of  people  who want  to  do 
th ings  l ike  that .  
 I  l ived through the  '60s  wi th  the  race  to  the  moon.   That  was  absolute ly  
inspi r ing for  a  whole  generat ion of  people ,  and we have that  type  of  problem in  the  
U.S. ,  l ike  energy independence,  for  example .  
 COMMISSIONER CLEVELAND:  Wel l ,  yes .   Cont inuing on the  government  
theme,  Dr .  Hira ,  you ta lked in  an  ar t ic le  tha t  I  read about  the  FFRDC--and I  th ink 
you sa id  in  your  tes t imony as  wel l - -you would recommend a  f ree-s tanding FFRDC. 
 DR.  HIRA:  Yes .  
 COMMISSIONER CLEVELAND:  Can you e laborate  a  l i t t le  on that - - I  mean 
the  tes t imony,  unfor tunate ly ,  being abbrevia ted,  i t  sounded l ike  you were  going to  
s tudy the  problem rather  than what  kind of  sor t  of  rea l  impact  i t  might  have,  l ike  
the  o ther  FFRDCs.  
 DR.  HIRA:  Right .   Wel l ,  I  would  respect ful ly  d isagree  to  some extent  
about  th is ,  the  analogy of  the  Manhat tan  Project  or  the  Apol lo  Project  being 
something that  we need to  do.   We spend a  lo t  of  money on research and 
development ,  about  $140 bi l l ion a  year .   I  see  the  i ssue  not  so  much as  a  funding 
issue  as  much as  tha t  the  world  has  changed,  and the  nature  of  innovat ion has  
changed.   I t ' s  become a  g lobal  process ,  and we 're  act ing as  though that  never  
occurred or  that  hasn ' t  occurred.  
 And so  my proposal  in  the  wr i t ten  tes t imony is  to  create  an  organizat ion 
that  ac tual ly  s tudies  this  in  much more deta i l .   Alan Bl inder  has  argued that  
offshor ing is  equivalent  to  the  Indust r ia l  Revolut ion,  that  the  t ransformat ion is  
equivalent  to  the  Indust r ia l  Revolut ion,  and we 're  essent ia l ly  not  doing anything 
about  that .  
 We 're  not  even s tudying the  issue ,  and so  the  FFRDC that  I  propose  would  
look speci f ica l ly  a t  the  offshor ing and global iza t ion of  innovat ion and make 
recommendat ions ,  speci f ic  recommendat ions ,  on the  nature  of  innovat ion and 
where  we should  be  rea l locat ing our  resources .    
 We 're  rea l ly  not  rea l locat ing that  140 bi l l ion.   We 're  not  spending i t  as  
smar t ly  as  we should be ,  and i t ' s  f ine  to  have grand chal lenges ,  but ,  hey,  we 
a l ready have that  140 bi l l ion.   Let ' s  do that  in  a  much smarter  way.   As  you know,  
in  government ,  there 's  a  lo t  of  iner t ia .   Programs don ' t  get  k i l led ,  and so on and so  
for th .   We need to  re th ink that .  
 And,  as  I  ment ioned ear l ier ,  even wi th  Japan,  we real ly  d id  re j igger  our  
innovat ion sys tem dur ing the  '80s .   I  worked a t  NIST.   That  was  created through 
the  Omnibus  Trade Act  of  1988,  r ight ,  f rom the  Nat ional  Bureau of  Standards ,  and 
I  th ink i t  made a  lo t  of  good investments ,  the  Manufactur ing Extension 
Par tnership ,  the  place  I  worked,  the  Advanced Technology Program,  and so  on and 
so  for th ,  but  i t  a lso  focused our  a t tent ion on what  was  rea l ly  going on in  terms of  
innovat ion and how i t  had changed.  
 HEARING COCHAIR MULLOY:  Thank you.  
 Dr .  Shih ,  I  have cut  out  a  quote ,  and I  put  i t  on  my computer ,  f rom the  
Book of  Proverbs:  "Without  a  v is ion,  the  people  wi l l  per ish ."   And I  thought  you 
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jus t  hi t  i t .   
 The nat ional  leaders  have to  g ive  you a  v is ion;  they don ' t  te l l  you how to  
do th ings .   And then you se t  the  country  f ree  to  achieve  the  goals .  I  thought  
Pres ident  Kennedy did  that .   He didn ' t  say  how we 're  going to  get  to  the  moon;  he  
sa id  we 're  going to  get  to  the  moon,  but- -okay--and we did  i t .   And i t  gave a  burs t  
of  energy and spi l lover  to  the  commons.  
 I  th ink the  Chinese have  the  same th ing.   They were  a  great  socie ty .   They 
fe l l  apar t  when they came into  the  contact  wi th  the  West ,  and the  Br i t i sh  went  to  
war  and forced them to  take  opium and a l l  tha t  sor t  of  th ing,  and they were  
humil ia ted .  
 1949,  the  Communis ts  came to  power;  they drove out  fore ign inf luences ,  
but  they couldn ' t  make thei r  economy grow proper ly .   By '78 ,  they came in ,  and the  
new guy,  Deng Xiaoping,  came in  wi th  a  v is ion:  we need the  fore igners  to  help  us  
bui ld  a  h igh- tech economy.   And they had a  v is ion of  how to  incent iv ize  the  
fore igners  to  come in  and help  them achieve  grea t  power  s ta tus  again ,  and I  th ink 
they ' re  being very  successful  a t  i t ,  to  be  honest  wi th  you.   They have a  v is ion.   
 My sense  now is  the  Uni ted  Sta tes  because  we 're  in  an  economic cr is is ,  
there 's  a  chance now to  break out  of  th is  o ld  th inking and begin  to  th ink anew how 
important  manufactur ing and how important  balancing your  t rade  account .   We've  
been unbel ievable  because  we can balance  our  t rade  account  by shipping Treasury  
bi l l s ,  IOUs,  to  o ther  people ,  and then they get  more  and more  c la ims on our  
economy.   That ' s  what  we 've  been doing.  
 Now,  Dr .  Shih ,  a t  the  end of  your  tes t imony,  you say,  quote :  
 "Only by re juvenat ing our  h igh- tech sector  can we hope to  re turn  to  the  
path  of  sus ta ined growth needed to  pay down our  enormous def ic i t s"- - that ' s  the  
t rade  def ic i t s ,  this  debt  tha t  we ' re  now in--"and ra ise  our  c i t izens '  s tandard of  
l iving ."  
 Bingo.   That  could  be  a  v is ion.   How do we do that?    
 Now,  one of  the  th ings  that  Dr .  Hira-- I  brought  a  quote-- I  was  reading th is  
book by Senator  Schumer  cal led  Posi t ively  American,  publ ished in  2007.   Senator  
Schumer  hi t  the  same th ing you did  about  the  divergence of  in teres ts  between the  
mul t inat ional  corporat ions  and the  nat ional  in terests .  
 He says  by thei r  very  nature--he  ta lks  about  this  d ivergence.   He says:  
 “Today large  corporat ions  have  much less  interes t  in  th is  country .”  
 And then he  goes  on to  say:  
 “Corporat ions  are  not  sent imenta l  or  pa t r iot ic .   They are  the  sum of  the i r  
capi ta l .   They ' re  looking to  increase  re turns  for  thei r  shareholders .   S t i l l ,  i t ' s  
undeniable  that  in ternat ional iz ing diminishes  the  over lap  between business  
in terests  and nat ional  interes ts .”  
 So the  vis ion should  be  we 're  in  t rouble ;  how do we get  these  guys  to  put  
back on American shi r ts  and get  on the  team,  and how do we incent iv ize  them?   
 In  the  o ld  days-- I  th ink someone ta lked about- -shareholder  value  was  not  
the  only  goal  of  a  corporat ion.   Somehow,  over  the  las t  25  years ,  tha t  changed,  and 
I  th ink i t ' s  important  for  th is  Commiss ion to  come back and unders tand that  a  l i t t le  
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bet ter ,  but  in  my opinion,  we need to  f igure  out  how to  re incent iv ize  this  game and 
get  the  American corporat ions  playing back on the  team.  
 Dr .  Shih ,  you ta lk  about  this ,  the  l i t t le  incrementa l  decis ions  that  are  made,  
but  then you wake up 20 years  la ter ,  and you 're  rea l ly  out  of  the  bal l  game.   So I  
would ask Dr .  Shih ,  Dr .  Hira ,  and then Mr.  Perrot t i ,  i f  you have any thoughts ,  how 
can we reincent ivize  this  game?  Dr .  Shih .  
 DR.  SHIH:   Wel l ,  one  th ing that  was  ment ioned ear l ier  i s  taxat ion and cost  
of  capi ta l .  In  a  lo t  of  h igh- tech indust r ies ,  labor  i s  a  very  smal l  par t  of  the  to ta l .  
And I  be l ieve  an  awful  lot  of  companies  look a t  comparat ive  cos ts .   Cer ta in ly  one 
of  the  th ings  that  has  enabled  this  has  been the  re la t ively  high ra t io  of  value  to  
t ransporta t ion  cos ts ,  which has  enabled th is  k ind of  g lobal  sequent ia l  
manufactur ing model  tha t  we see  today.  
 I 'm watching wi th  in teres t  the  new GlobalFoundr ies  fab  going up in  Luther  
Fores t ,  up  in  upsta te  New York,  which is  par t  of  Albany Nanotech.   I  th ink that ' s  
ac tual ly  a  good example .  Now,  they received a  subsidy which lowered thei r  cos t  of  
capi ta l .   Okay,  we need to  think through our  taxat ion and cost  of  capi ta l  here  
because  so  much is  embodied in the  tools ,  as  Mr.  Perrot t i  had sa id  ear l ier ,  tha t  that  
would  be  a  very  good f i rs t  s tep  that  wi l l  cause  ra t ional  thinking to  put  more  in  the  
Uni ted  Sta tes ,  I  th ink.   But  we ' re  going to  have to  address  that  f i rs t .  
 HEARING COCHAIR MULLOY:  Dr .  Hira .  
 DR.  HIRA:  Yes .   I  would  jus t  po int  to  an  ar t ic le  by Sam Palmisano,  
publ ished in  Foreign Affa i rs ,  back in  2006--he 's  the  CEO of  IBM--where  he  ta lks  
about  the  "global ly  in tegrated enterpr ise ."   And he 's  expl ic i t ly  ta lking about  his  
incent ives  and the  fu ture  of  mul t inat ional  corporat ions ,  which he 's  now cal l ing 
"global ly  in tegrated enterpr ise ."  
 I  don ' t  know how you real ign these  in teres ts .   I  th ink i t ' s  impor tant ,  and 
there 's  fo lks  that  are  working on th is .   But  you can ' t  jus t  hope that  that  happens .  
 HEARING COCHAIR MULLOY:  No.  
 DR.  HIRA:  You have to  take  s teps  that  rea l ize  that  the  current  s i tuat ion is  
that  they ' re  going to  make decis ions .   They ' re  not  bad people .   They ' re  making 
ra t ional  decis ions ,  and we need to  accommodate  and adjus t  to  that .  
 HEARING COCHAIR MULLOY:  Yes .  
 DR.  HIRA:  And make our  pol icy  choices  based on the  current  sys tem as  i t  
i s ,  hoping to  change i t  so  that  you change those  incent ive  s t ructures  and what  not  
to  real ign things .  
 HEARING COCHAIR MULLOY:  Yes .   Mr.  Perrot t i ,  do  you have anything 
you want  to  add?  
 MR.  PERROTTI:   Wel l ,  re la t ive  to  shareholder  value ,  shareholder  value  
needs to  be  the  number  one  pr ior i ty  for  a  company or  e lse  the  ent i re  model  fa i l s .   
People  won ' t  provide  capi ta l .  The businesses  wi l l  d isappear  in  shor t  order .  
 Perhaps  the  one ref inement  to  that  i s  long- term creat ion of  shareholder  
value  as  opposed to  some of  the  shor t - term incent ives .   Technology is  wonderful ,  
the  Internet  and al l  of  these  th ings,  but  i t ' s  a lmost  crea ted an  even more  
shor ts ighted kind of  behavior  where  people  are  l i tera l ly  checking th ings  every 

45



 
 

       

 
 
 

minute ,  every  hour ,  and wonder ing whether  they should  be  act ing on i t .  
 So  that  exis ts  in  bus iness ,  and we even have to  th ink about  in  government ,  
not  tha t  I  suggest  we have to  redo our  ent i re  form of  government ,  but  even people  
who have re la t ively  shor t - te rm ass ignments ,  two years  and so  for th ,  people ,  
unders tandably  so ,  i t ' s  hard  to  take  a  long- term view of  th ings  when you perhaps  
have an ass ignment  for  one year  or  two years  and you ' re  t ry ing to  sa t is fy  perhaps  a  
se t  of  shor t - term goals .  
 And that  i s  one of  the  fundamental  i ssues  that  under l ies  a  lo t  of  the  
problems we have in  th is  country ,  as  to  how we can keep some of  those  ins t i tu t ions  
in  p lace ,  but  have a  much bet ter  long- term focus  on what  we need to  do.  
 HEARING COCHAIR MULLOY:  There ' s  been a  lo t  of  in terest  in  the  
Commiss ion in  your  tes t imony,  so  we ' l l  s tar t  a  second round,  but  le t ' s  each t ry  to  
say wi thin  the  f ive  minutes  on the  second round so  that  everybody can get  the i r  
shot .  
 Commiss ioner  Blumenthal .  
 COMMISSIONER BLUMENTHAL:  I  won ' t  take  a  shot .  
 [Laughter . ]  
 COMMISSIONER BLUMENTHAL:  I  can ' t  res is t  one  comment ,  and then I  
want  to  ask  a  quest ion--  
 CHAIRMAN BARTHOLOMEW:  Taking a  shot .  
 COMMISSIONER BLUMENTHAL:  - -which is - -no,  wel l ,  not  a t  them--  
 [Laughter . ]  
 COMMISSIONER BLUMENTHAL:  - -which is  a  lo t  of  the  innovat ions  that  
you a l luded to ,  Sputnik  and swi tch packet ing that  led  to  the  creat ion of  the  
In ternet .  We were  in  a  global  secur i ty  compet i t ion wi th  the  Sovie ts ,  and we were  
t rying to-- I  think you even al luded to  i t ,  Dr .  Shih ,  in  your  ar t ic le- -  we were  t ry ing 
to  solve  very  speci f ic  mi l i ta ry  problems tha t  then had spinoffs .  
 And there 's  no fee l  for  tha t - - there 's  no  fee l ing in  Washington that  I  can 
sense  that  we ' re  in  any kind of  secur i ty  compet i t ion  wi th  the  Chinese .  In  fac t ,  
we ' re  cut t ing defense  budgets .   We jus t  cut  our  most  h igh- tech,  most  capable  
s tea l thy a i rp lane ,  the  F-22,  and we 've  been cut t ing defense  budgets  and cer ta in ly  
procurement  and inves tment  s ince  the  end of  the  Cold  War .   
 So one place  to  s tar t  would  be  ac tual ly  to  ra ise  the  defense  budget ,  and 
then the  defense  indust r ia l  base  and a l l  k inds  of  companies  would be  incent ivized 
to  crea te  new things .   So I  can ' t  res is t  tha t  comment .   And there  i s  no fee l  in  
Washington r ight  now that  there’s  any threat  f rom China  mi l i tar i ly  that  I  can  
sense .  
 Dr .  Shih ,  I 'm concerned about  your  daughter  because  here  we have a  
mechanical  engineer ,  someone who actual ly  went  to  engineer ing,  got  an  
engineer ing degree ,  and you sa id  that  she  might  not  have a  future  in  technology,  
and so  I 'm wonder ing i f  you can spin  that  out  a  l i t t le  b i t?  
 I  have a  romant ic  v iew of  what  happened in  the  '90s  with  Si l icon Val ley ,  
and a  lot  of  immigrants  came and s tar ted  businesses ,  and we had th is  boom,  and we 
became leaders  again  in  di f ferent  types  of  In ternet  technology and 
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te lecommunicat ions  technology.   So is  that  not  poss ible  anymore?  
 Can your  daughter  or  o thers  l ike  her  not  go off  and s tar t  new businesses?   
Is  i t  rea l ly  that  b leak in  terms of  the  road for  people  who actual ly  have engineer ing 
degrees?  
 DR.  SHIH:   Wel l ,  obviously ,  I  bel ieve  th is  cont inues  to  be  a  land of  great  
oppor tuni ty ,  you know,  so--but  i t  goes  back to  the  comment  I  made ear l ier  about  
what  do we value  in  this  country when we see the  spor ts  heroes  and the  
enter ta inment  indust ry  heroes  as  opposed to ,  you know,  people  who excel  in  
technology and sc ience  and so on?   You have a  d i f ferent  fee l  of  that  overseas .    
 I  want  to  come back to  your  opening comment  as  wel l .   I  don ' t  th ink we 
face-- th is  i s  personal  opinion-- I  don ' t  th ink we face  a  defense  threat .   I  th ink we 
face  an  economic secur i ty  compet i t ion now,  and maybe there  i s  educat ion that  
needs  to  be ,  that  needs  to  go on,  because  I 've  been in  hundreds  of  fac tor ies  across  
Asia ,  and I 've  been wi th  government  leaders ,  I 've  been wi th  univers i t ies ,  I 've  been 
wi th  CEOs,  and I  don ' t  think people  in  th is  country  have any concept  of  the  
re la t ive  sca le  of  what 's  happening over  there  versus  what 's  happening in  this  
country .  
 Having sa id  that ,  I  th ink we have some good examples .   I  th ink Gleason is  a  
te r r i f ic  example ,  and there  are  some other  ter r i f ic  examples  in  the  U.S. ,  of  being 
able  to  hold  thei r  own in  a  g lobal  market .   Okay,  we don ' t  make i t  any eas ier  for  
them,  but  there  are  some ter r i f ic  examples .  
 But  I  th ink people  have no comprehension of  what  i s  going on on the  other  
s ide  of  the  world .  
 COMMISSIONER BLUMENTHAL:  Okay.   The other  quest ion I  had for  you 
is  i t ' s  very  in teres t ing,  Amazon Kindle  2 .   I  suppose  you th ink th is  i s  not  a  good 
model  for  the  Uni ted Sta tes ,  but  I  wonder  how much value  Amazon took out  of  
tha t ,  r ight?   Out  of  that  par t icular  product?  
 DR.  SHIH:   Amazon wi l l  take  a  substant ia l  value  out  of  that  because  i t  i s  a  
suppor t ing par t  of  thei r  bus iness  model  to  se l l  e -books  as  wel l .   You probably  saw 
that  E-Ink,  the  or ig inator  of  the  e lec t rophoret ic  bead technology,  which came out  
of  MIT,  was  recent ly  sold  to  Pr ime View Internat ional ,  and so  Pr ime View is  
secur ing thei r  in te l lec tual  proper ty  pos i t ion  in  tha t  as  wel l .  
 Kudos  to  Pr ime View,  you know,  in  my view,  but  the  chal lenge and the  
purpose  of  that  Kindle  example  was  i f  you wanted to  manufacture  that  in  the  U.S. ,  
you could  not  do i t  because  the  capabi l i ty  i s  not  here  anymore.  
 COMMISSIONER BLUMENTHAL:  But  again ,  you th ink th is  i s  not  a  good 
model  for  the  next  Amazon?  This  i s  not  a  sus ta inable  model  even though they take  
the  h ighes t  va lue  out  of  i t?  
 DR.  SHIH:   Wel l ,  people  say the  same th ing about  Apple  and iPhones  and 
iPods .  
 COMMISSIONER BLUMENTHAL:  Yes .  
 DR.  SHIH:   And notebooks  as  wel l .   And what  you see  in  the  notebook 
computer  business ,  outs ide  of  Apple ,  i s  that  those  manufacturers  move up the  value  
chain  as  wel l .   Okay.   So the  next  wave you ' l l  see  i s  the  r i se  of  the  other  brands  

47



 
 

       

 
 
 

who s tar t  to  take  a  lo t  of  that  value;  r ight .   Acer  i s  now the  number  two PC 
manufacturer ,  having passed Del l .   That  happened in  the  las t  quar ter ,  and they used 
to  manufacture  for  a  lot  of  other  people ,  and so  they ' re  moving up the  value  chain .   
So I  jus t  th ink that ' s  k ind of  the  inevi table  progress ion.  
 COMMISSIONER BLUMENTHAL:  Thank you.  
 HEARING COCHAIR MULLOY:  Commiss ioner  Shea.  
 HEARING COCHAIR SHEA:  I ' l l  be  quick.   Two quest ions .   We spend 
$140 bi l l ion  a  year  annual ly  on research and development .   That ' s  great ,  but  to  me,  
research and development  achieves  i t s  fu l les t  potent ia l  i f  you commercia l ize  i t  and 
create  jobs ,  good-paying jobs  for  people .   How wel l  do we do as  a  country  wi th  
commercia l iz ing R&D, and are  there  government  pol ic ies  that  you would 
recommend to  ass is t  in  commercial iz ing R&D so that  we can create  jobs  here  in  the  
Uni ted  Sta tes?  
 And i f  we have t ime,  we ' re  in  Rochester ,  we ' re  going to  ta lk  about  th is  in  
the  next  panel ,  but  I  would  l ike  to  get  your  v iews on the  s ta tus  of  manufactur ing in  
th is  par t icular  region of  New York Sta te  and what 's  your  prognosis  for  the  fu ture?  
 Do you want  to  s tar t ,  Dr .  Hi ra?   No one wants  to  answer?  
 [Laughter . ]  
 HEARING COCHAIR SHEA:  I t  wasn ' t  tha t  tough a  quest ion.  
 DR.  HIRA:  Yeah.   I  mean I  th ink there 's  a  percept ion tha t  we should  only  
inves t  in  bas ic  research,  and we have th is  debate  about  corpora te  welfare  and 
indust r ia l  pol icy  and the  l ike,  but  the  real i ty  i s  that  commercia l iza t ion,  that ' s  the  
end,  tha t ' s  what  you want  to  get ,  I  mean,  so  doing,  invent ing i t  here ,  get t ing the  
nanotech breakthrough in  Albany isn ' t  suff ic ient ,  r ight .  
 HEARING COCHAIR SHEA:  Right .  
 DR.  HIRA:  So you have to  have those  k inds  of  pol ic ies  in  p lace ,  and the  
re invented ATP program,  now cal led  TIP,  i s  a  good program,  I  th ink,  in  terms of  
get t ing th ings  towards  commercia l iza t ion,  the  so-cal led  "Val ley  of  Death ."  You 
know the  SBIR program,  i f  you ta lk  to  venture  capi ta l i s ts ,  i s  a  very  important  par t  
of  commercia l iza t ion process  and the  l ike ,  and I ' l l  defer  to  my business  col leagues  
who probably  have a  bet ter  sense  in  the  rea l  world .  
 MR.  PERROTTI:   Wel l ,  I  can  comment  br ief ly  on the  quest ion about  the  
s ta te  of  manufactur ing here  in  New York.   You know the  model  r ight  here  in  
Rochester  i s  an  in terest ing one because Rochester  for  many years  had been 
dominated by a  few large  employers- -Kodak,  Xerox,  Bausch & Lomb,  and those  
companies .   The number  of  employees  in  th is  area  working for  these  companies  has  
shrunk dramat ica l ly  over  the  pas t  ten  to  20 years .  
 But  the  unemployment  ra te  in  this  area i s  s t i l l  be low the  nat ional  average,  
and the  reason is  there  have  been  lo ts  of  smal l  bus inesses  that  have popped up,  
some of  them feeding f rom people  who lef t  those companies ,  which were  
technology-based companies ;  some who have s tar ted  businesses  based upon 
research from the  univers i t ies  l ike  RIT.   So there  i s  a  posi t ive  model  there .  
 On the  other  hand,  we do need to  look a t  the  jobs  that  have been los t  and 
the  reasons  why.   For tunate ly ,  some have been able  to  be  remade,  but ,  and,  of  
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course ,  New York is  a  tough environment  to  do business  re la t ive  to  the  cost  of  
doing business-- taxes ,  regula t ion,  and so  for th .   And we cer ta in ly  cont inue to  hope 
that  those  th ings  wi l l  change  because  the  jobs  aren ' t  necessar i ly  being los t  to  
China .   Somet imes  the  job  i s  be ing los t  to  South  Carol ina  or  Texas  or  o ther  p laces ,  
not  necessar i ly  going thousands  of  mi les  away.  
 DR.  SHIH:   Let  me just  add,  re inforce ,  that  a  b ig  par t  of  the  value-add in  
the  know-how comes in  the  commercia l iza t ion of  a  product ,  commercia l iza t ion of  
the  technology.   I 'd  re inforce  th ings  l ike  SBIR are  ac tual ly  a  good way of  helping 
smal l  companies  over  tha t  commercia l iza t ion hump.  
 I  th ink,  you know,  as  far  as  manufactur ing in  the  Rochester  area ,  I  would  
agree  wi th  that .   There 's  been a  t remendous  amount  of  spi l lover  f rom the  shr inking 
of  Kodak and some of  the  other  large  players ,  and that  k ind of  spi l lover  a lso  
popula tes  the  commons which makes  i t  a  good resource  for  reappl icat ion of  some 
of  that  know-how.  
 HEARING COCHAIR SHEA:  Thank you.  
 HEARING COCHAIR MULLOY:  Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thanks .    
 Again ,  I  th ink th is  i s  more  of  a  comment  than a  ques t ion,  and i t  wi l l  lead 
in to  the  next  panel .   I 'm real ly  s t ruck l i s tening to  a l l  of  you about  the  chal lenges  
that  we face ,  not  jus t  in  R&D, but  the  downstream aspects  of  i t .   Dr .  Hira ,  you 
ment ioned that  par t icular ly .  
 When we were  in  North  Carol ina  a  couple  of  years  ago,  we learned a  lo t  
about  both  the  sunset  indust r ies  there  and the  sunr ise  indust r ies  and the  role  of  
Research Tr iangle  Park ,  but  when you s tar ted  digging in to  i t ,  i t  turned out  that  
many of  the  jobs  that  were  be ing created were  not  jobs  tha t  were  be ing created that  
the  people  who had los t  thei r  jobs  were  appropr ia te  for .  
 I t  was  not  s imply about  re t ra in ing.   I t  was  a  complete ly  d i f ferent  k ind of  
th ing,  and again  I  go back to  machine  tools  and the  impor tance  of  our  
manufactur ing base  when we look a t  the  workforce in  this  country ,  the  people  who 
bui l t  this  country ,  and how do we take  these  issues  that  we ' re  ta lk ing about ,  h igh 
level  R&D issues ,  and re la te  i t  back down to  what  do we do to  make sure  tha t  the  
people  in  th is  country  who are  not  engineers ,  don ' t  want  to  be  engineers ,  perhaps  
are  not  capable  of  being engineers ,  but  go down a  di f ferent  path?    
 And that ' s  the  bulk  of  people  in  th is  country  who bui l t  th is  country .   So any 
ins ights  that  you a l l  have about  how we connect  that  to  what  do we do about  
s t rengthening our  communi t ies ,  s t rengthening our  famil ies  in  th is  country ,  and 
s t rengthening our  workforce?  
 MR.  PERROTTI:   I  guess  the  G-20,  or  whatever  they  cal l  themselves  now,  
is  going to  hold  thei r  next  meet ing in  Pi t t sburgh,  and I  saw an interview wi th their  
mayor ,  and they were  asking him how Pi t t sburgh remade i t se l f ,  you know,  from the  
s tee l  c i ty  in to  what  they are  today,  and they asked what  are  the  leading indust r ies  
there ,  and he  sa id heal th  care .  
 HEARING COCHAIR MULLOY:  Yes .  
 MR.  PERROTTI:   Which is  posi t ive ,  but  every  c i ty ,  the  leading indust ry  
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can ' t  be  heal th  care .   Guess  what  i t  i s  in  Rochester  now?  I t ' s  heal th  care .   The 
larges t  employers  are  heal th  care .    
 At  some point  you need somebody e lse  working in  some other  indust ry ,  and 
i t  goes  back again  to ,  I  hate  to  suggest  i t ' s  a  long- term journey or  long journey,  but  
i t  i s .   I t  goes  a l l  the  way back to  put t ing a  reemphasis  on manufactur ing,  what  we 
teach in  our  schools ,  what  we teach in  our  univers i t ies ,  to  make manufactur ing 
again  a  pr ior i ty ,  to  make the  manufactur ing technology,  not  jus t  somebody taking 
something off  a  machine ,  but  the  under ly ing technology,  a  pr ior i ty  and to  rebui ld  
that .  
 The dis t inc t  disadvantage  we have in  the  machine tool  indust ry  i s  there  are  
very  few univers i t ies  that  have a  focus  or  curr iculum on that  in  the  Uni ted  Sta tes ,  
where  in  Germany i t ' s  held  in  h igh es teem,  for  example ,  and the  Chinese  are  doing 
the  same exact  thing.   And i t  has  to  s tar t  a t  the  very  top in  terms of  our  business  
leaders ,  in  terms of  our  government  off ic ia ls ,  in  terms of  t ry ing to  put  an  emphasis  
back on that .  
 CHAIRMAN BARTHOLOMEW:  Dr .  Hira .  
 DR.  HIRA:  I  would  jus t  take  a  s tep  back and say that  I  v iew s tudents  and 
even univers i t ies  as  ra t ional  ac tors .   They wi l l  c reate  programs where  there  are  
oppor tuni t ies .   Students  wi l l  go  in to  f ie lds  where  they perceive  oppor tuni t ies ,  and 
we saw this  dur ing the  1990s when computer  sc ience  enrol lments  mushroomed,  
maybe not  enough to  keep up wi th  the  demand in  terms of  the  workforce ,  but  I  
th ink we have to  be  caut ious  about  pushing supply  and th ink about  demand,  and to  
t ie  th is  in to  a  pract ical  pol icy  recommendat ion,  we have to  look a t  publ ic  
procurement .  
 We 're  spending a  lo t  of  money in  s t imulus  dol lars .   We 're  a lso  spending a  
lo t  as  a  government ,  and government  spending is  20 percent  of  the  economy,  of  
GDP,  and i t  wi l l  cont inue  to  increase ,  i t  looks  l ike ,  for  the  foreseeable  future .   We 
have to  favor  domest ic  content .   People  wi l l  cal l  that  protect ionism,  but  I  see  that  
as  an  investment .   You can do R&D cheaper  in  India  so  should  we di rect  the  NSF 
to  do research grants  away from RIT and to  the  I ITs  in  India?   Does  that  make 
sense?  
 The reason that  you ' re  spending that  money is  because  there  are  spi l lover  
benef i t s  from i t ,  and we should re th ink our  procurement  pol ic ies  in  that  l ight .   I 'm 
not  saying that  every  penci l  tha t ' s  bought  should  be  bought  f rom "Buy American,"  
but ,  boy,  there 's  a  wide  spect rum between research and penci ls .   IT services  i s  a  
b ig  one.   Right .   We should  be  looking a t  whether  we should  offshore  or  not- -
publ ic  procurement .  
 CHAIRMAN BARTHOLOMEW:  Thank you.  
 Dr .  Shih ,  anything to  add?  
 DR.  SHIH:   Wel l ,  I  would  only  add that  one th ing I  learned in  business  i s  
tha t  problems that  are  a  long t ime in  the  making are  a  long t ime in  solving.   So we 
won ' t  see ,  you know,  a  s imple solut ion that  we can implement  over  the  shor t  term.  
 I  have a  lo t  of  reservat ions  about  s tar t ing a  t rade  war  wi th  something l ike  
Buy America .   I  unders tand what  Dr .  Hira  i s  saying,  but  I  th ink i t ' s  impor tant  for  

50



 
 

       

 
 
 

people  in  th is  country  to  unders tand,  as  o ther  countr ies ,  bus iness  leaders  in  o ther  
countr ies ,  unders tand the  nature  of  t rade  balance  and dependence on other  
countr ies  for  key components .   
 There 's  present ly  a  b ig  debate  in  Taiwan about  whether  the  government  
should  rescue thei r  memory indust ry .   Okay.   And I  went  and in terviewed a  couple  
of  the  minis ters  there ,  and they sa id ,  wel l ,  because  Taiwan has  90 percent  of  the  
PC indust ry  f rom a  des ign s tandpoint ,  and they don ' t  want  to  be  dependent  on other  
people  for- -speci f ica l ly ,  Korea-- for  DRAMs.  
 Okay.   Now,  the  DRAM debate  happened in  the  '80s  and the  '90s ,  and i t  was  
a  huge debate ,  but  I  c i te  that  example  as  a  d i f ference  in  menta l i ty- - r ight .   You f ind 
in  China  a  sens i t ivi ty  towards  dependence on external  sources  for  th ings  that  could  
get  them in  t rouble .   You see  them buying a  lo t  of  resources  r ight  now and t ry ing 
to  secure  resources  for  tha t  very  reason;  r ight .  
 I t ' s  not  I 'm t ry ing to  cont rol  i t ;  I 'm t rying-- they 're  t rying not  to  be  held  
hostage  by other  par ts  of  the  world .   Okay.   We ' re  held hostage.   We jus t  don ' t  
know i t .  
 HEARING COCHAIR MULLOY:  Yes .  
 CHAIRMAN BARTHOLOMEW:  I  th ink we do.  
 HEARING COCHAIR MULLOY:  Thank you.  
 Commiss ioner  Slane .  
 COMMISSIONER SLANE:  Dr .  Hira ,  you referred to  SEMATECH and the  
R&D subsidy they received f rom DARPA.  What  of ten  happens ,  i t  seems to  me,  i s  
that  the  R&D gets  commercial ized;  then U.S.  companies  wind up turning i t  over  to  
Chinese  s ta te-owned enterpr ises .   I sn ' t  th is  se l f-defeat ing and shouldn ' t  we t ry  to  
prevent  this?  
 DR.  HIRA:  Wel l ,  I  th ink that  that  ques t ion doveta i ls  wi th  what  I  was  
ta lk ing about ,  i s  the  downstream frui ts .   We don ' t  subsidize  R&D for  the  sake of  
creat ing research jobs .   We do i t  because  the  hope is  there  wi l l  be  local ized 
geographic  spi l lover  benef i t ,  tha t  the  des ign,  development  and product ion jobs  wi l l  
be  created,  a t  leas t  the  f i rs t  round of  those ,  wi l l  be  created in  the  U.S.  
 You 're  not  asking the  blue  col lar  worker  to  subs idize  and pay taxes  to  
subsidize  research jobs  a t  univers i t ies .   The hope is  tha t  the  country  as  a  whole  
wi l l  benef i t ,  and I  don ' t  think we 're  paying a t tent ion  to  that  because  I  th ink the  
nature  of  f i rms has  radical ly  shi f ted .   F i rm behavior  has  changed,  for  bet ter  and 
worse .  
 And we 're  not  th inking about  the  fac t  tha t  these  downstream benef i ts ,  these  
downstream frui ts ,  a re  much more  geographical ly  leaky than they were  in  the  pas t ,  
and we need to  th ink about  how do we capture  those  downstream benef i ts?  
 I t  goes  back to  why companies  don ' t  spend on bas ic  research because  they 
don ' t  be l ieve  that  they ' l l  appropr ia te ,  they ' l l  capture  those  downstream benef i t s  
unless  they can put  a  patent  on i t ,  unless  they can get  inte l lec tual  proper ty  out  of  
i t .   I t  goes  into  the  commons arguments .  
 The problem is  these  benef i t s  that  we t radi t ional ly  expect  wi l l  occur  and be  
around Albany I  th ink are  being commercia l ized overseas ,  and most  of  those  
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benef i ts  wi l l  leak out  which cal ls  in to  quest ion,  you know,  why we 're  spending 
$140 bi l l ion on R&D and not  th inking about  what  the  outcomes wi l l  be  out  of  tha t .  
 COMMISSIONER SLANE:  Other  comments?  
 MR.  PERROTTI:   Wel l  the  premise  that  people  are  turning technology over  
to  s ta te-owned enterpr ises ,  I  don ' t  th ink a  ra t ional  CEO would do that  to  a  s ta te-
owned enterpr ise  or  anyone e lse .  
 Technology is  very  f lu id ,  more  so  today than ever ,  and i t  wi l l  be  even more  
so  in  the  fu ture .   So people  wi l l  have  the  abi l i ty  to  reverse  engineer  and 
unders tand th ings  fas ter  than they have in  the  pas t ,  and we have to  accept  that  as  
jus t  a  fac t  of  l i fe ,  tha t  technology is  more  por table  than ever .  
 But  obviously  today a  CEO has  every  incent ive  in  the  world  to  t ry  to  
protect  that  technology as  bes t  they can.    
 DR.  SHIH:   I  would  argue that  some of  the  reasons  we have the  percept ion 
that  technology f lows in  the  s ta te-owned enterpr ises  i s  exact ly  the  argument  we 
make about  not  having the  infras t ructure  in  th is  country  to  manufacture  some of  
those  th ings .   You know there  are  an  awful  lo t  of  th ings  that  i f  you want  to  
manufacture  them,  you can ' t  do  i t  in  th is  country ,  you have to go overseas ,  and 
that ' s  how,  that  k ind of  encourages  the  f low.  
 Going back to  the  Albany example ,  and Albany Nanotech,  I  do  agree  that  
know-how created there  f lows outward through tools .   When you ta lk  to  IBM 
people ,  the i r  argument  wi l l  be  th is  f ie ld  moves  so  quickly  that ,  you know,  i t ' s  a l l  
in  the  nature  of  having some temporal  advantage for  some number  of  years .   
Having i t  f i rs t ,  you milk  a  lo t  of  the  prof i t s  ear ly  on,  and then everything 
commodi t izes .  
 So I 'm hopeful  on Albany because  I  think outs ide  of  Inte l ,  that ' s  real ly  the  
large ,  the  sole  large ,  you know,  semiconductor  manufactur ing c lus ter  remaining in  
the  U.S.   There 's  s t i l l  some around Aust in ,  Texas ,  but  i t ' s ,  you know,  i t ' s  a  g lobal  
game that  we ' re  p laying.   Technology f lows very  quickly;  you need to  have a  
temporal  advantage.   And then you need to  work on higher  par ts  of  the  value  chain  
to  conver t  tha t  advantage in to  products  where  you can make some prof i t .  
 HEARING COCHAIR MULLOY:  Thank you.  
 I  jus t  want  to  f in ish  up by not ing that  the  t ranscr ip t  of  th is  hear ing,  you ' l l  
ge t  chances  to  correc t  your  Engl ish ,  and then we put  a l l  tha t  up on our- -  
 COMMISSIONER BLUMENTHAL:  Not  that  you need to .  
 [Laughter . ]  
 HEARING COCHAIR MULLOY:  We put  that  a l l  up  on our  Web s i te  so  that  
people  can access  th is ,  and th is  has  been a  very  important  hear ing.   
 Dr .  Shih ,  you ment ioned when you go to  Asia  and you go in to  these  p laces  
and what  you see .  I  f i rs t  went  to  China  in  '81  so  I  have some perspect ive  of  what 's  
happened here .    
 Chairman Bar tholomew always  says  when we go in to  these  p laces ,  I  come 
out  and I  say ,  man,  i t ' s  over ;  I  mean i t ' s  over  because  you see  how rapidly  they ' re  
moving up the  technology chain .   
 I ’d  l ike  to  comment  on one las t  th ing.   Dr .  Shih ,  in  your  tes t imony,  on page 
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f ive ,  you ta lk  about  o ther  countr ies  have for  years  thought  s t ra tegical ly  about  the  
indust r ies  they want  to  fos ter  and grow,  and you ment ion China 's  863 program 
which they adopted in  1986,  and they sa id  these  are  the  areas  we want  to  dominate  
or  a t  leas t  we want  to  be  very ,  very  compet i t ive  in .  
 Par t  of  our  problem is  any t ime you ta lk  about  these  kinds  of  th ings ,  people  
say,  jeez ,  we don ' t  want  to  get  in  the  business  of  p icking winners  and losers .   And 
I  th ink we have  to  ge t  over  that  and begin  to  ta lk  about  what  i s  happening in  th is  
country  and why manufactur ing is  so  important .  
 There 's  a  debate  beginning in  Washington on th is .   You guys  have been 
invaluable  wi tnesses  before th is  Commiss ion.   We can ' t  th ink you enough,  and I  
th ink I  speak for  a l l  the  Commiss ion to  say thanks  for  your  presenta t ion and taking 
t ime to  be wi th  us .  
 MR.  PERROTTI:   Thank you.  
 HEARING COCHAIR MULLOY:  We ' l l  recess  for  ten  minutes  and then 
come back.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 

PANEL II:  THE IMPACT OF CHINESE COMPETITION ON LOCAL 
COMPANIESAND COMMUNITIES 

 
 HEARING COCHAIR SHEA:  Wil l  our  two wi tnesses  please  come up,  Mr.  
Kowalewski  and Mr.  Ber tolone?   Are  they here?   Good morning.  Our  th i rd  wi tness ,  
Mayor  Johnson,  i s  running a  b i t  la te  so  we wi l l  jus t  s tar t ,  once  Mr .  Ber tolone gets  
seated ,  wi th  our  two wi tnesses .  
 Come on up.   Good morning.  
 MR.  BERTOLONE:  Good morning.  
 HEARING COCHAIR SHEA:  We' re  going to  begin  our  second panel ,  "The 
Impact  of  Chinese  Compet i t ion  on Local  Companies  and Communi t ies ,"  and again  I  
want  to  thank the  wi tnesses  for  taking the  t ime to  be  here  today and to  prepare  
some wri t ten  tes t imony for  the  Commiss ion.  
 We have as  our  f i rs t  wi tness  Mr.  James Ber tolone,  who is  the  President  of  
the  Rochester  Labor  Counci l  (AFL-CIO),  and he 's  a lso  the  Pres ident  of  the  local  
here  of  the  American Posta l  Workers  Union.   Thank you for  coming.  
 We a lso  have on the  panel  Mr.  Ed Kowalewski ,  who is  the  Director  of  
In ternat ional  Trade  and Investments  for  the  Upsta te  Empire  Sta te  Development  
Corporat ion,  based in  Buffa lo .  
 In  addi t ion to  h is  11 years  of  government  exper ience ,  Mr.  Kowalewski  has  
over  20 years  of  internat ional  business  exper ience  in  the  pr ivate  sector ,  and as  I  
sa id  ear l ier ,  we ' re  wai t ing  to  hear  f rom former  mayor--wai t ing  to  receive former  
Mayor  Wil l iam Johnson,  who is  on his  way to  the  hear ing but  running a  b i t  la te .   
So when he  comes,  we wi l l  br ing him on to  the  panel .  
 So why don ' t  we begin  wi th  Mr.  Ber tolone.  
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PRESIDENT, ROCHESTER LABOR COUNCIL (AFL-CIO),  ROCHESTER, 
NEW YORK 

 
 MR.  BERTOLONE:  Let  me s tar t  by  thanking the  Commiss ion for  having 
me here  today and rece iving th is  tes t imony.    
 I  am famil iar  wi th  some of  your  work,  and I  want  to  recognize  and thank 
you for  your  recommendat ions  in  the  pas t  that  have included,  but  are  not  l imi ted  
to ,  def in ing China 's  currency manipula t ion as  a  viola t ion of  WTO rules ,  to  be  
considered a  prohibi ted  subsidy;  recommending tha t  Congress  pet i t ion to  
inves t igate  Chinese workers '  r ights  v iolat ions  in  order  to  make the  case  before  the  
WTO that  the  suppress ion of  labor  r ights  i s  an  unfa i r  t rade  pract ice;  and 
recommending t rade  remedies  author ized by the  WTO be used agains t  China  to  
enforce  ant idumping and countervai l ing duty  penal t ies ,  as  wel l  as  to  protect  our  
economy from the  extens ive  subsidies  for  companies  in  China .  
 I 'm a lso  th inking--and I  know you touched on i t  ear l ier - - that  some of  your  
recommendat ions  are  very  impor tant  when i t  comes to  U.S.  technology and the  
ef fect  of  that  technology moving to  China  on our  nat ional  defense  indust r ies .  
 F i rs t ,  in  a  general  overa l l  v iew,  and you have my tes t imony so  I  won ' t  read 
i t  word for  word,  but  I  think working people  and Americans  in  this  country  were 
sold  a  b i l l  of  goods  that  the  deindust r ia l iza t ion of  America  was  inevi table  and i t  
was  necessary ,  and that  i t  was  a  good th ing.   And th is  process  began obviously  
long before  we es tabl ished permanent  t rade  re la t ions  with  China ,  but  s ince  we 
have,  i t  has  got ten  much,  much worse .  
 Jus t  a  decade ago,  near ly  30 percent  of  our  gross  domest ic  product  came 
f rom the  manufactur ing sector .   Today i t ' s  less  than 12 percent ,  and most  of  the  
s tuff  I 'm us ing is  s ta t i s t ics  a t  the  end of  2007.   I t  doesn ' t  take  in to  account  any 
fur ther  ef fec ts  of  the  great  recess ion that  we ' re  in  now.  
 In  2007,  manufactur ing s t i l l  employed 14 mil l ion Americans  which created  
e ight  mi l l ion addi t ional  jobs ,  and again ,  as  touched on by Professor  Hira ,  when 
you 're  ta lk ing about  jobs  of  the  fu ture  and future  technologies ,  robot ics ,  laser ,  
computer  sc ience ,  photonics --and th is  i s  one of  the  b iggest  areas  in  the  country  on 
photonics  wi th  Bausch & Lomb,  Kodak and Xerox--biomedical  advances ,  American 
manufacturers  are  the  leading purchasers  of  new technology in  our  economy,  and 
the  near ly  80 percent  of  a l l  pa tents ,  come f rom the  manufactur ing sector .  
 At  the  end of  2007,  manufactur ing s t i l l  contr ibuted $1.2  t r i l l ion  to  our  
economy,  and for  every  100 s tee l  or  auto  jobs ,  for  example ,  i t  c rea tes  somewhere  
between 400 and 500 jobs ,  where  in  re ta i l  every  100 jobs  creates  somewhere  
around 94 jobs .  
 I  a lso--and labor  has  done some work wi th  Professor  Hira-- I  want  to  
recognize  h is  book Outsourcing America .   Over  the  years ,  par t icular ly  s ince  
NAFTA, whether  i t ' s  labor  or  business ,  we 've  heard  a  lo t  of  p la t i tudes  on t rade  
based on ideology,  whether  i t ' s  f rom the  r ight  or  the  lef t ,  and his  i s  one of  the  
or ig inal  works ,  I  th ink,  that  ac tual ly  a t tempts  to  document  the  evidence of  what  
has  happened as  these  t rade  laws have expanded,  and by his  own admiss ion wi th  
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me,  i t ' s  an  ini t ia l  work,  and there  needs  to  be  fur ther  s tudy of  the  ac tual  ef fec ts  of  
these  t rade  pol ic ies  as  we go forward.  
 The American people  were  not  to ld when we got  permanent  t rade  re la t ions  
wi th  China  and these  t rade  pol ic ies ,  tha t  i t  meant  thei r  jobs  were  going to  be  
outsourced.   His tor ica l ly ,  t rade  and outsourcing were  two di f ferent  th ings ,  and 
these  t rade  agreements  have been used to  outsource  in  a  race  to  the  bot tom wi th  
few safe ty  and environmental  regulat ions ,  and that  i s  a  b ig  problem.  
 I  unders tand the  gent leman 's  tes t imony f rom IBM, and the  technology,  but  
represent ing American workers  for  35 years ,  we have fa i led  to  see  any benef i t  
when the  execut ives  and the  s tockholders  a t  IBM do wel l  i f  they ' re  not  providing 
jobs  to  Americans .   I t ' s  no  skin  off  our  back whether  they do wel l  or  not  i f  they are  
not  par t  of  the  American economy providing good jobs .  
 When NAFTA was  f i rs t  passed,  President  Cl inton said  we might  lose  some 
labor- in tens ive  jobs  in  c lo thing,  shoes  or  toys ,  but  h igh- tech jobs  wi th  the  
expor t ing of  computers  and e lect ronic  par ts  would increase .   Yet ,  in  2007,  we had 
a  $68 bi l l ion  t rade  def ic i t  in  advanced technology products  wi th  China,  which 
represents  25 percent  of  our  t rade  def ic i t .  
 Now this  was  a l l  expected to  change when China jo ined the  WTO in  2001 
wi th  the  WTO rules  on i l legal  subsidies ,  i l legal  dumping,  currency manipula t ion,  
e t  ce tera ,  and yet  f rom 2001 to  2008,  we 've  lost  another  2 .3 mi l l ion  manufactur ing 
jobs  to  China .   I f  you add the  labor  r ights '  abuses  agains t  in ternat ional  s tandards ,  
which ar t i f ic ia l ly  contr ibute  to  the  low cost  of  Chinese  goods ,  that  Chinese  
companies  are  a l lowed to  pay as  l i t t le  as  15 cents  to  50 cents  an  hour ,  depress ing 
consumer  demand in  thei r  own country ,  and that  forces  re l iance  on an expor t  
economy.  
 American mul t inat ionals  doing business  in  China  have  al l  k inds  of  
roadblocks  f rom the  Chinese  government  to  get  access  to  the  Chinese  market  and 
end up,  the  major i ty  of  their  business  ends  up being for  expor t ,  as  opposed to  the  
promise  of  ge t t ing in to  the  Chinese  market  and creat ing American jobs .  
 Cost  of  the  envi ronmenta l  and safety  s tandards .   80  percent  of  the  products  
recal led  by the  Consumer  Product  Safe ty  Commiss ion in  the  pas t  year  involved 
Chinese  products- -17 mil l ion toys  wi th  the  excess ive  lead,  poison pet  food and 
toothpaste ,  ta in ted and contaminated seafood.    
 One of  the  saddest  th ings to  me in  the  s ta t i s t ics ,  and I  brought  new copies  
of  my tes t imony wi th  some of  these  graphs  documented in  there ,  i s  that  our  number  
one expor t  now in  America  by far - -number  two is  non-elect r ic  machinery ,  $1.1  
bi l l ion a  year- -number  one,  17.4  bi l l ion surplus ,  i s  in  scrap and waste .  
 And New York Sta te  i s  behind Cal i fornia  and Texas .   Af ter  them,  we los t  
the  larges t  number  of  jobs  to t rade .   We are  th i rd ,  127,000 jobs  s ince  2001,  and in  
New York Sta te ,  manufactur ing was  the  thi rd- largest  contr ibutor  to  GDP,  about  
$61 bi l l ion a  year .    
 Rochester ,  which is  my hometown,  has  been devas ta ted by the  loss  of  
manufactur ing jobs .   Kodak moved whole  d ivis ions  to  China .   They employ less  
than 7 ,500 workers  here .   Kodak employed over  60,000 in  1980.    
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 To be  fa i r ,  Kodak has  downsized i ts  wor ldwide workforce .   I t ' s  now I  
bel ieve  under  25,000.    
 Auto  jobs  have been los t  and offshored due to  much of  the  unfa i r  cheat ing 
in  China .   The old  Delco,  la ter  to  become ITT Automot ive,  then Valeo Automot ive ,  
i s  gone,  4 ,000 jobs  wi th  i t .   Jus t  15 years  ago.  
 Delphi ,  3 ,500 jobs ,  down to  800 now and s t ruggl ing.   Hickey Freeman has  
los t  a  number  of  jobs  and has  been in  danger  of  c los ing in  the  pas t  year  due to  
subsidized dumping of  Chinese  sui ts .    
 Our  business  communi ty ,  again ,  par t icular ly  groups  l ike  the  Chamber  of  
Commerce  and IMF,  have sa id  i t ' s  okay.   We're  going to  t rans i t ion  f rom a  
manufactur ing economy,  labor- in tensive  s tuff  wi l l  go  offshore ,  and we wi l l  p ick up 
the  jobs  in  the  service economy.  
 Nat ionwide service  economy jobs  pay on average $8,100 less .   In  
Rochester ,  some of  those  averages  are  as  much as  $20,000 less  f rom an average of  
$60,000 in  manufactur ing to  between 30 and 40,000 in  the  service  indust r ies .   That  
i s  devasta t ing to an  economy where  there  seems to  be  a  consensus  among 
economists  tha t  70 percent  of  our  economy is  based on consumer  spending,  and 
even pr ior  to  the  las t  decade and a  hal f ,  pos t -World  War  I I ,  consumer  spending was  
anywhere  between 61 and 65  percent  of  our  economy.  
 Par t  of  the  service  economy increase  in  jobs  has  been in  government .   We 
are  now los ing government  jobs  which is  fur ther  devasta t ing the  economy.   We are  
in  the  process  of  laying off  200 teachers  in  Rochester .   Other  pos i t ions  are  not  
being f i l led  by a t t r i t ion ,  and we know that  there  wi l l  be  fur ther  layoffs  wi th  the  
problems on Wal l  St ree t  and the  fur ther  eros ion of  our  tax  base .  
 We do have economic development  funding,  indust r ia l  development  
agencies ,  Empire  and Enterpr ise  zones,  tax  subsidies ,  but  they are  just  not  
suff ic ient  to  s top the  bleeding in  this  area .   
 We a lso  have had a  b ig  bat t le  between labor  and business  on IDA reform,  
which has  been s ta l led  for  a  year .   Business ,  though our  f ree  marketeers  have no 
problem taking tax  subsidies  as  par t  of  the  f ree  market  equat ion,  do not  want  to  
have to  pay the  area  median wage as  par t  of  taking that  money,  which is  a  l i t t le  
over  $15 an hour ,  about  $30,000 a  year  in  fu l l  t ime work.   That  i s  one  of  the  b ig  
problems.  
 The c i ty  of  Rochester  now,  the  average household  income is  under  $30,000 
a  year .   45  percent  of  our  chi ldren grow up in  pover ty ,  and the  a t tendant  cr ime and 
educat ional  problems that  come wi th  that  has  devasta ted our  c i ty  in  the  las t  two 
decades ,  and I 'm sure  my old  f r iend,  Mayor  Johnson,  can real ly  speak to  those  
issues  of  what 's  happened to  our  economy in  the  c i ty  of  Rochester  in  the  las t  two 
decades .  
 HEARING COCHAIR SHEA:  Mr.  Ber tolone.  
 MR.  BERTOLONE:  Yes .  
 HEARING COCHAIR SHEA:  We' re  l imi t ing  s ta tements  to  seven minutes .  
 MR.  BERTOLONE:  I 'm sorry .   I ' l l  jus t  f inish  up wi th the  s ta tement  that  
again ,  when we were  sold  these  t rade  agreements  and these  t rade  pol ic ies ,  and 

56



 
 

       

 
 
 

f rom the  business  world  to ld  i t ' s  okay,  i t ' s  evolut ionary,  our  posi t ion is  they don ' t  
ge t  to  decide  for  the  res t  of  us  in  an  economy.  
 Tom Fr iedman,  the  IMF,  they do not  ge t  to  decide  for  the  c i t izens  in  a  
democracy that  Fl in t  and Akron and Rochester  and Newark and Buffa lo  that  our  
c i t ies  can be  devasta ted  and dest royed because they bel ieve-- the  masters  of  the  
universe-- that  th is  i s  the  new global  economy.  
 So,  wi th  that ,  I ' l l  f in ish .  

[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Mr.  James V.  Bertolone 
President ,  Rochester  Labor Counci l  (AFL-CIO),  Rochester,  New York 

 
Let me begin with the biggest impact on our economy due to trade with China, the deindustrialization of America 
and the myth that this is inevitable and necessary.  Though in some areas this process began long before permanent 
trade relations with China were established by legislation, the record of the last ten years in different manufacturing 
sectors and our trade deficit with China leads one to the undeniable conclusion that deindustrialization and attendant 
reduction in the manufacturing over the last decade has greatly increased to the detriment of the United States and 
New York State.  There are those representing the corporate sector, from the Chamber of Commerce to the 
International Monetary Fund that have continued to put forth the view that deindustrialization and the loss of 
manufacturing in the United States is inevitable in a globalized market economy and not detrimental to our economy 
due to the expansion of the service economy.  The statistics refute this view beyond any doubt.  Just a decade ago 
manufacturing was about 30% of US Gross Domestic Product or GDP, today it is less than 12%.  From 2000 to 
2007 another 3 1/2 million jobs were lost in US manufacturing.  Yet as of 2007 US manufacturing still employed 14 
million Americans and creates 8 million additional jobs in other sectors.  When it comes to the jobs of the future, 
whether in robotics, lasers, computer sciences, photonics or bio medical advances, American manufacturers are the 
leading buyers of new technology in the United States.  In fact, American manufacturers are responsible for two 
thirds of research and development investment in the US and nearly 80% of all patents filed come from the 
manufacturing sector.  Though the great recession has reduced these numbers, at the end of 2007 manufacturing 
contributed $1.2 trillion dollars to America's economy while every 100 steel or auto jobs create between 400 to 500 
new jobs in the rest of the economy.  Contrast this with the retail economy where every 100 jobs generates about 94 
new jobs elsewhere. 
  
I would like to take a moment to commend RIT Professor Ron Hira for his work in the areas of concern before the 
commission, particularly his book "Outsourcing America".  His research and documentation has furthered our 
knowledge of the actual effect of Global trade and problems with our policies involving China.  Particularly 
disturbing are his findings that Research and Development tend to follow manufacturing off shore.  R&D jobs, 
important in themselves, develop the new products, processes, innovations and technologies that shape the future 
and create the jobs of the future.  This trend is especially disturbing for the future of domestic manufacturing, jobs 
and our economy. 
  
Allow me to give a brief overview of Labor's problems with Trade with China under current conditions in light of 
the Commission's mandate to assess the nature of the transfer of United States production to the People's Republic of 
China.  For one thing the American people were not told that new global trade rules meant outsourcing their jobs for 
slave wages with few safety or environmental regulations .  American companies selling America products to 
American workers with cheap foreign labor was never part of the bargain.  Outsourcing jobs, in a race to the bottom, 
is not trade, but that is what happened.  President Clinton said we might lose some labor intensive jobs in clothing, 
shoes, or toys, but high tech jobs with the exporting of computers and electronic parts would increase.  In 2007 we 
had a $68 billion dollar deficit in advanced technology products with China, 25% of the total US-China Trade 
deficit. 
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The fact is China's cheating trade practices has cost Americans millions of jobs.  This was expected to change when 
China joined the WTO in 2001 with WTO rules on illegal subsidies, illegal dumping, and currency manipulation 
expected to reduce this problem, but in fact it has gotten worse with 2.3 million lost US jobs to China from 2001-
2008.  Add to this Labor Rights abuses against international standards, which artificially contribute to the low cost 
of Chinese goods.  Millions of child workers and forced labor are used to make products for export to the United 
States.  Independent Labor Unions are forbidden and such attempts result in firing, imprisonment or worse.  The 
Chinese allow companies to pay as little as 15 cents to 50 cents a hour, depressing consumer demand thus forcing 
reliance on an export economy.  Costs of production are also depressed due to low safety and environmental 
standards.  As one example 80% of the products recalled by the Consumer Product Safety Commission in the past 
year involve Chinese products, from 17 million toys with lead, to poison pet food and toothpaste, to tainted and 
contaminated seafood. 
  
I think the public at large would be alarmed to know that in 2007 the United States ran a manufacturing trade 
balance surplus in only two areas.  Number two, a little over $1.1 billion dollars a year was in non-electric 
machinery.  Number one, by a large margin, over a $17.4 billion dollar surplus, was in scrap and waste.   
  
To apply this to the Local area, since 2001 New York State has lost the third highest number of jobs to China, after 
California and Texas, 127,000 jobs.  Manufacturing is the third largest contributor to NY's Gross State Product, 
about $61 billion per year.  Rochester has been devastated by the loss of manufacturing jobs.  Kodak has moved 
whole divisions to China, employing less than 7500 workers here.Kodak employed  over 60,000 in 1980 in 
Rochester.  To be fair, Kodak's world wide employment is now less than 25,000.  Bausch and Lomb has moved jobs 
to China.  Auto jobs have been lost or offshored due to this unfair cheating by China, 4000 jobs at the old Delco, 
later ITT, then Valeo, a couple thousand more at Delphi.  Hickey Freeman has lost a number of jobs and been in 
danger of closing in the past year due to dumping of subsidized Chinese suits.  On average the jobs created in 
service industries, health care and government pay $8100 less per year nationwide.  However, these jobs have not 
been of sufficient quanity or wage quality to make up for the losses in the manufacturing sector.  Additionally we 
now have significant job losses in the government sector which will not only decrease jobs but further depress 
average wages.  State government has grants for companies, economic development funding and IDA and Empire or 
Enterprise zones for tax subsidies, but for the most part they haven't been sufficient to stop the bleeding.  Since these 
tax subsidies do not require family sustaining wages, they will not rebuild an economy based on consumer 
spending.  Interestingly, anti dumping laws and countervailing duty laws (AD-CVD) on subsidies have been around 
for over a century and are part of WTO rules, and they go hand and hand.  These regulations have the support of 
most trade partners, expect many American CEO's who say when we advocate for enforcement we are being anti -
trade protectionists.  In fact these executives are the anti- trade protectionists whose motivation is the same greed 
that caused business lobbyists to get politicians to pass Smoot-Hawley tariffs in the 1920's.  These subsidies that 
favor home industries in China have hindered and denied access to the Chinese Market for foreign companies 
manufacturing in China so that most of what they make in China is for export.  In less than a decade, over $27 
billion dollars in government subsides in energy to China's steel industry has moved them to the number one 
producer and exporter of steel, producing more steel than the next three countries together, Japan, US and Russia.  
As our own NY Nobel Laureate in economics, Joseph Stiglitz writes, all countries have the ability to levy tariffs to 
balance trade and protect jobs, all do with a VAT, value added tax on imports, except the US.  However, the 
majority of countries do not have the money to subsidize their own industries to compete with massive subsidies that 
China gives to their industries.  Such subsidies are the epitome of protectionist unfair trade. 
  
Though I agree with the recommendations I've seen from this commission on dumping, subsides, currency 
manipulation, and labor and environmental standards, the problem is they are recommendations, recommendations 
to Congress to recommend to the President or the Treasury, that they recommend to the WTO that the trade 
regulations be enforced.  The Bush Administration showed no interest in enforcement and sometimes neither did the 
WTO.  Regulations are useless if not enforced.  Congress must pass laws requiring corrections in WTO rules and 
enforcement of existing rules or pull out.  The Constitution charges our government to promote the general welfare, 
not some tribunal that is not accountable to the electorate.  Economists still agree that when America sneezes the rest 
of the world catches cold.  China needs our consumer market, especially in a country where workers are low waged 
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and not free,supressing internal consumer demand.  Yet there are still plenty of Big Business types and economists 
from the IMF, the Chicago School, the "my head is flat" Tom Freedman people who say this is "OK", natural, 
evolutionary, that 100 manufacturing jobs lost in Rochester is "OK" because 100 customer service call center jobs 
replaced them in Tuscan.  In a democracy they don't get to decide that it is "OK" our children have no family 
sustaining jobs after school, its not "OK" that 45% of Rochester children live in poverty and that poverty is 
crumbling our city and contributing to a culture of crime and fatalism.  In a Democracy they don't get to decide for 
the rest of us that its "OK" to sacrifice and destroy once thriving communities like Rochester, and Flint and Detroit, 
and Buffalo, and Syracuse and Akron and Newark.  We need trade laws and rules with cheaters in the Global 
Community, like China, that are required to trade by the rules as our Constitution says, and promote the general 
welfare.   
 

 HEARING COCHAIR SHEA:  Thank you very  much.   As  Mr.  Ber to lone 
noted,  Mayor  Johnson is  now with  us .   Mayor  Johnson is  a  Professor  here  a t  
Rochester  Ins t i tu te  of  Technology,  and he  was  Mayor  of  Rochester  from 1993 to  
2005.   In  1999,  Governing Magazine  named Mr.  Johnson as  one of  i t s  "Top Ten 
Publ ic  Off ic ia ls  in  America ."  
 Maybe we can go to  Mayor  Johnson now and then f in ish  up wi th  you,  Mr.  
Kowalewski .  
 MR.  JOHNSON:  Thank you very  much.  
 HEARING COCHAIR SHEA:  Again ,  i f  we could  l imi t  the  remarks  to  seven 
minutes ,  p lease .  
 

 OPENING STATEMENT OF MR. WILLIAM A.  JOHNSON, JR.  
FORMER MAYOR OF THE CITY OF ROCHESTER AND DISTINGUISHED 
PROFESSOR OF PUBLIC POLICY AND URBAN STUDIES,  ROCHESTER 

INSTITUTE OF TECHNOLOGY, ROCHESTER, NEW YORK 
 

 MR.  JOHNSON:  Yes ,  thank you,  Commiss ioner  Shea and Commiss ioner  
Mul loy and other  members  of  the  Commiss ion.   Thank you for  th is  oppor tuni ty  and 
th is  invi ta t ion,  and I  apologize  for  my delay.  
 But  wi thout  any explanat ion,  le t  me get  r ight  in to  what  I  wanted to  say 
here .   As  you know,  I  spoke wi th  each of  you and wi th  members  of  your  s taf f  as  
you were  doing your  ascer ta inment  for  th is  hear ing,  and I  indicated that  I  probably  
would  not  have much to  add about  the  not ion of  outplacing and outsourcing of  jobs  
to  China,  but  you a lso  expressed concern about  what  had happened to  the  upsta te  
economy and the  reasons  for  tha t .  
 And,  therefore ,  I 've  real ly  conf ined my analys is  to  looking a t  the  kind of  
d is locat ions  and dis investments  that  have occurred in  what  we refer  to  as  the  Rust  
Bel t  economy in  the  las t  60  years .  
 And t rue ,  as  I  br ing qui te  a  bi t  of  exper ience ,  even the  te l l ing of  i t  makes  
me shudder  tha t  I 'm as  o ld  as  I  am now,  but  I  spent  42 years  now in  the  f ie ld  s ince  
graduat ing,  and I 've  l ived in  two Rust  Bel t  communi t ies .   I  l ived and worked in  
Fl int ,  Michigan for  several  years ,  and then I  moved here  to  Rochester  where  I  have  
ac tual ly  now l ived for  36 years .  
 Dur ing tha t  t ime,  a  lo t  of  th ings  have occurred which only  in  h indsight  and 
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re t rospect  are  we able  to  ge t  our  hands  around.   At  the  t ime I  l ived in  Fl in t ,  Fl in t  
was  one of  the  leading automot ive  capi ta ls  of  the  world .   Dur ing that  per iod in  the  
la te  '60s  and the  ear ly  '70s ,  every  Buick automobi le  that  was  bui l t  in  America  was  
bui l t  and assembled in  Fl int ,  Michigan.  
 At  one point ,  ear l ier ,  every  Chevrolet  automobi le  that  was  bui l t  in  America  
was  bui l t  and assembled in  Fl in t ,  Michigan.   Fl int  i s  the  bi r thplace  of  Genera l  
Motors  as  wel l  as  the  bi r thplace  of  the  Uni ted  Autoworkers ,  and has  had a  long and 
s tor ied  his tory ,  and yet  we know from popular  cul ture  and f rom reading press  
accounts  tha t  Fl in t  i s  on  the  precipice  of  demise .   I t  i s  one of  those  c i t ies  tha t  has  
los t  a  s ignif icant  por t ion of  i t s  popula t ion f rom i ts  peak of  over  196,000 people  in  
1960 to  current  t imes  where  i t ' s  now about  to  s l ip  below 100,000 res idents .  
 And as  someone who keeps  in  contact  wi th  f r iends  and col leagues,  former  
f r iends  and col leagues ,  in  Fl in t ,  I  can  te l l  you that  there  i s  no end to  the  misery .   
What  does  i t  mean when a  c i ty  that  depended upon one employer  for  over  80,000 
jobs  i s  now down to  less  than ten  percent  of  that  number ,  fewer  than 8 ,000 jobs ,  
and that  number  keeps  going down.  
 When I  moved to  Rochester  in  the  ear ly  1970s ,  i t  was  as  though I  was  
moving to  n i rvana.   I  was  moving to  a  p lace  which seemed to  be  immune to  a l l  of  
these  economic dis locat ions .   I t  was  even then c i t ies  l ike  Buffa lo ,  Syracuse,  Ut ica ,  
Jamestown,  Binghamton,  were  beginning to  show fraying s igns ,  but  Rochester  was  
that  g lowing l ight ,  tha t  gem,  in  a  sea  of  despai r .  
 And,  in  1980,  as  my f r iend J im Ber tolone has  a l ready indicated,  Kodak 
employed in  Monroe County  a lone,  over  60,000 people .   I t  has  now shed 90 percent  
of  i t s  jobs  in  the  intervening years .  
 I  would  say to  you that  I  th ink th is  t sunami  of  economic dis locat ion which 
hi t  p laces  l ike  upsta te  New York,  which has  been documented in  numerous  s tudies ,  
which I  refer  to  in  my paper ,  th is  happened long before  outsourcing of  jobs  to  
China  and Japan and Mexico and other  p laces .  
 In  fac t ,  you have to  research i t  to  rea l ly  document  i t .   People  have 
forgot ten that  the  f i rs t  outsourcing of  jobs  f rom places  l ike  Schenectady and 
Rochester  and Syracuse  went  to  the  Sun Bel t .   I  was  born and ra ised in  a  s leepy 
town cal led  Lynchburg,  Virginia  in  the  1940s  and '50s ,  and I  remember  when 
General  Elect r ic  opened up a  fac i l i ty ,  a  brand new faci l i ty ,  in  Lynchburg,  which 
had t ransformat ional  powers  on that  c i ty  which was  caught  in  the  gr ips  and the  
throes  of  racia l  segregat ion.   
 General  Elect r ic  f rom the  nor th  came in to  that  c i ty ,  creat ing several  
hundred new jobs ,  and opened-- in  fac t ,  a  few thousand new jobs--and opened up 
t remendous  economic oppor tuni ty  for  the  res idents  of  that  c i ty ,  but  i f  you t rack i t ,  
and you can f ind the  h is tory ,  and i t ' s  very  hard  because  these  companies  do not  te l l  
you when they leave Schenectady where  they go,  but  they  lef t  the  nor th  and they 
went  to  the  south  and the  west ,  and they went  there  in  search of  cheap labor ,  lax  
labor  regula t ions ,  and lower  cos ts .  
 So we are  now jus t  caught  in  the  second wave of  th is  ongoing movement .   
And I  c i te  what  happens  as  a  mayor  when you 're  deal ing wi th  a  c i ty .  I  c i te  that  
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when I  came to  off ice  in  1994,  there  were  s t i l l  ra ther ,  re la t ively  abundant  
resources  that  were  avai lable ,  and we were  able  to  deal  wi th  a  lo t  of  the  problems 
that  were  overwhelming our  communi t ies  l ike  abandoned neighborhoods ,  loss  of  
services ,  jobs ,  improving publ ic  safe ty ,  improving schools ,  providing af ter -school  
ac t iv i t ies .   There  were  s t i l l  resources  that  were  avai lable  for  us  to  pour  in to  these  
communi ty  needs .  
 But  when you s tep  back,  and af ter  I  le f t  of f ice--when I  lef t  of f ice ,  and I  
would  want  the  record  to  ref lec t  tha t  I  le f t  of f ice  on my own accord.   I  was  not  
ushered out  of  off ice  by disgrunt led  voters .   I  re t i red  f rom off ice .   At  the  t ime of  
my re t i rement ,  in  2005,  and coming here  to  RIT,  I 've  had an oppor tuni ty  now to  
look back over  that  per iod,  and when you look back,  you say,  wow,  look a t  a l l  th is  
inves tment  tha t  we made;  look a t  a l l  these  physical  changes  where  I  can take  you 
to  see .  
 I  jus t  took some vis i tors  f rom Korea  around the  c i ty  of  Rochester  las t  week 
who came here  to  look a t  some th ings ,  and I  could  point  to  th ings  that  occurred,  
new improvements  tha t  were  made,  and yet  this  c i ty  s t i l l  i s  on  the  downsl ide .  
 Let  me c i te  two quick s ta t i s t ics  to  t ry  to  i l lus t rate  my point .   Fi rs t ,  the  
not ion of  concentra ted  pover ty .   In  1950,  there  was  one census  t rac t  in  th is  region 
wi th  pover ty  ra tes  of  over  40 percent .   That ' s  the  def ini t ion  of  concentra ted  
pover ty .   By 2000,  tha t  number  had increased to  20.   There  are  20 census  t rac ts  in  
the  greater  Rochester  metropol i tan  area  that  have pover ty  rates  of  over  40 percent .   
Each and every  one of  those  pover ty  t rac ts  i s  concentra ted and found wi thin  the  
corporate  l imi ts  of  the  c i ty  of  Rochester ,  which is  only  35 square  mi les  of  a  615 
mile ,  square  mi le  county .  
 The res t  of  that  county ,  the  res t  of  the  615 square  mi les ,  are  absolute ly  f ree  
of  th is  level  of  bone-crunching pover ty .   And I  would submit  to  that  you i t  doesn ' t  
mat ter  how of ten  or  how innovat ive  and creat ive  you are ,  these  are  fac tors  that  are  
very ,  very  di f f icul t  to  overcome.  
 Let  me c i te  another  one.   We ta lk  of ten  about  Kodak 's  job loss .   Let  me c i te  
another  s ta t i s t ic  for  you.   In  1983,  Kodak was  the  second- larges t  taxpayer  in  the  
c i ty  of  Rochester  and i t s  proper ty  valuat ions  accounted for  near ly  12 percent  of  the  
c i ty 's  tota l  taxes .  
 This  las t  year ,  2008,  which is  the  las t  year  for  which we have records ,  i t ' s  
now down to  1 .95 percent .   In  Kodak 's  shr inkage and downsiz ing,  not  only  have we 
los t  jobs  and we 've  los t  middle-c lass  s tandards  for  thousands  and thousands  of  
famil ies  who depended on those  jobs  genera t ion af ter  genera t ion,  we 've  seen 
communi t ies  tha t  a re  devastated .  
 The communi ty  jus t  south  of  Kodak Park ,  which is  known as  Maplewood,  
one of  the  most  beaut i fu l  and his tor ic  neighborhoods  in  th is  c i ty ,  has  been the  
recent  scene of  some of  the  most  v ic ious  crimes  that  we have ever  seen.   A mother  
was  s tomped to  death  by a  mob jus t  less  than a  mi le  south  of  Kodak Park.   And 
we 've  seen that  neighborhood t ransformed f rom being largely  owner-occupied to  
now being investor  owned wi th  renters  predominat ing the  popula t ion.  
 We 've  seen the  loss  of  phi lanthropy.   Kodak was  a  great  corporate  c i t izen,  
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and i t  spread i t s  la rgess  around this  communi ty .   That  phi lanthropy has  a l l  but  
d isappeared.   We 've  seen great ly  decreased volunteer ism--Kodak encouraged the  
60,000 workers  to  be  ac t ive  par tners ,  and not  only  did  i ts  leaders  go out  and take  
par t  in  the  c iv ic  affa i rs  of  this  communi ty ,  but  the  average  person on the  l ine  went  
out  and did  th ings  l ike  coach Li t t le  League basebal l ,  volunteer  for  neighborhood 
groups ,  be  ac t ively  and in t imately  involved in  the  affa i rs  of  communi ty .  
 Al l  of  that  has  d iss ipated,  and now Kodak has  shrunk i t s  physica l  footpr in t  
by more  than a  th i rd .   Kodak Park,  which was  the  largest  manufactur ing complex in  
a l l  of  New York Sta te ,  i s  now a  shadow of i t se l f .   Not  only  have bui ld ings  been 
torn  down,  which accounts  for  that  shr inkage of  tax  base ,  but  bui ld ings  have been 
empty,  and in  i t s  place  they now have become rea l tors  and landlords .   They opened 
up thei r  fac i l i t ies  for  new companies  to  come in .   That  would  be  a  wonderful  th ing 
i f  we were  in  a  growing communi ty ,  i f  our  popula t ion base  was  expanding,  but  
what  i s  happening is  that  people  are  being seduced and at t racted  to  leave  their  
current  space  and go to  this  h is tor ic  s i te  ca l led  Kodak Park ,  where  a l l  of  the  
ameni t ies  and the  his tor ies  are  there .  
 So they are  essent ia l ly  jus t  moving chai rs  on the  Ti tanic ,  moving people  
out  of  one bui ld ing in to  Kodak space ,  and so  we have  a  t remendous  problem of  
vacant  and abandoned proper t ies  in  th is  communi ty .  
 Let  me c lose  by saying this .   This  is  not  news.   I  d idn ' t  come here  today 
wi th  any headl ines  or  any news.   This  has  been known to  the  pol icymakers  and the  
off ic ia ls  of  th is  s ta te  for  the  las t  40 years ,  and thei r  response  to  i t  can  only  be  
ca l led  feeble ,  feckless ,  ineffec t ive .   And as ide  f rom offer ing a  few tax  incent ives  
and abatements ,  there  i s  no  concrete  urban pol icy  that  you can f ind in  the  s ta te  of  
New York.  
 This  has  been suggested in  a  number  of  p laces .   Two years  ago the  
Brookings  Ins t i tu t ion put  out  th is  repor t  that  you may be  aware  of  ca l led  
"Restor ing Prosper i ty:  The State  Role  in  Revi ta l iz ing America 's  Older  Indust r ia l  
Ci t ies ,"  which ca l ls  for  pol icy  changes a t  the  s ta te  level ,  and because  of  our  
unexpected shi f t  in  governance f rom Governor  Spi tzer  to  Governor  Pat terson,  th is  
has  got ten  los t  in  the  process .  
 A year  la ter ,  a  commiss ion that  Governor  Spi tzer  appointed,  which repor ted 
to  Governor  Pat terson--I  happen to  have been a  member  of  that  commiss ion-- issued 
a  roadmap for  change:  "21s t  Century  Local  Governments ."   And there  have been 
other  s tudies  f rom people  l ike  Professor  Rolf  Pendal l  down at  Cornel l  on behalf  of  
Brookings .   I t  ta lks  about  how we can change the  upsta te  economy.   I t  i s  not  f rom 
a  lack of  knowledge that  we have not  found a  way out  of  th is  mess .  
 I t ' s  f rom a  lack of  wi l l ,  and I  don ' t  know how to  begin  to  get  that  point  
across ,  par t icular ly ,  and I  say th is  wi thout  any a t tempt  to  demean anybody who is  
in  publ ic  off ice  because  I  mysel f  served in that  posi t ion,  but  wi th  the  people  who 
are  current ly  ent rusted  wi th the  publ ic  interes t ,  these  people  have not  shown the  
vis ion,  the  courage,  and the  for tu i ty  to  br ing us  out  of  the  mire  that  we are  in .  
 So I  would  come here  today to  say to  you i t ' s  great  tha t  we ' re  looking a t  the  
ro le  of  China  as  to  what  has  happened there ,  but  we ought  to  look a t  how much of  
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th is  has  been se l f- inf l ic ted ,  and how we can recover  f rom our  own doing.  
 Thank you very  much.  

[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Mr.  Wil l iam A.  Johnson,  Jr .  
Former Mayor of  the  City  of  Rochester  and Dist inguished Professor  of  

Publ ic  Pol icy  and Urban Studies ,  Rochester  Inst i tute  of  Technology,  
Rochester ,  New York 

 
To the co-chairs of this public hearing, Patrick A. Mulloy and Dennis C. Shea, I thank you for the invitation to speak 
at this hearing. At the outset, I should indicate that my presentation will take a somewhat different direction than the 
other speakers, focusing on more generalized conditions of urban decline rather than on the specific conditions of 
globalization and trade. This is done with the prior knowledge and consent of the co-chairs and commission staff, 
based on our preliminary discussions at the time this hearing was being planned.  
 
I have no empirical studies to cite, or original research to report. I am still in a data gathering and assessment phase 
of my research on declining cities.  I am able to share a narrative with this panel today based on more than forty 
years of experience as an urban policy maker and practitioner. Hopefully these subjective field observations will be 
helpful in your on-going deliberations about the patterns of urban decline that are so pervasive in certain regions of 
this nation. 
 
Let me briefly describe my professional background, which will illuminate the perspective that my testimony will 
take. I have been on R.I.T’s faculty since January 1, 2006, and I hold a joint appointment in the departments of 
Science, Technology and Society/Public Policy; and Urban and Community Studies. My courses focus on urban 
policy and planning, with a particular concern about the contemporary relevance of local governance structures, past 
and present performance of community economic development initiatives, and the process for engaging citizens in 
reform and accountability efforts for local governments. I came to this appointment immediately after retiring as 
Mayor of Rochester. 
 
Since completing graduate school forty-two (42) years ago, I have been engaged in a diverse array of urban 
governance and community development activities. For twenty-one (21) years I served as the chief executive officer 
of one of Rochester’s leading human service and planning organizations, the Urban League; for two (2) years as the 
deputy director of the Urban League in Flint, Michigan; for twelve years (12) as the elected Mayor and chief 
administrative officer of New York’s third largest city; and for seven (7) years as a political science and urban 
policy professor in Flint and Rochester.  
 
During this period I have worked in two “rust-belt” cities, one each in the Northeast and Midwest, which have 
undergone unrelenting transformation and decline. The 1950 census reflected the peak populations for many 
communities in these regions, with marked declines occurring in subsequent decades. Between 1950 and 2000, 
Rochester registered a 34% population loss, from 332,488 to 219.773. If current projections for this decade are 
confirmed by the 2010 census, Rochester will have around 200,000 people, the lowest level since 1910. [Note: All 
population data cited throughout this paper is taken from various Census reports, unless otherwise indicated.] 
 
 
Flint, the birthplace of both General Motors and the United Auto Workers, experienced a 1094% population increase 
between 1900 and 1930, from 13,103 to 156,492, most of which can be attributed to the rapid expansion of the 
automotive industry. At one point, every Chevrolet and Buick automobile was built in a Flint factory. This growth 
was so phenomenal that when most other northeastern and Midwestern cities were experiencing a population decline 
between 1950 and 1960, Flint registered a 20.5% increase, from 163,143 to 196,940. Rochester [ -4.2%], Buffalo [ 
-8.16%], Pittsburgh [ -10.7%], Cleveland [ -4.2%], Detroit [ -9.7%] and St. Louis [ -12.46%] were moving in the 
opposite direction. 
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Between 1970 and 2000, Flint has lost 35.5% of its population, down to 124,943. Like Rochester, its population has 
continued in free fall during the past eight years, where estimates project an almost 9.5% loss of its residents. 
 
Both cities have suffered huge losses in jobs in their leading industries. The photographic giant, Eastman Kodak, has 
eliminated nearly 90% of its 60,000 jobs in the Rochester area since the early 1980’s. The General Motors 
companies that employed more than 80,000 people in the Flint area as late as 1978 have also shed 90 % of their 
workforce. This is a shock to the community’s central nervous system that is impossible to absorb. 
 
It is customary to look to conventional and very obvious explanations when seeking reasons to explain this level of 
decline. Factors like disinvestment, deindustrialization, globalization and technology improvements are often 
identified as causal factors. However my experience and research have revealed that other factors, sometimes 
overlooked and sometimes deliberately minimized, can often play a crucial role in destabilizing communities. It is 
my belief that one such overlooked factor played a contributory role in the early stages of Flint’s decline, which was 
made irrevocably worse by General Motor’s massive downsizing two decades later. 
 
Let me indicate at the outset of this particular anecdote that I have discussed this theory with several of my former 
Flint academic and political colleagues, to first ascertain if any empirical studies were conducted, and to validate my 
recall of the facts. While the factual recall was verified, I could find no evidence of hard research into the matter. I 
even raised this subject when I was twice invited to lecture in Flint a few years ago, but my presentations did not 
generate any follow up. Nor have I had the time or resources to spend in any follow up research of my own. 
 
My connection to Flint began in September 1967 when I relocated from Washington DC to teach, two months after 
the major riot in Detroit and a couple of lesser skirmishes in Flint. In January 1968, it became one of the first cities 
to install a Black mayor. There was in place at the time the commission-manager form of government, where the 
Mayor was elected by his fellow commissioners as the presiding officer for official meetings and ceremonial events. 
Floyd J. McCree, a beloved community leader and commission member, won this designation, but he resigned 
shortly afterwards in protest when the commission voted down an historic open-housing ordinance that was 
designed to overturn housing segregation patterns in the city. The mayor’s resignation sent shock waves throughout 
the entire community, but McCree would not budge from his decision unless the commission reversed itself, which 
occurred after much emotional public discourse over the period of a few weeks.  
 
Until that time, the majority of Flint’s Black population was confined to intolerable living conditions in the northeast 
quadrant, in the vicinity of many of GM’s manufacturing facilities. The imaginary dividing line was Detroit Street 
(later renamed Martin Luther King Boulevard); few Blacks lived west of Detroit Street and few whites lived on the 
eastern side. Yet, after open housing this changed. Once a few Black families began to move, racial fears began to 
escalate. Some realtors were suspected of engaging in “blockbusting” tactics, which the Urban League and the 
NAACP, along with the white religious community, worked hard to overcome. News media accounts of increasing 
crime overtaking formerly peaceful white neighborhoods and of persons selling their homes for below-market prices 
were standard fare. White flight and Black pride abounded in an atmosphere of hysteria and fear. This was not 
Flint’s “finest hours”, which might account for why so many people are still trying to push these memories out of 
mind without reflecting on what this situation did to disrupt  the overall sustainability of the community. 
 
 Within a couple of decades, Flint was transformed from a majority-white to a majority-Black city. By 2000, over 
53% of the population was African-American. Today, Flint has one of the highest rates of abandoned and vacant 
properties of any city in America, and it is one of the pioneers of a land banking program that could place it on the 
road to recovery and re-population [Land Bank Institute]. 

While little or no empirical data beyond old newspaper accounts exist from this era, there is one indisputable fact. In 
1970, the census registered 3,623 fewer city residents, a meager 1.8% loss. (Rochester and Buffalo lost 7% and 
13.1%, respectively, during the same period.) Given that Flint’s factories were still employing record numbers, and 
the impact of the 1973 OPEC “oil embargo” had not taken effect, it is entirely reasonable to conclude that much, if 
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not all of this population decline, can be attributed to “white flight” to the surrounding suburbs. One other factor can 
be noted: a majority of Genesee County’s population lived outside of the city, as registered in the 1970 census. In 
1970, 56.6% of the county’s 445,589 residents lived outside of the city, compared to 47.4% in 1960. [Genesee 
County Parks, page 5]. While these trends matched the march to suburbanization that began full bore after World 
War II, a case can be made that the Flint Open Housing ordinance helped to stimulate some of that movement. 
 
Even with the benefit of four decades of hindsight, it is not entirely clear that Flint could have avoided its current 
state of decline if the open-housing program had been better planned and implemented. Communities that followed a 
less controversial path have experienced similar levels of destabilization. And Flint’s open housing law was not the 
only example of well-designed initiatives that wrought unintended consequences. The Open Housing Ordinance was 
not conceived as a way to drive white residents out of town, or to render whole neighborhoods as unlivable. But that 
was the practical effects of the legislation, and it unintentionally placed the city on a downward spiral from which it 
has been slow to recover. Flint’s residential tax base has been devastated in recent years by the massive depletion of 
its housing stock. The 2000 U.S. Census estimated that 12 per cent of the city’s housing stock was vacant or 
abandoned, amounting to over 5,000 units. [Land Policy Institute, p.7]  
 
Whole blocks of houses, and sometimes entire neighborhoods, look as though they have been attacked by a neutron 
bomb.  There is little evidence that state and local officials could come up with a credible strategy to deal with the 
problem until a few years ago, when massive property abandonment in cities like Detroit and Flint forced the 
Michigan legislature to revamp its outmoded tax foreclosure laws, giving local officials a quicker and cleaner path 
to taking possession of properties that were in foreclosure. The Genesee County Treasurer, Dan Kildee, created a 
Land Bank program that has allowed the county to address this problem in a creative way. [ Swope, 2008; Streitfeld, 
2009]. 
 
The point of this story is that it illustrates the flaws of well-intended urban policies, as well as the opportunities for 
change that can be derived from them. That is the perspective I want to address in the remainder of this testimony. 
 
This hearing is seeking answers to six questions. I will confine my attention to questions 5 and 6, as outlined in your 
invitation letter: 
 

5) “What has the state government done to respond to the economic decline in central and western NY? 
What kinds of state policies are being implemented to stop the outsourcing or to attract new investment 
in the region? 

6) “What impact did this decline have on the job base and the tax bases of communities in central and 
western NY? What kinds of jobs have replaced the jobs that have been lost?” 

 
There is no question that the urban communities of upstate New York have experienced tremendous dislocation 
during the past sixty years. The title, “The Empire State” reflected its status as the nation’s largest and most 
prosperous state. Every major city in the state, from New York City downstate to Buffalo-Niagara Falls upstate were 
home to corporations that shaped the nation and the world through the much of the 20th century. Companies like 
Bethlehem Steel and General Motors in Buffalo, Dow and DuPont in Niagara Falls, Kodak, Xerox and Bausch & 
Lomb in Rochester, Carrier, Crouse-Hinds and General Electric in Syracuse, IBM in Poughkeepsie and Binghamton, 
and General Electric in Schenectady were leaders in their fields and generated substantial economic prosperity for 
the citizens of their communities. Today, these companies and their home cities are mere shadows of their former 
selves. Most of these corporate giants have either relocated or downsized considerably. 
 
David Rusk, a noted urban policy expert who has spent much time advocating for structural change in New York 
state, has charted the demographic decline of the Upstate region. Between 1950 and 2000, each of the major 
population centers experienced substantial losses: Albany [ -29%]; Binghamton [ -41%]; Buffalo [ -50%], Elmira [ - 
38%]; Jamestown [ - 27%]; Niagara Falls [ -39%]; Rochester [ -34%]; Schenectady [ -33%]; Syracuse [ -33%]; 
Utica [ -40%]; and Troy [ - 32%]. [ Rusk, 2005]. 
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These numbers are even more startling when compared to downstate. While New York City grew by a meager 1.5% 
during this period, Westchester County grew by 48%, Nassau County by 98% and Suffolk County by 414% [Rusk}. 
 
This upstate decline has been the subject of much analysis, both in the media and among academics. One of the most 
recent studies was conducted by Professor Rolf Pendall of Cornell University for The Brookings Institution. It 
studied population data from 1990 through 2002. He concluded that if the Upstate Region, home to nearly 7 million 
people, was a separate state, its growth rate of 1.1%  would have outpaced only West Virginia and North Dakota.  
He found that out-migration during the period greatly exceeded in-migration, and that the elder population grew 
disproportionately; there were 14% aged 65 and older, compared to 12.1% nationally. One additional finding that 
also illustrates the changing jobs picture in Upstate was the increase in the prison population: 28.3% of all new 
Upstate residents were prisoners. The state has significantly increased the number of prison facilities in the wake of 
its severe Rockefeller Drug Law enforcement during the past 25 years. [Pendall] 
 
The results of this unrelenting and pervasive Upstate depopulation has been absolutely depressing: eroding tax 
bases, concentrated poverty, distressed neighborhoods full of abandoned residences and businesses, and declining 
political power.  Communities like Rochester have gone from prosperous to precarious in the face of this 
turnaround. 
 
In my opinion, many of these forces of disinvestment and dislocations preceded the global redistribution of jobs and 
technology. It is clear that the fortunes of Upstate, like the remaining regions in the so-called “rust-belt” economies 
of the north-east and mid-west, began to unravel in the 1950’s when factories in Schenectady, Niagara Falls and 
other communities began to relocate to the “sun-belt”. My hometown of Lynchburg, Virginia received one of those 
plants which were relocated by General Electric and another by Babcock and Wilcox, which transformed it from a 
sleepy town to a growing metropolis. Lynchburg’s population increased 36.8% from 1950 through 2000. Meanwhile 
Schenectady, which had once housed 44,000 GE employees before that number was reduced to 4,000, suffered its 
previously noted 33% decline. 
 
Thus, my contention is that if we focus on the impact of trade with China on Upstate New York, then the analysis 
will be extremely incomplete.  
 
During my three terms as Mayor, from 1994 through 2005, the city was faced with an array of challenges: increasing 
and concentrated poverty accompanied by spiraling rates of violence, declining public school student performance, 
decaying neighborhoods being overwhelmed by vacant and abandoned housing, declining stature as the hub of the 
region, and difficulties in generating sufficient new economic activity that would help to mitigate many of these 
problems. 
 
One example of this malaise was the unrelenting spread of poverty, in the city proper. One piece of data that my 
staff produced was used repeatedly to frame the dialogue for action. In 1950, there was one census tract in the entire 
city with a poverty level higher than 40%. A poverty rate of 40% or more is the accepted definition of “concentrated 
poverty” in the U.S. By 2000, there were twenty (20) poverty tracts with 40% or more of concentrated poverty, 
located within the 36 square miles of Rochester. Within the remaining 614 square miles of Monroe County, there 
were “zero” concentrated poverty tracts. 
 
I have defined the five phases of urban decline as: deindustrialization, disinvestment, deterioration, despair and 
divorce. While the first three are obvious, let me elaborate on the last two phases. When city residents are faced with 
a situation where many of the good jobs are beyond their reach, when they do not have ready access to services that 
most of us take for granted – like quality food markets, medical facilities, pharmacies, gasoline stations, safe 
recreation facilities for their children, and restaurants to enjoy a leisurely meal—they feel neglected and diminished 
by being forced to live a “second class” existence. These feelings of despair lead to dysfunctional behaviors that 
further undermine the viability of these neighborhoods, as William Julius Wilson and others have so assiduously 
studied. In the face of these conditions, efforts to bring about sustainable change are often overwhelmed. 
 

66



 
 

       

 
 
 

Divorce best describes the disillusionment that most non-city residents manifest at these conditions. Ray Suarez 
captured this mood perfectly a decade ago in his best-selling book, “The Old Neighborhood”. He interviewed scores 
of people who had migrated from working class and middle income neighborhoods in Chicago, Cleveland, Los 
Angeles, Miami, New York, Philadelphia, St. Louis and Washington, DC. When those people returned to their old 
neighborhoods, they were appalled with the conditions that greeted them: rundown and abandoned housing; sacred 
institutions and community gathering places like churches, schools and social clubs that had fallen into disuse or 
unconventional uses; and men hanging out on street corners and not taking care of their families. They felt, almost 
universally, that the residents who had followed them had squandered a precious inheritance. They were unwilling 
or unable to rationalize such abstract theories as concentrated poverty or disinvestment, and how these things, along 
with a ferocious out-migration of people like themselves, could have conspired to create the most unimaginable 
“unintended consequences”. All that mattered to them was that their precious old neighborhoods, which had been 
the source of so many precious memories, were irretrievably lost [Suarez]. 
 
During my tenure we were blessed with much creativity, institutional support and significant financial resources. We 
were able to inspire neighborhood residents to join in an effective partnership with City Hall to plan for the future. 
We built new houses, brought new services into neighborhoods, increased resources to our school, created new 
partnerships with police and residents that led to reduced crime and violence. Despite all of this energy and 
investment, it was not enough. The city could not escape the downward spiral, because there were just too many 
forces beyond our control. 
 
The plight of the Eastman Kodak Company and other key employers illustrates this point. I have attached a chart 
that I have prepared for one of my courses that illustrate the changes that occurred in the local employment market 
between 1981 and 2007. In 1981, Kodak was the top employer with 59,582 workers. As you can see, the top 15 
companies during that period employed nearly 127,000 people. Eight of those employers were manufacturers. By 
2007, Kodak had dropped to 12,500 employees and ranked third on the list. The top fifteen companies employed 82, 
673, which was 45,000 fewer people than in 1981. Only three of them were manufacturers. The top employer is now 
the University of Rochester/ Strong Health and the grocery company, Wegman’s,  rank second. No one pretends that 
the quality of jobs and pay at these two outstanding companies compares with Kodak’s halcyon days. From news 
accounts, it is clear that the same trends exist in cities like Buffalo, Syracuse and Binghamton, where local 
universities have replaced manufacturers as the leading employer.  
 
One further example will illustrate the significance of Kodak’s decline. In 1983, Kodak accounted for 11.36% of the 
property tax valuation in the city. By 2008, they accounted for only 1.95%. This data can be found on the annual 
Assessment Rolls of the City of Rochester. 
 
When a company like Kodak shrinks its presence in its hometown, there are significant side effects: the loss of jobs 
leads to a decline in the quality of life for the families who were dependent on that income. Many people are unable 
to maintain their middle class lifestyles, and neighborhoods suffer as these families either move on or cut back. 
Kodak was recognized for its civic leadership. Not only were its top managers involved in a host of important 
community initiatives, but it encouraged its workforce to also be good citizens through volunteerism and generous 
financial support. Kodak’s philanthropic activities supported a host of worthwhile community endeavors. 
 
In addition to much of this activity being greatly diminished, Kodak has greatly downsized its physical presence. 
Many buildings on its Kodak Park manufacturing campus have been vacated or demolished. Its Elmgrove Plant, 
located in the Town of Gates, was closed and sold a decade ago. This 5 million square facility provided significant 
tax revenue to the town, by some estimates accounting for 40% of its tax base. Much of that facility is currently 
underutilized or vacant, and is now in the hands of its second owner after Kodak’s departure. At Kodak Park, an 
increasing amount of space is being leased to outside businesses. One can only surmise the amount of vacant space 
that is being created in other parts of the community, as companies take advantage of attractive space and attractive 
rates at a location with such a storied history. 
 
So far, there have been few state or federal programs that have been able to reverse these trends of disinvestment in 
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the Upstate region. At the time of his election, Governor Eliot Spitzer proposed a set of strategies that would be 
targeted specifically at the Upstate Region. Due to his unexpected and premature departure from office, these 
strategies have mostly been re-oriented towards a “one state” strategy by his successor, Governor Patterson. Aside 
from the standard package of tax incentives, Albany has been unable to craft a meaningful and sustainable recovery 
program for this region. 
 
In 2007, The Brookings Institution issued a set of recommendations in its report, “Restoring Prosperity: The State 
Role in Revitalizing America’s Older Industrial Cities.” New York was a primary target of these recommendations, 
which called for targeted investments in city schools, neighborhoods and job creation venture. Unfortunately, the 
transition from Spitzer to Patterson caused this activity to be deferred, and it has never gotten back on tract. 
[Brookings] 
 
A state commission on which I served gave Governor Patterson a road map for the reform of local governments, 
which have become cumbersome and antiquated. These recommendations, under the title “21st Century Local 
Government”, have set practically dormant because the Governor’s attention has been largely devoted to the state’s 
escalating fiscal crisis. {LGEC] 
 
Recommendations from reports prepared by David Rusk and Rolf Pendall are also still viable. President Obama has 
begun to set up a new Office of Urban Affairs at the White House, but its rollout has been delayed by attention to 
the economy and other high priority issues. 
 
There is no shortage of recommendations on curing the ills of the Upstate economy. The lack of knowledge is not 
the problem as much as the lack of will. A lot of people will have to reconsider their opinion about the important 
roles that urban communities play in this new economy, including people who have “divorced” themselves from the 
situation. Hopefully the stage is being set for a path of reconciliation and recovery. 
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Top Employers in Monroe County in 1981, 2000 and 2007 
Ranked by Full-Time Employees 

 
 
1981                2000    2007 
Kodak  59,582  Kodak  24,600  U of R  17802 
 
Xerox  14,918  Xerox  14150  Wegman’s 13,642 
 
U of R   9,500  U of T  11,800  Kodak  12,500 
 
GM   9,242  ViaHealth  5,759  Xerox   7,670 
 
Sybron   4,795  Wegman’s  5,395  ViaHealth  6,878 
 
Gleason   4,600  Delphi     3,200  Unity Health  4,879 
 
Wegman’s 4,419  Frontier   2,878  Excellus    3,614 
 
B & L  4,000  Unity Health   2,475  RIT   3,256 
 
RG&E   2,785  B & L   2,300  Paychex   2,866 
 
Mobil Chem.  2,700  RIT   2,291  YMCA   2,358 
 
GRS   2,666  RG&E   1,943  Sutherland  1,800 
 
RIT   2,413  Excellus   1,450  B & L   1,700 
 
Roch. Tel  2,238  Paychex   1,360  FLH   1,651 
 
Star Markets  1,980  Chase Bank  1,280  Thomson Hth  1,066 
 
Lincoln Bank  1,847  EDS    1,250  St. Ann’s    989 
 
          
127,685                82,191              82,673 
 
 
8 Manufacturers   4 Manufacturers   3 Manufacturers 
2 Colleges   2 Colleges   2 Colleges 
2 Utilities   2 Utilities   O Utilities 
2 Grocers   1 Grocer    1 Grocer 
1 Bank    1 Bank    0 Bank 
    3 Health Care   6 Health Care 
    2 Services   2 Services 
        1 Human Service 
 
Sources:  Democrat and Chronicle (1981); Rochester Business Journal (2000, 2007) 
Prepared by William A. Johnson, Jr., © March 2009  
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 HEARING COCHAIR SHEA:  Thank you very  much,  Mr.  Mayor .  
 Our  next  wi tness  i s  a  representa t ive  of  the  New York Sta te  government  so  
he 's  a  b i t  on  the  hot  seat  here ,  I  guess .  
 [Laughter . ]  
 MR.  JOHNSON:  Present  company excluded.  
 [Laughter . ]  
 MR.  KOWALEWSKI:   Everybody needs  a  break.  
 HEARING COCHAIR SHEA:  At  leas t  he  came las t ,  r ight .   Mr .  
Kowalewski .  
 

 OPENING STATEMENT OF MR. ED KOWALEWSKI  
DIRECTOR OF INTERNATIONAL TRADE AND INVESTMENTS,  UPSTATE 
EMPIRE STATE DEVELOPMENT CORPORATION, BUFFALO, NEW YORK 

 
 MR.  KOWALEWSKI:   On behalf  of  Governor  David  Pat terson and Empire  
Sta te  Development 's  Chairman,  Dennis  Mul len ,  le t  me begin  by again  thanking the  
Commiss ion and i t s  considera t ion for  having th is  hear ing and l i s tening to  
tes t imony here  in  upsta te  New York and a lso for  se lect ing Rochester .   I t ' s  a  great  
locat ion,  and I 'm glad  you were  able  to  make the  t r ip .  
 Rather  than read my wri t ten  tes t imony,  I  thought  what  I 'd  t ry  to  do is  jus t  
make a  couple  of  key remarks  and a  couple  of  key points ,  and then I 'm sure  you 'd  
l ike  to  get  in to  the  quest ion  and answer  sess ion.  
 Let  me s tar t  by  saying that  in ternat ional  t rade  is  a  key component  to  New 
York Sta te’s  prosper i ty .   Expor t  sa les  current ly  cont r ibute  as  much as  $70 bi l l ion 
to  New York Sta te 's  economy,  and again  as  a  representa t ive  of  s ta te  government ,  
par t icular ly  tasked wi th  t rade promot ion,  the  performance of  New York Sta te  
business  in  the  marketplace  is  among our  greates t  concerns ,  and I  spend about  50 
percent  of  my t ime working and asking quest ions  di rect ly  wi th  New York Sta te  
companies .  
 The posi t ion that  I  have a l lows me the  oppor tuni ty  to  meet  wi th  companies  
on a  dai ly  bas is .   So I 'm able  to  hear  f i rs thand about  thei r  business  chal lenges  and 
a lso  hear  about  thei r  business  successes  as  wel l .  
 There  i s  hardly  a  f i rm in  New York Sta te  that  has  not  been touched or  
impacted by Chinese-  made products .   I  wi l l  say  that  those  come in  two f lavors .   
Many of  those  Chinese-made products  are  made in  China  by U.S.  corporat ions ,  and 
in  many ways ,  companies  in  upsta te  New York that  are  in  the  manufactur ing and 
service  sec tors  are  compet ing against  China  on two levels .   They ' re  compet ing 
agains t  the  U.S.  corporat ion products  that  have thei r  sources  in  China ,  and they ' re  
a lso  compet ing agains t  increas ingly  sophis t ica ted Chinese  companies  and Chinese-
made products  as  wel l .  
 So  the compet i t ion has  a  couple  of  d i fferent  faces  to  i t .   I  wi l l ,  however ,  
a lso  comment  that  wi th  the rapid expansion of  low-cost  capaci ty  in  China ,  New 
York Sta te  manufacturers  cont inue to  exper ience  compet i t ive  pressures  from other  
locat ions  as  wel l .  
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 South  Korea ,  Southeast  Asia ,  Mexico,  and even South  American countr ies  
by a lmost  any measure  are  developing expor t -or iented  economies  and expor t -
or iented indust ry  sectors  that  New York Sta te  manufacturers  and service  providers  
have to  deal  wi th  in  a  dai ly  bas is .  
 And I  guess  I 'd  be  somewhat  remiss  i f  I  d idn ' t  a lso  include India  as  being a  
compet i tor  in  the  area  of  software  and business  services .   Cer ta in ly ,  China 's  excess  
indust r ia l  capaci ty  and cost  advantage have dramat ica l ly  lowered the  pr ice  for  
manufactured goods  sold  around the  world .  
 New York f i rms have had to  react  to  those  lower  pr ices ,  and they 've  had to  
do so  in  many ways  by re th inking how i t  i s  tha t  they perform business .  In  many 
cases ,  New York f i rms have je t t i soned low value  and low-pr iced products ,  hoping 
to  move up the  food chain .   I  can  say  the  record  i sn ' t  qui te  c lear  in  terms of  
success ,  but  many companies  do repor t  to  me that  they 've  been able  to  move up the  
food chain  wi th  enhanced or  innovat ive  products  tha t  now make them compet i t ive  
in  domest ic  markets  and in ternat ional  markets  as  wel l .  
 We ' re  cer ta in ly  not  naive  in  our  unders tanding of  the  market  dynamics  in  
the  two-way t rade  between New York and China.   Low-cost  components  produced 
in  China  represent  a  means  of  cost  cut t ing for  New York manufacturers ,  in  some 
cases ,  pos i t ively  impact ing supply  chain  ef f ic iencies  and a l lowing them to  create  
some prof i t  tha t  in  some cases  wasn ' t  there  before .  
 I  wi l l  repor t  to  the  Commiss ion tha t  this  i s  a  key point  for  New York 
manufacturers  as  they cont inue to  be  under  pr ice  assaul t  by many low cost  
manufactur ing locat ions .   For  many f i rms,  th is  sor t  of  subst i tu t ing of  low-cost  
components  f rom other  par ts  of  the  world  is  thei r  secre t  to  survival .  
 I  know the  Commiss ion was  a lso  in teres ted in  inves tment ,  in  inves tment  
a t t ract ion,  and I  wi l l  say  br ief ly  tha t  China  cer ta in ly  because  of  i t s  current  
economic s i tuat ion and i t s  rapidly  expanding product ion base  does  represent  an  
area  of  in teres t  for  New York Sta te  and New York Sta te  communi t ies .  
 We would  cer ta in ly  welcome that  k ind of  inves tment ,  par t icular ly  as  i t  
a l lows us  the  abi l i ty  to  create  jobs  and create  levels  of  prosper i ty .   As  an agency,  I  
wi l l  say  that  we are  par t icular ly  in teres ted  in  those  high- tech indust r ies .   We 're  
looking a t  Chinese  b iotech.   We 're  looking a t  Chinese  solar .   We 're  looking a t  
green technologies ,  and I  wi l l  say  that ,  and my wri t ten  remarks  cer ta in ly  a l lude to  
that ,  tha t  New York has  some levels  of  Chinese  inves tment  a l ready.  
 We cer ta in ly  would be  in teres ted  in  t ry ing to  a t t ract  more .   Rather  than 
chase  a l l  of  the  indust r ies  tha t  China  has ,  we are  keenly in terested  in  the  high-
tech,  the  value-added indust r ies ,  and as  par t  of  our  ef for t  to  both  suppor t  New 
York Sta te  indust r ies ,  but  a lso  to  suppor t  our  endeavor  to  a t t ract  investment  to  
New York Sta te ,  we 've  recent ly  opened three  off ices  in  China .  
 They provide  services  to  our  companies ,  he lp  provide  market  informat ion,  
develop agent  d is t r ibutor  rela t ionships  and do general  problem-solving on behalf  
of  New York Sta te  companies .   They ' re  a lso  tasked wi th  be ing on the  lookout  for  
inves tment  cases .  
 More  recent ly ,  we 've  s tar ted  to  see  an upt ick  in  the  potent ia l  for  Chinese  
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inves tment ,  and i t ' s  cer ta inly  our  agency 's  goal  and miss ion to  t ry  to  a t t ract  
inves tment  f rom wherever  we can get  i t  in  the  world to  develop levels  of  
prosper i ty  here  in  upsta te  New York.  
 Let  me s imply conclude,  the  good news that  I  hear  f rom New York Sta te  
companies  i s  tha t  they are  increasingly  f inding some success  in  the  China  market .   
We 're  repor t ing a lmost  $3 bi l l ion  in  expor t  sa les ,  and the  chal lenge that  many 
companies  have f rankly  is  to  take  products  and to  increase  thei r  level  of  a t tent ion 
to  the  innovat ive  process .   As  they cont inue to  innovate  wi th in  thei r  f i rms and 
create  newer  products ,  those  products  are  increas ingly  being absorbed not  only  in  
China  but  in  o ther  par ts  of  the  world ,  as  wel l .  

[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Mr.  Ed Kowalewski  
Director  of  Internat ional  Trade and Investments ,  Upstate  Empire  State  

Development  Corporat ion,  Buffalo ,  New York 
 
Let me begin by thanking  the Commissions’ consideration of an upstate New York  location for a field hearing and 
for selecting Rochester as hearing location.  I am aware and attentive of the commissions’ mandate to assess the key 
dynamics of the US- China relationship and report back to Congress and I am pleased to provide testimony in 
support of your mandate. 
 
International trade is a key component to New York State prosperity. Exports sales contribute as much as seventy 
billions of dollars to New York’s economy. As a representative of a state government agency charged with assisting 
firms in entering or expanding into international markets,  China is particularly important to New York. China is a 
buyer as well as a seller.  Global trade, along with the free movement of capital, is at the heart of today’s 
international and New York’s economy. What makes global trade different today and quite likely into the future is 
the unprecedented speed and depth of change: firms reorganizing and extending their enterprises, establishing of 
global supply chains, instantaneous communications and a new competitive dynamic where every part of the global 
economy is effectively in competition with every other part.  

The Commission indicated a particular interest in gathering information and better understanding the impact of 
Chinese competition on local companies and communities. There is hardly a firm in New York that has not been 
touched or impacted by Chinese made products. China is the world ’s new industrial powerhouse.  It is also a large 
and rapidly growing market for raw materials, industrial goods, capital equipment, consumer products and technical 
services.  As such, it remains a market of significant interest for many New York manufacturers and service 
providers. 

China's exports have grown dramatically over the last three decades. China is now a leading manufacturer, not only 
of textiles and consumer products, but of increasingly sophisticated electronic equipment, software, and other 
technologies as well.  It is competing not merely on basis of low costs but increasingly on the basis of high-end 
value-added products, as well as costs, using some of the world ’s best technologies and drawing from a pool of 
highly skilled talent and it competing against NY firms.   

Faced with the rapid expansion of low-cost production capacity in China,  New York manufacturers continue to 
experience competitive pressures.  Throughout the past decade, they have also seen the emergence and development 
of large export-oriented industry sectors in Southeast Asia and South Korea, Mexico, and South America.  Now 
India is a competitor, particularly in the fields of software and business services.  China while a being fierce 
business competitor is not the only low cost competitor affecting New York business. 

China’s excess industrial capacity and cost advantage have dramatically lowered the price of manufactured goods 
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being sold around the world.  NY firms have had to react to lower priced goods. For a number of NY firms, the 
reaction was to jettison low cost/low value products for products with higher value added and producing higher 
profits margins. In many other cases the response from firms was to innovate a newer and better product.  

China, in addition be being a competitor, is a source of dynamic market growth for NY firms having the appropriate 
products. Business interest  by NY firms in Chinese markets and the demand for state trade assistance in China has 
resulted in our agency opening of three trade offices in China. Our agency continues to improve access to markets in 
China on behalf of NY firms. With some satisfaction  I do  report to the commission  that many New York firms are 
finding success in markets in China. Almost three billion dollars of export sales have been reported in 2008.  

As analysts of two way trade between the US and China we are not naïve in our understanding of the market 
dynamics.  For some New York manufacturers, low cost components produced in China represent a means of 
cutting product costs, improving supply chain efficiencies, buoying profits upwards, and lowering prices for 
customers. This is a key point as NY manufacturers continue to be under price assault by many low cost 
manufacturing locations. For many firms, this is their secret to survival.   

We are always concerned that in addition to following their customers to overseas locations, NY firms consider 
pulling up the flag and leaving the state completely. This is not just an international phenomenon or just a Chinese 
challenge, as we are under constant pressure by other US states to keep firms in New York. We to the best of our 
ability activity seek our those firms to work to retain them in the state. Where competitive situations exists between 
location in and out of New York  and there is the potential that a firm might leave, we do attempt to offer incentive 
to keep the target firm in the state. These incentives have produced investment opportunities for China. One only 
needs to tour a Chinese industrial park and read the list of American firms that have established operations in the 
that park to appreciate the return on that incentive offered. 

We are aware of incentives offered by various levels of Chinese government to NY firms to have them consider a  
relocation of high technology activities (including R & D) to China.  We share a joint desire to develop economic 
prosperity through industries and products of the future. Chinese incentive offered range from tax exemptions on 
machinery, rapid depreciation of  equipment and subsidies on real estate and leases. NY firms are increasingly 
offered; a housing resettlement subsidy for key business officials; preferential rental of apartment (owned by 
government) for key technical personnel (typically 70% of market price) and salary subsidies in the range of 
RMB1000-3000 /month for key company officials. 

New York State fiercely competes for investments from manufacturers and other businesses that can choose from 
any number of other attractive investment locations. China’s rising financial status makes it an interesting candidate 
as a potential investor in NYS. China’s outward investment comes partly from a national policy, not just from 
Chinese companies seeking profits overseas.  

During the late 1990s and early 2000s, China’s Ministry of Foreign Trade and Economic Cooperation selected some 
thirty to fifty top Chinese companies to take the lead in overseas investment. As they looked to invest overseas, 
these national champions enjoy more advantaged by benefits that helped them compete, including low-interest 
funding from Chinese banks, many of which are controlled by the government.  While China has a cheap, effective 
manufacturing base at home, and has few globally recognized brands this situation is rapidly changing. Chinese 
firm’s are now making overseas investments in everything from footwear, garments, electronics, and appliances. 
This increase can be tied to Chinese companies wanting to secure the complimentary assets that they need to become 
internationally competitive.  We are also cognizant that in many industry sectors the domestic US market (and in 
turn NY markets) are key driver for investment considerations. 

As an Economic Development agency, we are hopeful that the level of Chinese investment in New York will 
increase. We can already account for Chinese investment in the forms of  real estate and other financial industry 
investments. We activity seek and have received inquiries from potential (Chinese) investors in many industry 
sectors but we are particularly interested by potential investment in knowledge based industries such as solar energy, 
biotech and pharmaceuticals. A key agency task remains to identify, track and engage potential Chinese investment 
to secure that investment and create jobs in New York. 
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While NY competes and collaborates across global economic and industry arenas, we must not forget that the most 
important competition is being fought in the arena of ideas, learning, and delivering new kinds and levels of value to 
the marketplace.  NY’s strategy for success has been articulated by the executive and invested in by the legislature. 
Increased funding in education, and the establishment of Centers of Excellence lay the ground work for innovation 
in key industries.  Innovation generates the productivity that economists estimate has accounted for large portions of 
U.S. GDP growth over the past 50 years.  Innovation gives rise to new industries and markets; fuels wealth creation 
and profits; and, generates high-value, higher-paying jobs. In a world in which many nations have embraced market 
economies and can compete on traditional cost and quality terms, it is innovation – the ability to create new value – 
that will confer a competitive edge in to New York and New York’s firms in the 21st century. 

I conclude my remarks and would be happy to respond to questions. 
 
 

Panel  II:   Discuss ion,  Quest ions  and Answers  
 
 HEARING COCHAIR SHEA:  Thank you very  much.   Again ,  we apprecia te  
your  taking the  t ime to  be  wi th  us  today.  
 I  guess  s ince  I  have the  gavel ,  I ' l l  ask  the  f i rs t  ques t ion.   This  i s  for  you,  
Mr.  Kowalewski .   You ment ioned that  you were  t ry ing to  seek Chinese  investment  
I  guess  in  New York Sta te  genera l ly  f rom thei r  h igh tech and value-added 
companies .  
 What  speci f ica l ly  i s  New York 's  p lan  to  develop,  improve manufactur ing,  
and improve the  economy of  Rochester  and the  surrounding area?   Do you have a  
p lan?  
 MR.  KOWALEWSKI:   I  th ink the  quick answer  i s  that  we don ' t  have a  p lan 
speci f ica l ly  for  China .   What  we 've  been doing,  f rankly ,  i s  ra l ly ing resources  and 
ra l ly ing market ing informat ion across  upsta te .   We 've  had the  pr iv i lege  of  working 
wi th  local  publ ic-pr ivate  organizat ions  in  Buffa lo ,  l ike  the  Buffa lo  Niagara  
Enterpr ise .  
 Here ,  in  Rochester ,  the  Greater  Roches ter  Enterpr ise  and var ious  o ther  
upsta te  locat ions  have these  groups  focused in  on t ry ing to  re ta in  jobs ,  create  jobs ,  
and market  those  communi t ies  as  des t inat ions  for  fore ign inves tment .   Working 
wi th  them,  we 've  been able  to  create  ta i lored market ing brochures .   We 've  been 
able  to  focus  and ident i fy  which communi t ies  have s t ronger  indust ry  c lus ters  in  
indust r ies  that  would a t t rac t  the  appropr ia te  k inds  of  inves tment .  
 And the  s ta te  has  an  ongoing program that  we 've  in i t ia ted  recent ly  of  
col lec t ing as  many fore ign t rade  counci ls  and t rade  off icers  of  the  fore ign 
consula tes  tha t  are  in  New York Sta te ,  l i te ra l ly  br ing them to  upsta te ,  and then 
show them,  walk  them through the  communi t ies .  
 HEARING COCHAIR SHEA:  Correct  me i f  I 'm wrong.   I t ' s  my 
unders tanding that  Albany is  becoming a  center  for  nanotechnology.   There 's  a  
focus  in  Buffa lo  on l i fe  sc iences .   I s  there  a  s imi lar  focus  in  Rochester  on a  
speci f ic  indust ry  or  c lus ter  of  indust r ies?  
 MR.  KOWALEWSKI:   There  are  centers  of  excel lence  across  a l l  of  New 
York Sta te ,  and there  i s  a  center  of  excel lence  ac tual ly  located  in  Canandaigua .  
 COMMISSIONER BLUMENTHAL:  Optoelect ronics .  
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 MR.  KOWALEWSKI:   - - focusing on optoe lect ronics ,  yes .   Al l  of  them--and 
there  were  a  few more  that  wi l l  be ,  that  are  s t i l l  be  to  be  opened--  are  going 
through growing pains .   You have to  es tabl ish  your  credibi l i ty  in  terms of  the  local  
communi ty  and being able  to  ass is t  loca l  businesses ,  and then you a lso  have to  
adver t i se  your  a t t r ibutes  to  a t t rac t  in ternat ional  a t tent ion.  
 Again ,  one  of  the  sor t  of  key market ing pieces ,  and somet imes  I  th ink we 
do make shor t  shr i f t  of  the  requirement  to  market  locat ions '  a t t r ibutes  and 
capabi l i t ies ,  and do i t  in  a  way that  wi l l  a t t rac t  in ternat ional  a t tent ion and on the  
pul l  through internat ional  inves tment .  
 HEARING COCHAIR SHEA:  Mayor  Johnson or  Mr.  Ber tolone,  do you 
have anything to  respond?  
 MR.  JOHNSON:  Wel l ,  I  want  to  be  fa i r  to  the  s ta te .   I t ' s  not ,  again ,  
through a  lack of  effor t .   I t ' s ,  and even though the  resul ts  are  meager ,  I  th ink the  
problem is  tha t  we have real ly  not  been able  to  develop a  c lear  s t ra tegy and a  
targeted s t ra tegy.   When Governor  Spi tzer  came to  off ice ,  and I 've  of ten  sa id  th is ,  
and many of  us  rue  the  day that  we drove Governor  Spi tzer  out  of  off ice  because  
he  a t  leas t  came to  off ice  wi th  some prepara t ion,  some focus .  
 He spent  e ight  years  get t ing to  know this  s ta te ,  and he  came wi th  a  sor t  of  a  
b i furcated s t ra tegy:  he  indicated that  he  would  essent ia l ly  deploy the  resources ,  
the  economic development  resources ,  targeted to  upsta te ,  and to  create  a  downsta te  
focus  as  wel l .   We are  a  two-region s ta te ,  and our  downsta te  region i s  far  more  
prosperous  now than the  upsta te  i s .   The s i tua t ion  was  just  reversed 50 years  ago 
when the  upsta te  economy essent ia l ly  was  the  net  contr ibutor  to  the  New York 
Sta te  economy.  
 I  th ink Governor  Spi tzer  brought  a  sensi t iv i ty  and an unders tanding,  and he  
was  in  the  process  of  developing a  se t  of  concrete  s t rategies  tha t  never  had an 
oppor tuni ty  to  p lay themselves  out .  
 The second point  i s  tha t  there  are  so  many places  of  despair .   In  my paper ,  
on page e ight ,  I  th ink i t  i s ,  and you don ' t  need to  f ind i t .   You can read i t .   I  c i te  
the  number  of  c i t ies  - -  there  are  a t  leas t  12 c i t ies  in  upsta te  New York - -  that  have  
los t  be tween 25 and 50 percent  of  the i r  ne t  popula t ion over  the  las t  50 years .   
Every  one of  these  c i t ies  i s  out  to  compete  for  res tora t ion and revi ta l iza t ion.  
 So we la tch  on to  any oppor tuni ty ,  and of tent imes  we ' re  f ight ing among 
ourselves ,  and we are  b idding agains t  ourse lves .   We are  offer ing the  bes t  of  deals .   
And we have never  been able  to  qui te  resolve  the fac t  that  a  new set  of  jobs ,  i f  
they are  in  Batavia ,  for  example ,  they can benefi t  both  Buffa lo  and Rochester .   
You know,  we don ' t  want  them to  go to  Ba tavia ;  we want  them to  come to  
Rochester ;  we cer ta in ly  don ' t  want  them to  go to  Buffa lo .   We 've  got  f ind  a  way to  
real ly  address  that .  
 The th i rd  th ing is  that  we have meager  resources .   Dur ing my t ime,  we 
actual ly  successful ly  a t t racted  one company f rom Taiwan to  locate  a  branch 
operat ion in  one of  our  indust r ia l  parks  in  the  nor theast  s ide  of  Rochester .  I t  
suppl ies  par ts  to  Delphi ,  and they needed to  be ,  and we persuaded them that  they 
should  be ,  c lose  to  thei r  cus tomer  so  they came.  
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 Let  me te l l  you,  they didn ' t  have to  expend a  lo t  of  ef for t  in  order  to  get  
here .   I  mean we wrapped th is  deal  in  as  much red r ibbon as  we could  in  order  to  
a t t rac t  them.   We had an empty indust r ia l  park .   We had money.   We had the  s ta te  
and the  county  working wi th  us .   And yet  today that  company--I  have a  char t  on 
the  back of  my paper  that  l i s t s  the  15 la rges t  employers  in  Monroe County  f rom '81 
up to  2007--you wi l l  not  f ind Macauto  on that  l i s t .   I t  probably  employs  less  than 
50 people .  
 Our  v iew was  that  a t  the  t ime i f  we could  get  one,  there  were  a  whole  host  
of  o thers  that  would  fol low,  and I  would say to  you that  i f  i t  were  jus t  Rochester  
t ry ing to  d ig  i t se l f  out  of  the  hole ,  I  th ink the  s ta te  would be  in  a  be t ter  posi t ion to  
he lp,  but  the  fac t  i s  that  there  are  so  many communi t ies  tha t  are  in  that  same hole  
t rying to  d ig  themselves  out ,  i t  makes  i t  d i f f icul t  for  them to decide  where  to  
target  thei r  resources .  
 HEARING COCHAIR SHEA:  Thank you.  
 MR.  BERTOLONE:  I  would  say two things .   One of  the  th ings  in  the  
debates  we 've  had here  wi th  the  local  business  a l l iance  leading up to  these  t rade  
groups  is  tha t  Rochester  would benef i t .  Unl ike  Syracuse  and Buffa lo ,  which was  
more  b lue  col lar ,  Rochester  indust r ia l  base  was  more  high tech,  and more  whi te  
col lar - -computers ,  photonics ,  b iomedical ,  and the  res t .  
 In teres t ing th ing,  I  wr i te  a  monthly  labor  column for  the  Rochester  
Business  Journal ,  and I  ran  across  a  column I  wrote  a t  the  beginning of  2005.   In  
the  year  2004--and Rochester  because  of  Kodak and th is  h igh tech a lways  had a  
posi t ive  t rade  balance--we expor ted  more  f rom Rochester  than we imported.  
 Rochester  expor ted more  goods  than Buffa lo  and Syracuse  combined,  and 
yet  we los t  more  jobs  that  year  than Buffa lo  and Syracuse  combined.   That  i s  how 
ser ious  the  problem is  wi th t rade  wi th  China.   So i t  i s  ins idious .   Mr.  Kowalewski  
ment ioned Dennis  Mul len  who I  know.  
 HEARING COCHAIR SHEA:  A Rochester  res ident ,  r ight?  
 MR.  BERTOLONE:  Yes .   Before  he  went  wi th  the  s ta te ,  he  was  with  
Greater  Rochester  Enterpr ise  to  br ing business  in  here ,  and I  know,  I  was  on the  
plane las t  week to  New York wi th  Dennis ,  and I  know--and I  thanked him because  I  
know i t ' s  through GRE,  he  worked over  a  year ,  over  a  year ,  to  br ing an I ta l ian  
company in  here ,  Bar i l la ,  to  Avon,  I  th ink,  for  about  120 jobs ,  decent  jobs ,  but  jus t  
the  ef for t  expended and the  communi ty  resources ,  l ike  Bi l l  Johnson,  who sa id  to  
get  the  company f rom Taiwan,  to  br ing one company here ,  and 100 plus  jobs  in  the  
current  economic s i tuat ion is  very ,  very  di f f icul t  wi th  what  we 're  fac ing.  
 HEARING COCHAIR SHEA:  Thank you.  
 Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much.  
 One of  the  very  in teres t ing th ings  for  us  i s  to  be  able  to  go out  and ta lk  to  
people  about  what 's  going on in  thei r  communi t ies .   In  the  ear ly  1990s ,  the  
machinis ts  put  out  a  repor t  cal led  "Jobs  on the  Wing"  that  was  one of  the  f i rs t  rea l  
forward- looking analyses .   I t  focused on the  aerospace indust ry ,  of  course ,  but  i t  
was  essent ia l ly  ta lking about  how many of  the  jobs  tha t  were  a lready shi f t ing to  
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China for  the  product ion of  a i rp lanes  and a  lo t  of ,  of  course ,  having to  do wi th  
Boeing.  
 But  the  point  of  i t  was  that  these  oppor tuni t ies  that  are  created by 
expanding the  t rade  a lso  have  costs  because ,  as  Boeing was  doing more  and more  
bus iness  wi th  China ,  more  and more  jobs  were  going to  be  shi f ted over  to  China.  
 So I 'm par t icular ly  in terested in  your  comment ,  Mr.  Kowalewski ,  about  
Chinese  investment ,  tha t  Chinese  companies  want  to  secure  the  complementary  
assets  that  go  a long wi th  thei r  inves tments  in  the  Uni ted Sta tes ,  and I  wondered i f  
any or  a l l  of  you could  comment  on whether  you ' re  concerned that  Chinese  
inves tments  in  cut t ing edge  indust r ies  here  in  New York would  resul t  in  the  
t ransfer  of  know-how and technology that  u l t imate ly  hol lows out  these  sunr ise  
indust r ies  before  they even have a  chance to  be  created?  
 MR.  BERTOLONE:  Wel l ,  there  are  a  couple  of  th ings .   I 'm a lso  on the  
board of  the  AFL-CIO's  Workforce  Development  Inst i tute  for  New York State .  I t  
does  qui te  a  b i t  of  t ra in ing grants ,  and one of  our  coal i t ion  par tners  i s  the  Apol lo  
Al l iance  in  green technology.  
 The words  "corporate  welfare"  were ment ioned ear l ier ,  and labor  has  no 
problem with  that  under  cer ta in  condi t ions .   Taxpayers  are  ent i t led  to  cer ta in  
condi t ions .   One of  the  things  we 've  invested  with  in  the  Apol lo Al l iance  is  put t ing 
s tee lworkers  back to  work in  Buffa lo  in  a  plant  tha t  was  c losed making solar  
panels .   Good inves tment .   Good inves tment  of  tax  dol lars .   Good jobs  brought  
back.  
 I  had been arguing and arguing when we were in  this  project  that  there  must  
be  guarantees  in  the  contract .   I t  does  not  help  us  that  we do th is ,  and two years  
la ter  the  company is  successful  and says  you know what ,  we can increase  our  
prof i t s  ten  percent  by going to  Mexico and c lose  the  fac tory  af ter  taking our  tax  
dol lars .  
 Semiconductors  were  ment ioned ear l ier  on technology.   That ' s  a  perfec t  
example .   In  the  '80s ,  under  the  Reagan adminis t ra t ion,  wave of  the  fu ture .   We got  
to  be  heavi ly  invested in  semiconductors .   We need protect ive  tar i f fs ,  and the  
government  d id  that  to  protect  tha t  indust ry .   As  soon as  that  indust ry  got  i t s  
g lobal  compet i t ive  foot ing and was  ent renched in  the  global  market ,  they began 
outsourcing jobs .  
 I  heard  a  l i t t le  b i t  about  educat ion.   One of  the  graphs  that  I  have a t tached 
here  wi l l  show that  in  the  las t  seven or  e ight  years ,  the  major i ty  of  wages  and jobs  
that  have been outsourced are  those  wi th  col lege  degrees  p lus ,  not  labor  in tens ive  
toys  and shoes  and c lo thes ,  col lege  degrees  p lus .  
 We are  now seeing these  technical - -as  Professor  Hira  ta lked about--
research and development .   We are  now seeing bi l l ions  of  dol lars  of  wages  in  h igh-
tech jobs ,  and th is  very  col lege ,  and i t ' s  a  t rend nat ionwide,  in  the  las t  four  or  f ive  
years ,  you wi l l  see  the  number  of  computer  sc ience  majors  are  way down.  
 Kids  have changed thei r  majors  because  the  unemployment  ra te  in  computer  
sc ience  is  a t  ten  year  h ighs  in  the  las t  two or  three-- th is  i s  before  the  recession--
the  unemployment  ra te .  
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 Somet imes  th is  i s  lef t  out  of  the  media  because  what  goes  on--you t ra in  
your  replacement .   Under  our  labor  laws,  profess ional  whi te  col lar  manager ia l  
workers  are  not  a l lowed to  unionize  under  the  Nat ional  Labor  Rela t ions  Act .   
Condi t ions  of  their  separa t ion agreements ,  i f  they want  to  keep heal th  care  for  a  
year ,  ge t  severance pay and the  res t ,  i s  they got  to  keep thei r  mouth  shut  as  they 
s ign a  contract .  
 And you ment ioned guest  workers .   There 's  no shor tage  of  engineers  and 
computer  sc ient is t s  in  th is  country .   These  H-2 guest  worker  visas  are  be ing used 
to  br ing immigrants  over  here ,  somet imes  educated a t  the  same univers i t ies ,  have 
the  people  who are  los ing their  jobs  t ra in  them,  and then they go back to  India  and 
do a  $70,000 for  12 to  15,000 a  year .  
 Now,  India  real ly  i sn ' t  the  problem and won ' t  be  the  problem in  the fu ture  
that  China  is  because  India  i s  the  wor ld 's  la rgest  democracy,  and what  we 've  seen 
in  the  las t  f ive  or  s ix  years  i s  the  ra te  of  inf la t ion over  there .   We are  seeing the  
wage scale  increase  wi th  double-digi t  inf la t ion and consumer  demand developing 
in  India ,  unl ike  there 's  a  death  of  consumer  demand in  China  outs ide  the  300 
mil l ion people  on the  eas t  coas t - - the i r  indust r ia l  sec tor- -because  wages  are  so low.  
 But  th is  i s  a  cont inual  problem.   Tax subsidies ,  whether  i t ' s  indust r ia l  
development  agencies ,  where  we give  our  tax  money to  promise  to  crea te  jobs ,  
there  has  to  be  some c law backs .   I f  the  taxpayers  of  New York help  you es tabl ish  
a  solar  panel  company,  you can ' t  move i t  to  China  and throw everybody out  of  
work when you use  taxpayer  money.  
 I  g ive  you an  example  tha t  people  are  screaming about  tha t  I  represent  r ight  
now.   I f  we own 60 percent  of  a  bank,  why are  they s t i l l  paying obscene sa lar ies  
and giving themselves  bonuses?   And why are  we going to  pay in teres t  on  those  
TARP loans  tha t  wi l l  keep our  grandchi ldren-- there  has  to  be  something in  re turn ,  
some guarantees  for  our  tax  money.  
 HEARING COCHAIR SHEA:  Mr.  Kowalewski ,  would you l ike  to  respond? 
 MR.  KOWALEWSKI:   The avia t ion indust ry  i s  one  that  I  spent  a  fa i r  
amount  of  t ime on for  personal  reasons ,  having spent  t ime working in  the  defense  
e lec t ronics  indust ry .  St i l l ,  as  a i rp lanes  take  off  f rom var ious  a i rpor ts ,  I  wonder  
about  a l l  of  the  components  and the  companies  tha t  I  knew that   contr ibuted to  
make that  a i rcraf t  f ly .  
 New York doesn ' t  have a  Boeing.   We don ' t  have a  f inal  assembly.   What  
we do have are  companies ,  and I ' l l  say  the  larger  concentra t ion i s  in  the western  
par t  of  the  s ta te  and Long Is land,  but  not  exclus ively  there ,  that  work in  the  
avia t ion indust r ies .   Companies  l ike  Moog in  Buffa lo ,  b i l l ion  dol lar  companies  that  
make large  components  that  go in to  a i rcraf t ,  landing gear ,  wing actuators ,  and 
supply  to  a l l  of  the  pr ime contractors  and companies  l ike  Boeing and Bombardier  
and Airbus  and those  sor ts  of  companies .  
 The smat ter ing of  companies  tha t  do  const i tu te  the  avia t ion c lus ter  in  New 
York make subsystems and are  t ier  two or  t ie r  three  suppl iers ,  an  important  
contr ibutor .   They typical ly  are  t ied  to  a i r f rames  and speci f ic  programs.   When 
Boeing decides  to  create  a  new Dreamliner ,  companies  around--a i rcraf t  companies  

78



 
 

       

 
 
 

around the  nat ion and cer ta in ly  in  New York c lamor  to  be  responsive  to  the  needs  
of  Boeing and Airbus .  
 We do recognize  that  the  avia t ion indust ry  has  cer ta in ly  changed.   Gone are  
the  days when the  ent i re  a i rcraf t  tha t  Boeing bui l t  was  produced in  Seat t le .   Many 
components  come f rom al l  over  the  world--Japan,  I ta ly ,  China--and again  our  
companies  a t tempt  to  the  bes t  of  the i r  abi l i ty  to  compete  to  keep an innovat ive  
edge and to  be  able  to  be  suppl iers  to  those  indust r ies .  
 As  long as  Boeing is  making a i rp lanes ,  as  long as  Airbus  is  making 
a i rp lanes ,  our  companies ,  and f rankly  in  a  very  f ierce  fashion,  seek those  job and 
do the  bes t  they can to  be  responsive  to  those  new ai rcraf t  in  des igns .  
 Are  we concerned that  the  Chinese  may be  looking for  key technologies  and 
want  to  t ransfer  those  to  China?   Let  me put  on a  d i f ferent  hat  for  jus t  a  second.   
In  addi t ion to  my posi t ion wi th  the  s ta te  of  New York,  I 'm a  facul ty  member  a t  the  
Sta te  Univers i ty  of  New York working on in ternat ional  bus iness  courses ,  and I  
take  groups  of  s tudents  to China  to  s tudy Chinese  businesses ,  and we vis i t  a l l  
k inds  of  businesses  whi le  we 're  there .  
 Our  observat ions ,  and cer ta in ly  my personal  observat ions ,  having been in  
China ,  are  those  key technologies ,  f rankly ,  are  there .   I  don ' t  see  many sor t  of  key 
technologies  that  we have in  New York Sta te  that  don ' t  have a  p lace  in  China  
a l ready.  
 And again ,  my observat ion is  i f  there  were  technologies  that  we a t tempted 
to  protect  here ,  European manufacturers  s l ide  in  and provide  European machines ,  
European technology,  and make those  key technologies  avai lable  indi rect ly .  
 HEARING COCHAIR SHEA:  Thank you.  
 Commiss ioner  Mul loy.  
 HEARING COCHAIR MULLOY:  Thank you.   
 Mr.  Mayor ,  thank you for  your  tes t imony about  what  happens  to  
communi t ies  when they lose  the i r  indust r ia l  base .   I  th ink you ta lk  about  on page 
e ight  of  your  tes t imony,  deindust r ia l iza t ion,  d is investment ,  de ter iora t ion,  despai r ,  
d ivorce .   A lo t  of  bad th ings  happen.  
 And here 's  my unders tanding.   What  we have to  unders tand is  that  th is  
happened to  China .   China  had a  great  c iv i l iza t ion,  and the  West  h i t  them,  and they 
fe l l  apar t ,  and they didn ' t  l ike  i t ,  and they sa t  down and put  a  game plan together .   
 We 're  in  a  g lobal iza t ion game.   They have a  game plan  and we don ' t ,  and 
you can see ,  and i t ' s  not  jus t  China .   As  Dr .  Shih  points  out  in  h is  tes t imony,  on 
page f ive ,  he  says  I 'm not  speaking jus t  of  China .   Japan,  Taiwan,  Singapore ,  
Korea ,  they 've  a l l  exhibi ted  vis ionary  th inking,  and they plan  for  the  long term,  
and we haven ' t .  
 And the  resul ts  are  becoming increas ingly  c lear .   I t ' s  been masked because  
there 's  a  lo t  of  propaganda that  goes  on in  Washington,  and that ' s  why we l ike  to  
do these  f ie ld  hear ings ,  to  f ind out  about  the  benef i t s  of  a l l  th is .   Wel l ,  there 's  a  
smal l  group in  our  socie ty  are  benef i t ing pre t ty  wel l ,  the  shareholders  and the  Wal l  
St reet  guys  and other  people .  
 But  I  think the  vas t  bulk  of  the  people  are  not  doing that  way.   So i f  we can 
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set  some goals ,  and that  would be  one.  
 I  read a  wonderful  ar t ic le  by Warren Buffe t t  in  For tune magazine  in  
October  2003.   Warren Buffe t t  i s  concerned about  th is ,  and he  sa id  in  that  ar t ic le  
by running these  mass ive  t rade  def ic i t s  year  af ter  year ,  you ' re  sending dol lars  out  
which are  c la ims on your  economy.   We 're  not  sending goods  out .   We 're  get t ing 
the  goods ,  but  we ' re  sending the  dol lars  out  which are  c la ims on our  economy,  and 
then the  fore igners are  beginning to  buy up our  economy.  
 And he  sa id  we 're  undermining and we 're  outsourcing our  economy 
ownership .   We 're  not  moving toward an ownership  socie ty .   We 're  moving toward 
a  sharecropper  economy.   That ' s  what  he  sa id .  
 Now,  then he  says  why don ' t  we se t  a  goal  of  balancing our  t rade?   Let ' s  
ba lance  our  t rade .   What  do you th ink of  se t t ing a  goal  l ike  that - - le t ' s  balance  our  
t rade  in  f ive  years?   You se t  the  goal ,  and then you f igure  out  how you have to  do 
i t .   There  may be  a  lo t  of  th ings  you have to  do,  but  i f  you se t  the  goal ,  then we 
could  s top jus t  ta lk ing.  Pres ident  Kennedy,  he  se t  a  goal :  ge t  to  the  moon in  so  
many years .   And we found a  way.  
 I f  we se t  some goals ,  what  do you th ink of  that  idea?   And le t  me hear  f rom 
Mayor  Johnson,  Mr.  Ber tolone,  and then  Mr.  Kowalewski .  
 MR.  JOHNSON:  Wel l ,  Mr.  Mul loy,  I  f ind what  you say absolute ly  
powerful  and potent ,  but  I  have to  ref lec t  on a l l  the  years  that  I 've  spent  t ry ing to  
achieve jus t  very  minor  object ives  and f inding that  they kind of  d iss ipate ,  and I  
don ' t  th ink i t  has  anything to  do wi th  my ski l l s  or  my ta lent .   I  th ink i t ' s  the  
environment  in  which we opera te .  
 Now,  th is  i s  probably  not  going to  come out  r ight .   I t ' s  probably  not  going 
to  sound the  way I  in tend i t  so  I  ask  you to  forgive  me in  the  beginning.   When you 
ta lked about  the  fac t  that  China  got  i t s  lunch handed to  i t  and i t  regrouped and i t  
recovered,  I  th ink that  perhaps  the  reason i t  was able  to  do that  was that  i t  d idn ' t  
have to  deal  wi th  the  nicet ies  of  democracy.   I t  d idn ' t  have  to  deal  wi th  a l l  of  the  
var ious  opinions  that  people  had to  deal  wi th ,  a l l  of  the-- i t  had a  way to  impose  i t s  
wi l l  on  that  socie ty .  
 I 'm not  ca l l ing  for  tha t  in  th is  country ,  but  I  th ink i f  we don ' t  recognize the  
fact  that  we have th is  k ind of  representa t ive  democracy where  everybody not  only  
is  ent i t led  to  th ink but  ac tual ly  now has  an oppor tuni ty  through our  media  to  
express  the i r  views,  think of  themselves as  being exper t  as  the  next  person.  
 I f  you watch what 's  going on in  the  hal ls  of  government- - I  don ' t  want  to  
dump on i t ,  but  I  know i t  very  wel l ,  and I  watch i t  in  i t s  dysfunct ional i ty-- i t  i s  
very  hard  to  achieve any consensus  about  anything.   The pol i t ica l  agenda is  what  
prevai ls .  
 So how do we t ransform our  own nat ional  psyche to  get  to  a  point  where  we 
recognize  that  we ' re  in  such a  s ta te  of  cr is is  that  we have to  change the  s ta tus  quo?  
There 's  a  book out  tha t  I 'm reading.   I t ' s  ca l led  ”The  Tyranny of  Dead Ideas :  
Let t ing Go of  the  Old Ways of  Thinking to  Unleash a  new Prosper i ty .”   There  are  
cer ta in  th ings  that  we jus t  need to  g ive  up on.   We jus t  need to  say,  hey,  they don ' t  
work anymore;  we need to  s top embracing them,  and we need to  f ind new 
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paradigms.  
 So I  th ink that  for  me a t  this  point  in  my l i fe ,  s t ruggl ing not  to  be  pushed 
off  of  the  s ide  of  the  s tage  but  to  s t i l l  t ry  to  f igure  out  before  I  leave  this  ear th  
how to  get  some of  these  problems solved,  I  th ink i t  requires  a  f ronta l  lobotomy.   
We need to  change the  way not  only  we think,  but  we need to  change the  way we 
act .  
 And I 'm not  seeing that  even in  the  face  of  this  cr is i s—the New York Sta te  
Senate ,  a  metaphor  for  dysfunct ional i ty ,  jus t  went  through a  whole  month of  doing 
absolute ly  nothing,  p laying around and determining who was  going to  get  the  
oppor tuni ty  to  d ispense  the  perks .   That ' s  a l l  th is  was  a l l  about .   That  was  what  a l l  
th is  f ight ing was  about ,  not  about  governance,  no t  about  reform.   Who's  in  charge  
of  the  k i t ty  bank,  and who 's  going to  get  a  chance to  disburse  i t?  
 And the  c i t izens  of  th is  s ta te-- there  was  a  pol l  that  jus t  came out  ear ly  th is  
week saying that  c i t izens  of  th is  s ta te  were  jus t  damn angry a t  the i r  publ ic  
off ic ia ls ,  but  the  fac t  of  the  mat ter  i s  they don ' t  ge t  a  chance to  express  that  anger  
unt i l  14  months  f rom now.    
 I  can a lmost  guarantee  you based on pas t  exper ience  that  in  the  next  14 
months ,  tha t  anger  wi l l  have  absolute ly  d iss ipated  and the  record  of  re turning 
incumbents  to  the  New York State  legis la ture  wi l l  remain intact .   
 We got  to  do something up here .   That ' s  what  i t ' s  going to  take ,  not  down 
here .  
 HEARING COCHAIR SHEA:  Do you have a  quick comment?  
 MR.  BERTOLONE:  Yes .   Because  this  rea l ly  goes  beyond the  problem 
with  China ,  but  Commiss ioner  Mul loy,  when you ta lk about  planning,  i t  i s  
something that ,  compared to  o ther  countr ies ,  that  i t  seems in  our  s ta tes  and 
local i t ies  has  been absent  my ent i re  l i fe .   
 To Bi l l  Johnson 's  credi t ,  and somet imes  I  th ink I  was  the  only  one who 
suppor ted i t ,  he  ran on metro  government .  You know in  a  county  of  less  than 
750,000 people ,  we have dozens  and dozens  and dozens  of  taxing author i t ies .   We 
have 18 di f ferent  school  d is t r ic ts  wi th  d if ferent  s tandards .   We have a  federa l  
inf ras t ructure  projec t  that  has  been on the  drawing board  for- -what- -a lmost  a  
decade on main  s t ree t  in  Rochester .  
 We have the  money f rom the  federa l  government ,  and we 're  going to  lose  i t  
because  we can ' t  ge t  the  county  government  and the  c i ty  government  to  agree  on 
the  f inal  p lan  even though i t ' s  been going on for  ten  years .  
 Metro--he  ta lked about  urban sprawl ,  so  much of  i t  d ic ta ted by the  rac ism 
of  even in  the  nor th  of  the  '50s  and the  '60s  that  has  helped des t roy our  c i ty ,  put  
economic pressure  on our  infras t ructure ,  and ra ised taxes ,  and there  i s  educat ion to  
be  done for  Americans  who don ' t  want  to  pay taxes  but  a l l  want  thei r  own local  
governments ,  the i r  own loca l  legis la tures ,  thei r  own local  school  d is t r ic ts .  
 So we need planning.   I  have been having th is  debate  wi th in  labor ,  whether  
i t ' s  t rade  wi th  China ,  whether  i t ' s  labor 's  top  two agenda i tems,  universa l  heal th  
care  and Employee Free  Choice  Act ,  and tha t  i s  my debate  wi thin  labor  i s  that  our  
number  one pr ior i ty  should  be  the  publ ic  funding of  a l l  e lec t ion campaigns .  
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 And I ' l l  be  b ipar t i san  here .   On the  heal th  care  th ing,  we have on the  
Finance  Commit tee  in  the  Senate ,  Senator  Chuck Grass ley ,  ta lk ing about  socia l ized 
medic ine ,  who has  brought  socia l ized agr icul ture ,  b i l l ions  of  dol lars  to  i t .  You 
want  to  ta lk  about  subsidies  and dumping in  Iowa.   And on the  other  hand,  we have 
the  Democrat  Max Baucus ,  who according to  NBC repor ts  has  got ten  so  many 
mil l ions  of  dol lars  f rom the  for-prof i t  heal th  care  indust ry,  tha t  i t  comes to  $1,500 
a  day for  everyday he 's  been in  Congress ,  and that ' s  over  30 years .   
 That ' s  what  we have and the  shenanigans  that  Bi l l  ta lked about  in  the  
Senate .   We have a  bui ld ing on th is  campus named af ter  b i l l ionai re  Tom Gol isano 
who put  mi l l ions  of  dol lars  in to  changing the  Sta te  Senate  to  Democrats ,  and when 
they passed the  budget  tha t  ra ised h is  taxes ,  he  then promised mi l l ions  of  dol lars  
to  two Democrats  to  swi tch  to  Republ ican.   I  mean does  my vote  count  for  anything 
here  or  what?  
 And that ' s  what  i s  going on.   I  have read--and I 'm not  a  lawyer  so  I  don ' t  
have a l l  the  legal  nuances  down on the  Supreme Cour t  decis ion on f ree  speech and 
campaign f inance .  
 HEARING COCHAIR SHEA:  Buckley versus  Valeo.   We're  going to  have 
to  move on to  the  next  wi tness .  
 MR.  BERTOLONE:  Wel l ,  jus t  le t  me say my posi t ion is  br ibery i s  not  f ree  
speech.   In  a  lo t  of  countr ies ,  what 's  going on,  th is  would be  fe lonies .  
 HEARING COCHAIR SHEA:  Okay.   Thank you.  
 Commiss ioner  Blumenthal .  
 COMMISSIONER BLUMENTHAL:  Yes .   Thank you a l l  for  your  tes t imony,  
and Mr.  Ber tolone--  
 MR.  BERTOLONE:  Yes .  
 COMMISSIONER BLUMENTHAL:  - -yes ,  very  compel l ing.   I  def in i te ly  
feel  for  the  people  so  hard  hi t  by the  economic  downturn .   I  wonder ,  some of  these  
s ta t i s t ics  are  in teres t ing,  g iven tes t imony we heard  beforehand,  and I  saw that  you 
got  these  s ta t i s t ics  f rom the  Bureau of  Labor  and Sta t is t ics ,  but  how do we know 
that  these jobs  were  los t  to  China  ra ther  than some of  the  other  fac tors  people  
brought  up,  such product iv i ty  and technological  gains  or  h igh taxes  or  number  of  
o ther  fac tors?    
 The other  quest ion is  there  are  a  lot  of  puzzles  here ,  because  on the  one 
hand,  we want  to  be  compet i t ive  and a t t rac t  inves tment ,  and I  would  suppose  that  
jus t  take  the  auto  indust ry ,  for  example ,  there  were  some bad management  
decis ions  and high heal th  care  costs  and so  for th  in  the  Big  Three ,  but  then 
workers  down in  Toyota  p lants  in  the  south  or  Kia  p lants  are  benef i t ing,  I  would 
guess ,  and l ike  thei r  jobs .  
 I t ' s  not  tha t  we don ' t  have an auto  indust ry;  i t ' s  that  there  was  a lso  some 
bad management .   But  i t  seems to  me we would  want  to  encourage those  kinds  of  
inves tments  f rom fore igners  in to  the  country ,  as  wel l ,  because  they do create  good 
jobs .  
 So I  a lso  wonder ,  and this  i s  for  a l l  of  you,  why is  i t  so  hard  to  a t t rac t  
inves tment  in  New York?   Is  i t  harder  than in  other  s ta tes?   I s  i t  the  tax  ra tes?   
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What  i s  i t?   Why was  i t  so  hard  to  a t t rac t  one  Taiwanese bus iness  into  Rochester ,  
and meanwhi le  you have some of  these  o ther  fore ign countr ies  thr iving in  the  
Uni ted  Sta tes  and creat ing jobs  here?  
 So those  are  two quest ions .   I f  there 's  t ime,  Mr.  Ber tolone,  I 'd  l ike  to  hear  
your  comments  a lso  about  labor  abuses  in  China because  that ' s  not  jus t  immoral ,  
but  a lso  an  unfai r  t rade  pract ice ,  and I  would  l ike  to  hear  a  l i t t le  more  about  tha t  
as  wel l .   But  I  don ' t  want  to  go over  the  t ime.  
 MR.  BERTOLONE:  I f  you 'd  l ike  for  me to  s tar t .   I  th ink we know that  
technology has  got ten  r id  of  a  lo t  of  jobs ,  but  most  of  the  China  s ta t i s t ics  are  f rom 
2001 to  2007.   So there  i s  less  of- - i t ' s  eas ier  to  measure  what  advances  in  
technology e l iminated jobs .   In  my own business  in  the  Posta l  Service ,  80 percent  
of  our  mai l  has  been worked by photonics ,  bar  codes ,  computer  bar  codes ,  not  by 
reading addresses .   I t ' s  a l l  automated.    
 We have machines  that  work 40,000 pieces  of  mai l  an  hour .   We've  had 
those  machines  so  they 've  been upgraded s ince  the  la te  '70s .   So I  bel ieve ,  as  
measured by whether  i t ' s  the  Al l iance  for  American Manufactur ing,  the  Bureau of  
Labor  Sta t i s t ics ,  the  Economic Pol icy  Ins t i tu te ,  some of  th is  has  been fac tored out .  
 People  have a  concept ion that  our  auto  plants ,  for  example ,  a re  blue  col lar ,  
and some of  the  most  advanced manufactur ing technology that  you can f ind today,  
lasers  and robot ics  and a l l  the  res t ,  are  in  our  auto  manufactur ing plants ,  and that  
technology has  been in  p lace  for  years .    
 There  are  some other  issues  here .   I  ment ioned universa l  heal th  care .   
Again ,  the  way Toyota  and a l l  the  res t ,  you got  to  ta lk  about  legacy costs ,  where  
the  heal th  care  they provide  because  in  thei r  home country ,  they have  universa l  
heal th  care ,  there 's  a  d i f ference of  anywhere  between 1 ,100 and $1,400 a  vehic le .  
 Georgia  los t  an  auto  p lant - -Toyota-- to  Canada because  they have universa l  
heal th  care .   So,  and as  Bi l l  Johnson ment ioned,  th is  has  been going on for  years  
where  New York los t  jobs  to  the  Sun Bel t  s ta tes .   Now,  in  the  las t  ten  years ,  we 
have seen some of  the  largest  job  losses- - the  Carol inas  and Georgia  are  now in  the  
top ten  of  job  losses  to  China because  they went  there  to  get  lower  cos ts ,  and now 
they ' re  leaving the  Sun Bel t  s ta tes  to  get  lower  costs  in  Mexico and China .  
 So there  are  other  i ssues  bes ides  that .   But  I  think when i t  comes  to  
protect ionism,  most  countr ies  buy--what  th is  Commiss ion work has  done,  and 
they ' re  in  the  WTO rules  about  ant idumping laws and subsidies ,  but  ye t  we see  
American bus inessmen-- labor  points  out  the  subs idies ;  we ' re  protect ionis ts .  
 Joseph St ig l i tz ,  one  of  New York 's  Nobel  Laureates ,  has  done a  good paper  
on th is  that ,  you know,  everyone l ikes  to  br ing up Smoot-Hawley.   We 've  had 
thousands  of  tar i f fs .   That ' s  the  most  ext reme,  and i t  was  sold  by the  businessmen,  
not  by labor ,  in  the  '20s .   But  tar i f fs ,  fa i r  ta r i f fs ,  can  balance  bi la teral ly  t rade ,  and 
a l l  countr ies  can afford  to  do that .  
 Two-thi rds  of  the  countr ies  in  the  world  cannot  af ford  to  heavi ly  subsidize  
thei r  indust r ies .   China heavi ly  subsidized the  s teel  indust ry,  28  bi l l ion  
approximate ly ,  jus t  energy costs  and the  s tee l  indust ry ,  s ince  2001.   Developing 
nat ions can ' t  compete  wi th  tha t .   They went  f rom number  four  to  number  one,  and 

83



 
 

       

 
 
 

they now produce more  s tee l  than the  U.S. ,  Japan,  and Russ ia  combined,  the  next  
three ,  because  of  the  subs idies .  
 The environmenta l  s tandards .   I t  cos ts  China  hal f  of  what  i t  cos ts  us  for  
every  ton of  s tee l  to  meet  envi ronmenta l  s tandards  because  thei r  s tandards  are  
much lower .   You ment ioned the  lower  labor  cos ts .    
 COMMISSIONER BLUMENTHAL:  Labor  abuses .  
 MR.  BERTOLONE:  Labor  abuses .   Pr ior ,  when global ,  when th is  s tar ted  
af ter  NAFTA in  the  '90s ,  and Professor  Hira  d id  some research on th is ,  the  
major i ty  of  fore ign inves tment  f rom the  Uni ted  Sta tes  mul t inat ionals  was  going 
in to  democracies  or  countr ies  we considered on the  road to  democracy.  
 S ince  2001,  that  has  changed.   The major i ty ,  overwhelming major i ty ,  of  
American mul t inat ional  capi ta l  inves tment  i s  going into  to ta l i tar ian  s ta tes .    
 I f  workers  are  not  free,  that  i s - -you know,  in  the  second hal f  of  the  20th  
century ,  the  check on corporate  power  was  the  labor  movement ,  whether  through 
the  legis la t ive  s ide in  Socia l  Secur i ty  and minimum wage and a l l .   As  labor 's  
densi ty  and power  has  decl ined f rom the  macro/micro  economic  pol ic ies  in  the  las t  
50 years ,  there  has  been no rea l  check on corporate  power .  
 I  do  not  know of  a  socie ty  in  the  world,  whether  i t ' s  a  country  of  the  lef t  
l ike  Cast ro  and Cuba or  a  dic ta torship  of  the  r ight ,  l ike  Saddam Hussein ,  or  
theocracy l ike  I ran ,  i f  they don ' t  have a  f ree  democrat ic  labor  movement ,  the  
people  do not  have f reedom.  
 I f  the  people  do not  have freedom,  they are  not  f ree  to  improve thei r  
condi t ions ,  the i r  wages ,  the i r  safety  s tandards .   Why would Chinese  workers  care  
about  exposing 20 mi l l ion of  our  kids  to  excessive  leads  when they ' re  working 12 
hours  a  day wi th  that  lead wi thout  safe ty  masks  and breathing i t  in  and a l l  the  res t?   
So,  you know,  these  issues .  
 Inves t ing in  to ta l i tar ian  regimes,  to  me,  that  i s  what  our  legis la t ive-- the  
corporat ion is  an  amoral  being,  in  business  to  make a  prof i t .   I t  i s  up to  us  to  
regula te  i t ,  and again  as  a  h is tory  major ,  I  th ink i t  was  1932,  FDR said  that  i f  you 
want  to  sus ta in  capi ta l i sm,  you must  res t ra in  i t ,  and he  was  cal led  a  t ra i tor  to  h is  
c lass ,  and he  sa id  I  welcome thei r  hat red .   Wel l ,  some of  our  pol i t ic ians  need to  
welcome the  hat red  and re in  some of  the  excesses  in .  
 MR.  JOHNSON:  May I?  
 HEARING COCHAIR SHEA:  Yes ,  Mr.  Mayor .  
 MR.  JOHNSON:  I  want  to  leave wi th  th is  one-- i f  you leave here  wi th  
nothing e lse ,  I  want  you to  unders tand,  most  e lec ted off ic ia ls ,  mayors ,  and 
legis la tors ,  county  execut ives ,  whatever ,  don ' t  s i t  a round discuss ing pol icy .   They 
are ,  we are  l ike  emergency medical  technic ians .   When a  problem hi ts  our  desk,  we 
t ry  to  f igure  out  the  quickes t  and the  sures t  way of  deal ing  wi th i t .  
 And le t  me te l l  you that  there 's  no greater  cr is is  in  any of  our  communi t ies  
than the  loss  of  jobs .   I  have  the  sheet - - I  a t tached i t  here-- that  shows you that  th is  
economy los t  jus t  45 ,000 jobs  f rom 1981 to  2007 f rom i ts  15 la rges t  employers .   
That  number  i s  much,  much greater .  
 And wi thout  a  job,  I  can ' t  persuade kids  to  s tay  in  school  to  get  a  good 
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educat ion because  they say for  what  purpose?   And wi thout  a  job,  I  can ' t  ge t  those  
young men off  the  s t ree t  corners  who are  not  only  s tanding there  id le  but  who 
might ,  in  fac t ,  engage in  some kind of  cr iminal  behavior .  Without  a  job ,  i t ' s  very  
hard  to  keep people  in  thei r  homes and to  keep those  neighborhoods  s table .  
 So,  you know,  much of  Kodak 's  job decline  occurred whi le  I  was  in  off ice .   
I  d idn ' t  ge t  a  ca l l  f rom [former  CEOs]  George Fisher  or  Dan Carp to  say,  oh,  by 
the  way,  Mr.  Mayor ,  we ' re  about  to  e l iminate  some jobs ;  what  can you do to  help  
us?  Wel l ,  le t  me te l l  you what ,  i f  they had cal led ,  I 'd  have been breaking my back 
t ry ing to  f igure  out  how to  keep them from reducing those  number  of  jobs .  
 And when i t  happens ,  there  are  companies  that  have come to  me,  and they 
say,  Mr.  Mayor ,  we ' re  going to  have to  leave town unless  you can f igure  out  a  way 
to  keep us  here ,  and we scrambled around,  and we put  together  packages .   I  can 
take  you to  p laces  and show you,  large  and smal l ,  where  th is  has  happened.  
 What  i t  does  i s  that  in  the  pursui t  of  tha t  goal ,  in  order  to  maintain  a  s table  
communi ty ,  we cont inuously  deple te  our  resources .   Our  tax  bases  are  shr inking 
automat ica l ly ,  and we are  forced to  use  resources  that  we l i tera l ly  do not  have 
because  we unders tand doing nothing is  not  an  opt ion.  
 And so  going back to  Mr.  Mul loy 's  quest ion,  i t  behooves  us  to  f ind a  way,  
you know,  to  s top ta lk ing about  th is .   I t  behooves  us  to  f ind a  way to  f inal ly  get  
down to  the  bot tom l ine ,  you know,  and I  apprecia te ,  i f  you take  anything out  of  
here  that  you can pass  on,  Pres ident  Obama is  going to  s taf f  up an off ice ,  a  White  
House  Off ice  on Urban Affa i rs .   He is  coming to  off ice  commit ted  to  being a  
pres ident  who wi l l  not  ignore  c i t ies  and metropol i tan  areas ,  but  who wi l l ,  in  fac t ,  
t ry  to  f ind a  way to  help  regenerate  them.  
 And i t ' s  going to  take  more  than f ive  or  ten  people  s i t t ing  in  a  White  House  
off ice  going out  having hear ings  in  the  f ie ld .   We have to  f ind a  new way of  doing 
business ,  but  the  bot tom l ine  i s  th is ,  and I 'm not  opposed to  Chinese  inves tment- - I  
don ' t  th ink anything comes good of  i t ,  but  I 'm te l l ing you i f  they come here ,  you 
know,  I  wanted to  make Macauto  to  come here ,  not  to  occupy vacant  space ,  but  to  
grow,  to  expand,  to  create  jobs  for  people  who l ive  in  one of  the  poores t  
neighborhoods  in  the  c i ty .   That  has  not  happened.   They are  not  paying us  back 
the  inves tment  that  we made in  them.  
 So we got  to  s top th is  endless  pursui t ,  th is  endless  chase  for  the  ra inbow,  
the  gold  pot  a t  the  end of  the  ra inbow.   We got  to  f ind a  way to  get  that  gold  pot  
and to  make i t  pay off  for  our  communi ty .   I  know that  sounds  l ike  a  pol i t ica l  
speech.   I 'm not  a  pol i t ic ian .   And I  te l l  you what  i t  sounds  l ike--  
 HEARING COCHAIR SHEA:  You ' re  a  professor .  
 MR.  JOHNSON:  - -a  f rus t ra ted  man,  a  man who spent  40 years  of  h is  l i fe  
t ry ing to  make sea  change happen,  working wi th people  l ike  J im Ber tolone,  t ry ing 
to  see  th ings  happen,  and i t  would  be  t remendously  disas t rous  for  me i f  the  las t  
conscious  thought  I  have  before  I  leave  th is  ear th  i s  that  th ings  are  no bet ter  now 
than the  day that  you s tar ted  out .  
 HEARING COCHAIR SHEA:  Wel l ,  hopeful ly ,  you won ' t  leave th is  ear th  
for  qui te  some t ime,  and th ings  wi l l  improve in  the  in ter im.    
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 But  we have one las t  quest ion.   Commiss ioner  Slane.  
 COMMISSIONER SLANE:  Thank you.  
 Mayor ,  I  want  to  assure  you that  we have met  the  enemy,  and i t  i s  not  the  
Chinese  and i t  i s  not  American companies ;  i t  i s  us .   And my fee l ing  i s  tha t  unless  
we have a  nat ional  indust r ia l  pol icy  to  deal  wi th  these  issues ,  we wi l l  cont inue to  
lose  our  h igh- tech indust r ies ,  and there  is  very  l i t t le  that  the  s ta tes  or  the  c i t ies  
wi l l  be  able  to  do to  s top i t .  
 HEARING COCHAIR SHEA:  On that  note ,  again ,  I  want  to  thank you,  
Commiss ioner  Slane .   I  want  to  thank everyone,  the  wi tnesses ,  for  be ing here .   
We 're  going to  adjourn unt i l  one  o 'c lock.   Thank you.  
 [Whereupon,  a t  12:10 p .m. ,  the  hear ing recessed,  to  reconvene a t  1 :05 p .m. ,  
th is  same day. ]  

 
PANEL III:   GOVERNMENT AND INSTITUTIONAL PERSPECTIVE ON 

CURRENT OPPORTUNITIES FOR GROWTH IN NEW YORK STATE 
 
 HEARING COCHAIR SHEA:  Good af ternoon.   We wi l l  begin  our  th i rd  
panel ,  which is  ent i t led  "Government  and Ins t i tut ional  Perspect ives  on Current  
Oppor tuni t ies  for  Growth in  New York Sta te ."  
 I  want  to  thank each of  the  four  wi tnesses .   I t ' s  a  l i t t le  t ight  there  a t  the  
table .  I  apologize  for  that ,  but  thank you for  par t ic ipat ing.  
 I  would  remind you,  i f  you could ,  i f  you could  keep your  ora l  remarks  to  
about  seven minutes  maximum.  We ask  a  lo t  of  ques t ions  in  th is  group.  
 I 'd  l ike  to  int roduce our  four  panel is ts .  The f i rs t  panel is t  i s  Mr.  Peter  
Robinson.   He 's  the  Vice  Pres ident  and Chief  Operat ing  Off icer  of  the  Univers i ty  
of  Rochester  Medical  Center  and Strong Heal th  here  in  Rochester .    
 He assumed his  current  ro le  as  Vice  President  and Chief  Operat ing Off icer  
in  1997,  i f  I 'm correct .  
 Also  jo ining us  i s  Ms.  Linda Dickerson Har tsock,  who is  the  Director  of  the  
Center  for  CleanTech Entrepreneurship ,  a  New York Sta te  Energy and Research 
Development  Author i ty  funded ini t ia t ive-- that ' s  NYSERDA; r ight -- that  he lps  
ent repreneurs  and ear ly-s tage  c lean tech companies .  
 We 're  a lso  pr iv i leged to  be  jo ined by Mr.  Nicholas  Rostow,  who is  the  
Univers i ty  Counsel  and Vice  Chancel lor  for  Legal  Affa i rs  of  the  Sta te  Univers i ty  
of  New York,  based in  Albany,  New York.  
 As the  Univers i ty  Counsel  and Vice  Chancel lor ,  Mr.  Rostow is  the  legal  
advisor  to  SUNY, and before  jo ining the  univers i ty ,  he  served for  four  years  as  
General  Counsel  and Senior  Pol icy  Advisor  to  the  U.S.  Permanent  Representa t ive  
to  the  Uni ted  Nat ions .  
 Our  four th  panel is t  i s  Mr.  Paul  Vargovich.  Mr.  Vargovich is  Pres ident  of  
Nat ional  Solar  Technologies  based in  Depew,  New York.    
 In  1997,  Mr.  Vargovich  es tabl ished NST,  a  d ivis ion of  Nat ional  
Manufactur ing and Dis t r ibut ion,  a  company he  founded and s t i l l  owns.  NST s tar ted  
in  the  renewable  energy business  as  a  manufacturer ,  developer ,  and integrator  of  
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solar  and wind power  sys tems and commercia l  solar-powered l ight ing sys tems.  
 Did  I  get  a l l  tha t  r ight?  
 MR.  VARGOVICH:  Yes ,  s i r .  
 HEARING COCHAIR SHEA:  Okay.   Great .   So why don ' t  we begin  wi th  
Mr.  Robinson.  
 

OPENING STATEMENT OF MR. PETER ROBINSON 
VICE PRESIDENT AND CHIEF OPERATION OFFICER, UNIVERSITY 

OF ROCHESTER MEDICAL CENTER AND STRONG HEALTH, 
ROCHESTER, NEW YORK 

 
 MR.  ROBINSON:  Wel l ,  thank you very  much.  Commiss ioners ,  
Chairperson,  o thers ,  thank you very  much for  a l lowing us  th is  oppor tuni ty  to  
tes t i fy .   
 My comments  wi l l  be  pr incipal ly  focused on the  perspect ive  the  Univers i ty  
of  Rochester  has  to  br ing,  and I  wi l l  rea l ly  jus t  refer  in  pass ing to  my wri t ten  
comments ,  but  I  th ink i t ' s  good to  begin  by focusing a  l i t t le  bi t  on  the  fact  tha t  the  
upsta te  region,  Rochester  being typical  of  that ,  has  seen fa i r ly  s ignif icant  ef fects  
f rom global iza t ion and the  shi f t  of  the  manufactur ing sector  f rom our  upsta te  
communi t ies  and c i t ies .  That 's  typi f ied here  in  Rochester  by  what  you see  as  
s igni f icant  t rans i t ions  in  the  s ize  of  the  h igh- tech manufactur ing base  in  p laces  
l ike  Kodak and Xerox,  where  more  and more  of  that  work has  shi f ted  overseas .  
 And in  th is  k ind of  an  environment ,  we bel ieve  research ins t i tut ions  l ike  
the  Univers i ty  of  Rochester  have a  very  cr i t ica l  ro le  to  p lay  in  terms of  helping to  
shape the  region 's  economic future .  
 And par t  of  that  i s ,  of  course ,  that  we have a  very  s ignif icant  footpr int  both  
in  terms of  employment  and spi l lover  economic  ac t iv i ty  that ' s  dr iven by the  
Univers i ty 's  ac t ivi t ies ,  but  the  pr incipal  ro le  tha t  the  Univers i ty  can play ,  we 
bel ieve ,  in  contr ibut ing to  the  local  economy and,  therefore ,  l inking i t  to  the  areas  
that  you look a t ,  i s  a  dr iver  of  the  knowledge-based commercia l  sectors  that  are  
dr iven by the  cut t ing-edge research that  comes out  of  ins t i tu t ions  l ike  the  
Univers i ty  of  Rochester .  
 And we bel ieve  that  very  s t rong and meaningful  par tnerships  between 
inst i tut ions  l ike  the  Univers i ty  of  Rochester  and s imi lar  ins t i tut ions  in  China  can 
propel  local  growth and innovat ion.  
 There  are  a  couple  reasons  for  that .  Higher  educat ion,  we bel ieve,  i s  one of  
the  economic pi l lars  of  the  ent i re  region.   The greater  Rochester  area  has  19 
col leges  and univers i t ies .   We have more than 90,000 s tudents  enrol led  and grant  
about  15,000 degrees  annual ly .  
 The Univers i ty  i t se l f  a t  s l ight ly  under  20,000 ful l  t ime equivalent  
employees  i s  the  region 's  largest  employer ,  and in  fact  the  f i f th  largest  pr ivate  
sec tor  employer  in  the  s ta te ,  account ing for  aggregate  employment  of  28 ,000 
people  wi th  an  impact  of  about  43,000 jobs ,  or  about  8 .7  percent  of  the  labor  force  
in  the  greater  Rochester  area .  
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 So,  in  addi t ion to  a l l  of  that ,  focusing speci f ica l ly  on univers i ty-based 
research,  we bel ieve  the  potent ia l  here  for  that  research to  serve  as  a  ca ta lyst  for  
technological  innovation,  which can be  harnessed for  local  economic growth,  i s  
c r i t ica l ly  impor tant ,  but  le t  me jus t  skip  a  l i t t le  b i t  to  how those  ac t iv i t ies  can t ie  
to  impor tant  interac t ions  as  we bui ld  re lat ionships ,  par t icular ly  wi th  countr ies  such 
as  China ,  tha t  are  a lso  aggress ively invest ing in  sc ience  and educat ion.  
 We bel ieve  in  the  coming years  tha t  many of  the  ef for ts  that  we 've  se t  in  
mot ion to  create  these  kinds  of  par tnerships  in ternat ional ly  wi l l  provide benef i t s  
both  for  our  ins t i tu t ion and for  the  local  region.  
 F i rs t ,  a  few s ta t i s t ics  that  we think would be  helpful .   The Univers i ty  has  
one of  the  larges t  concentra t ions  of  fore ign s tudents  in  the  country ,  16 percent ,  
and we rank 22nd in  U.S.  univers i t ies  in  the  percentage of  fore ign-born s tudents .   
The larges t  number  of  those  s tudents  comes f rom the  People 's  Republ ic  of  China ,  
and dur ing the  most  recent  academic  year ,  we had over  500 undergraduate  and 
graduate  s tudents  a t  the  Univers i ty  of  Rochester  f rom China ,  which is  about  a  
quar ter  of  our  ent i re  fore ign s tudent  popula t ion.  There  are  an  addi t ional  115 from 
Taiwan,  so  i t ’s  an  even higher  percentage i f  you incorporate  both  Chinas .  
 We a lso  have a  growing number  of  sc ient i f ic  connect ions  wi th  Chinese  
ins t i tu t ions .   We current ly  have 144 scholars  f rom China  and Taiwan a t  the  
Univers i ty  in  categor ies  ranging f rom ful l  and par t - t ime vis i t ing professors  and 
inst ructors  a l l  the  way through to  research associa tes ,  and some of  our  facul ty  
members  hold  appointments  a t  Chinese  ins t i tu t ions ,  and col laborat ions  are  
growing.  I  wi l l  c i te  a  few speci f ical ly .  
 The Univers i ty  and the  Medical  Center  have been act ively  bui ld ing formal  
par tnerships  wi th  Chinese  inst i tut ions  and recent ly  s igned an  agreement  wi th two 
leading Chinese  medical  schools :  Zhej iang Univers i ty  School  of  Medicine  in  
southeas t  China  and Shanghai  J iao-Tong Univers i ty  School  of  Medicine .  

  The  par tnerships  consis t  of  graduate  s tudent  and facul ty  exchanges ,  and 
those  are  producing emerging col laborat ive  research programs in  the  areas  of  
cardiology,  microbiology and infect ious  d iseases ,  and biomedical  genet ics .  
 In  addi t ion,  we are  working on a  th i rd  par tnership  wi th Fudan Univers i ty  in  
Shanghai  which we bel ieve  is  one  of  the  top two or  three  medical  schools  in  the  
country .   We expect  that  these  par tnerships  are  going to  grow and evolve  in to  
meaningful  sc ient i f ic  exchanges  in  the  coming years .  
 The benef i ts  of  those  re la t ionships  for  Rochester  speci f ical ly  are  they do 
expose  our  facul ty  to  in ternat ional  funding oppor tuni t ies  because  the  Chinese  
government  i t se l f  has  ac tual ly  begun to  expend more  in  terms of  research funding.  
 The data  that  we generate  f rom these  col laborat ions  i s  used to  enhance 
research projects  and leverage funding a t  home,  and i t  a lso  provides  access  to  
popula t ions  that  wi l l  enable  us  to  more  effect ively  and rapidly  move our  
b iomedical  research programs into  c l in ica l  se t t ings  for  c l in ica l  t r ia ls  and fur ther  
development .  
 I 'd  l ike  to  a lso  point  to  a  couple  of  companies  tha t  are  speci f ica l ly  spinning 
out  of  univers i ty  technologies  that  have di rect  l inks  to  China .   Koning,  Inc . ,  which 
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was created  in  2002,  i s  a  medical  imaging technology company.   I t  has  developed 
Cone Beam Computed Tomography,  a  new way of  applying CT technologies  to  
breas t  imaging.   And that  technology is  moving through the  FDA process  and is  
pending approval .  
 The company 's  founders  are  l inked to  Chinese  investors ,  and par t  of  that  
inves tment  s t ra tegy is  going to  include the  deployment  of  these  technologies  in to  
c l in ical  se t t ings  in  China .  
 The in teres t ing th ing about  the  evolut ion of  medical  screening and breas t  
screening in  China  i s  that  they 've  ac tual ly  lagged s ignif icant ly  in  terms of  the  
oppor tuni t ies  for  breas t  cancer  screening in  the  Chinese  popula t ion.   So the  
in t roduct ion of  the  k ind of  basel ine  mammography technology that  exis ts  here  i sn’ t  
broadly  dis t r ibuted in  China .  
 So the  ef fect  here  wi l l  be ,  we hope,  that  th is  technology wi l l ,  in  fac t ,  jump 
over  the  current  technology and be  in t roduced as  the  f i rs t  basel ine  for  widespread 
use  of  breas t  cancer  screening in  China .  
 Another  technology a lso developed a t  the  Univers i ty  which precise ly  
moni tors  data  f rom elect rocardiograms to  de termine  i f  an  individual  i s  a t  r i sk  for  
adverse  cardiac  events  i s  a lso  being developed in to  a  technology for  personal  
cardiac  safe ty  devices ,  and there  i s  s imi lar ly  Chinese  investment  in  that  and plans  
for  commercial  deployment  in  China,  as  wel l .  
 The one issue  that  I  do  want  to  get  to  dur ing ques t ions  and answers  i s  the  
i ssue  of  H-1 visas  and the  res t r ic t ions  tha t  tha t  i s  p lac ing on the  abi l i ty  to  
ef fect ively  promote  the  exchanges  that  we have es tabl ished.  

 [The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Mr.  Peter  Robinson 
Vice  President  and Chief  Operat ion Off icer ,  Universi ty  of  Rochester  

Medical  Center  and Strong Health,  Rochester ,  New York 
 

Chairwomen Bartholomew, members of the commission:  
 
Thank you for allowing me this opportunity to submit testimony on behalf of the University of Rochester.  I would 
also like to thank you for calling this hearing on this important topic. 
 
Rochester, like its sister cities in Upstate New York, and many other areas of the country, are feeling the growing 
effects of globalization.  Direct competition for jobs with low-wage workers, coupled with increased investment by 
foreign competitors, advances in modern communication and other technologies, has lead to a fundamental shift in 
manufacturing jobs to other areas of the country and overseas.  What was once a significant building block of our 
area economy is now leading to layoffs and general economic decline as Rochester companies, like Kodak and 
Xerox, continue to shed jobs. 
 
In this environment, research institutions such as the University of Rochester have a critical role to play in terms of 
helping shape the region’s economic future.  The University of Rochester has a significant and growing “footprint” 
in terms of employment and spillover economic activity.  But perhaps the most important economic function that the 
University can serve is to fuel growth in knowledge based commercial sectors through cutting edge research.  And 
we believe that strong and meaningful partnerships with institutions in places such as China will propel growth and 
innovation.   
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Higher education is one of the economic pillars of the region which is home to 19 colleges and universities.  
Collectively, these institutions enroll more than 90,000 students and grant more than 15,000 degrees annually.  
With19,441 FTE employees, the University of Rochester is the region’s largest employer and the 5th largest private 
sector employer in the state.  According to a report by the Center for Governmental Research in 2008, the University 
of Rochester generates aggregate employment for an estimated 28,000 to 43,000 people (8.7% of the labor force in 
the Rochester Metropolitan Statistical Area). 
 
In addition to this direct economic impact, university-based research holds the potential to serve as a catalyst for 
technological innovation which can be harnessed for local commercial growth.  Over the last 5 years, the University 
has received more than $1.8 billion in research funding and is home to many leading research programs in the fields 
of engineering, optics, medicine, and alternative energy. These resources, combined with talented scientific faculty 
and state-of-the-art facilities, have led to a significant growth in new discoveries and the University’s intellectual 
property portfolio.  We also serve as an important research and development partner for many local companies, such 
as Kodak, Bausch and Lomb, and Carestream.  
 
We believe that a critical contributor to future research growth will be the relationships that we build with 
institutions, particularly in countries such as China that are aggressively investing in science and education.  In the 
coming years, we anticipate many of the efforts that we have recently set in motion to flourish and have significant 
benefits for the University and the region.  
 
The University of Rochester has one of the largest concentrations (16%) of foreign students in the nation – in 2007, 
the University ranked 22nd among U.S. universities in the percentage of foreign born students.  The largest number 
of foreign students is from the People’s Republic of China.  During the 2008-2009 academic year, there were 505 
undergrad and graduate students at the University of Rochester from China – more than a quarter of our entire 
foreign student population.  The University also had an additional 115 students from Taiwan.  Most of these students 
are concentrated in the fields of engineering, medicine, and business administration.   
 
The University also has substantial and growing scientific connections with Chinese institutions.  Currently, there 
are 144 “scholars” from China and Taiwan at the University of Rochester, a category which includes full/part-
time/visiting professors and instructors, post-doctoral fellows, and research assistants/associates, and technical 
associates.  Some of our faculty members also hold appointments at Chinese institutions and collaboration between 
Rochester faculty and their Chinese counterparts are growing as witnessed by joint scientific publications, 
collaboration on individual research projects, and inter-institutional scholarly visits.   
 
The University of Rochester Medical Center has also been actively building formal partnerships with Chinese 
institutions and has recently signed an agreement with two leading Chinese medical schools – Zhejiang University 
School of Medicine (southeast China) and Shanghai Jiao-Tong University School of Medicine.  These partnerships 
consist of graduate student and faculty exchanges and emerging collaborative research programs in the areas of 
cardiology, microbiology/infectious disease, and biomedical genetics.  The Medical Center is exploring additional 
partnerships, including one with Fudan University in Shanghai, home to one of the top medical schools in China.  
We anticipate that these partnerships will grow and evolve into meaningful scientific collaborations in the coming 
years and expand into other areas of medicine.  
 
These partnerships have significant benefits for Rochester.  They expose our researchers to international funding 
opportunities; the Chinese government has significantly expanded research funding over the last several years.  In 
many instances, data from these collaborations can then be used to enhance research projects and leverage funding 
at home.  It also gives our scientists access to large and diverse populations for clinical research, this is particularly 
important when studying rare and emerging diseases.  And finally, China has a large population of highly trained 
researchers who can help fill out University labs.   
 
Many of the technologies that emerge from our labs serve as the foundation for new business ventures that remain in 
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Rochester and contribute to the growing number of high tech companies.  There are more than 35 companies in the 
region that are based on University of Rochester technologies and, in some instances, Chinese markets and resources 
hold the key for their future growth.   
 
Koning, Inc. was created in 2002 to commercialize a new medical imaging technology developed at the University – 
called Cone Beam Computed Tomography – for breast cancer screening.  The technology is pending approval by the 
FDA.  The company’s founders are in discussions with Chinese investors, have scouted out potential manufacturing 
facilities in China, and have entered discussions with the Chinese health officials about using the technology in 
Chinese clinics once it has been approved – a potentially vast market for this technology.  
 
Another University of Rochester start-up company, iCardiac Technologies, is developing technologies that can 
precisely monitor data from electrocardiograms to determine whether an individual is at risk for an adverse cardiac 
event such as a heart attack.  The company is in discussions with a number of potential Chinese partners regarding 
the manufacture of personal cardiac safety devices.    
 
The University of Rochester has many other interactions with Chinese institutions and the Chinese people on a 
scientific and cultural level.  For example, our faculty members have participated in efforts organized by the 
National Science Foundation to strengthen scientific ties between our two countries and the University of 
Rochester’s Eastman School of Music recently concluded  a 12-day tour of four Chinese conservatories that 
included concerts, lectures given by Eastman faculty, and informal meetings between Eastman and Chinese 
students.. 
 
One of the potential barriers to the continued growth in our interaction with foreign institutions and students that 
must urgently be addressed is U.S. immigration policies.  U.S. colleges and universities use the H1-B visa to recruit 
exceptional researchers, faculty, scholars, and other talented personnel from around the world.   
 
The program grants only 65,000 visas per year – the same amount provided when it was first established in 1990, 
plus an additional 20,000 visas for those holding an advanced degree from a U.S. university. This is an arbitrary 
limit that does not reflect the reality of today’s global economic environment and increasingly works against our 
nation’s competitiveness. It is common that the U.S. Citizenship and Immigration Services (USCIS) will announce 
that they will meet their allotment of H-1B visas on the very first day applications were accepted – clearly 
demonstrating the great demand for this program.  Allowing foreign competitors to benefit from the best minds the 
world has to offer – many of whom have been educated right here in the United States -- threatens America’s 
innovation leadership and competitiveness.  
 
When Congress and the Administration consider immigration reform, we should identify ways to strengthen U.S. 
higher education and our global leadership by encouraging more international students and scholars to come to study 
and work here. This includes, where appropriate, providing them with a clear path to employment and permanent 
residency.  
 
In addition, greater promotion of international academic and cultural exchanges will also facilitate international 
students and scholars better understanding the U.S. and its citizens.   These exchanges would lead to long-term, 
sustainable relationships and collaborations that can lead to new knowledge, economic development and greater 
security. 
 
Again, thank you for allowing me this opportunity to submit my testimony for the record and thank you for your 
efforts to help us understand and adapt to the economic changes brought about by globalization and trade with 
China.  

 
 

 HEARING COCHAIR SHEA:  Thank you very much,  Mr.  Robinson.  
 Ms.  Har tsock.  
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OPENING STATEMENT OF MS.  LINDA DICKERSON HARTSOCK 

DIRECTOR, CENTER FOR CLEAN TECH ENTREPRENEURSHIP,  THE 
TECH GARDEN, SYRACUSE, NEW YORK  

 
 MS.  HARTSOCK:  Thank you and welcome to  upsta te  New York,  and thank 
you for  extending the  invi ta t ion to  me to  be  par t  of  th is  hear ing.    
 As  Commiss ioner  Shea ment ioned,  I  am the  Director  of  the  Center  for  
CleanTech Entrepreneurship,  but  I 'm a lso  here  today represent ing the  Syracuse  
Center  of  Excel lence  in  Environmental  and Energy Systems who is  our  s t ra tegic  
par tner .  
 The Center  for  CleanTech Entrepreneurship  i s  actual ly  a  new ini t ia t ive  
suppor ted by NYSERDA. I t ' s  located a t  the  Technology Garden in  Syracuse ,  New 
York.   We are  focused s ta tewide on developing emerging businesses  and 
commercia l iz ing technologies  in  sectors  of  renewable  and c lean energy,  a l ternat ive  
fuels ,  gr id  and sys tem integra t ion,  c lean t ranspor ta t ion and energy eff ic ient  
const ruct ion technologies .  
 The CleanTech Center  offers  suppor t  for  ent repreneurs  and ear ly  s tage  
companies  through incubat ion,  accelera t ion,  and re tent ion.   Our  col laborators  
include angel  and venture  inves tors ,  f inancial  ins t i tut ions ,  and other  lenders ,  
leading New York Sta te  col leges  and univers i t ies ,  service  providers ,  ut i l i t ies ,  
indust ry  associa t ions ,  economic development  organizat ions ,  and government  
agencies  who work wi th  us  to  provide  technical  and f inancial  ass is tance to  fos ter  
th is  c lean tech business  development .  
 And,  in  addi t ion,  we connect  c lean tech companies  wi th  nat ional ,  s ta te  and 
global  resource  providers  for  the  accelera t ion of  s taged growth.  
 The Syracuse  Center  of  Excel lence  in  Environmenta l  and Energy Systems 
uses  a  col laborat ion to  demonstra te  new technologies ,  commercia l ize  innovat ions ,  
create  jobs ,  and improve human heal th  and product ivi ty ,  secur i ty and sus ta inabi l i ty  
in  urban and bui l t  environments .  
 The CoE works  in  three  core  areas:  indoor  a i r  qual i ty ;  c lean and renewable  
energy;  and water  resources ,  helping fos ter  innovat ion through research,  
demonstra t ion,  and commercia l iza t ion.  
 CoE has  played a  cr i t ica l  ro le  growing the  reputat ion of  upsta te  New York 
as  an  incubator  for  green technologies .   In  recogni t ion of  the  CoE's  work a t  the  
g lobal  scale ,  the  CoE is  the  hos t  loca t ion for  the  In ternat ional  Heal thy Bui ldings  
2009 Conference that  wi l l  be  in  upsta te  in  September ,  an  event  that ' s  only  held  
once  every  three  years- -has  previously  been in  Stockholm,  Budapest ,  Milan,  
Hels inki ,  and most  recent ly  Singapore .   
 There 's  a  la rge  cont ingent  of  academic  researchers  and companies  coming 
f rom China who wi l l  be  engaged in  th is  venue to  showcase  New York Sta te  R&D 
and innovat ion to  these  g lobal  leaders  in  the  f ie ld  of  indoor  a i r  qual i ty  and heal thy 
bui l t  environments ,  and we see  i t  as  an  oppor tuni ty  for  exchange a t  the  academic-
to-business  level  and the  business- to-business  level  wi th  the  delegat ion,  not  jus t  

92



 
 

       

 
 
 

f rom China ,  but  the  1 ,500 or  so  people  we 're  expect ing f rom around the  world .  
 The event  wi l l  a l so coincide  wi th  the  complet ion of  the  Syracuse  CoE 
Headquar ters ,  which is  a  world-c lass  research bui ld ing where  innovat ions  wi l l  be  
deployed and demonstra ted  by internat ional  teams of  academic researchers  and 
indust ry  par tners ,  and which is  a  tes t  bed i t se l f  for  innovat ion in  environmenta l  
and energy sys tems.  I t ' s  a  55,000 square  foot  LEED Pla t inum bui ld ing wi th  lab  and 
off ice  space  for  jo in t  in ternat ional  research in  some of  these  areas  of  innovat ion.  
 There  are  more  than 300 formal  col laborators  that  are  par t  of  both  the  
Syracuse  Center  of  Excel lence  and the  Clean Tech Center  Al l iance ,  and through 
those  par tnerships ,  we ' re  uniquely  posi t ioned a t  the  nexus  of  innovat ion s temming 
f rom leading research univers i t ies  f rom around the  world ,  smal l  businesses ,  
venture  inves tment  deal  f low,  and corporate  innovat ion f rom across  New York 
Sta te ,  the  nor theas t  and the  nat ion.  
 So i f  there 's  a  message we want  you to  take  away i t  i s  tha t  whi le  we ' re  
focusing on dangers ,  we a lso  want  to  focus  on oppor tuni ty ,  and to  leave you wi th  
the  message that  upsta te  New York is  a  region that  i s  r ipe  wi th  innovat ion.   Right  
now there 's  about  $2 bi l l ion in  annual  R&D act iv i ty  underway a t  research 
inst i tut ions  in  cent ral  upsta te .   The region that  I  am from has  the  h ighest  
concentra t ion of  undergraduate  and graduate  s tudents  in  the  nat ion:  138,000 
s tudents .   And equal ly  important ,  i t ' s  a  region that ' s  t ru ly  a  nat ional  model  for  
col laborat ion.  
 Across  upsta te ,  when we focus  on oppor tuni t ies  for  growth,  I  th ink we 're  
a l l  on  the  same page when i t  comes to  sec tors  tha t  hold  promise  across  the  broad 
c lean tech sector .   Clean tech,  as  we know,  i s  a  major  dr iver  in  our  nat ional  
economic  t ransformat ion plan,  wi th  oppor tuni t ies  for  inves tments  to  re t rof i t  
bui ld ings ,  const ruct  smar t  energy gr ids ,  develop new technologies  for  energy 
s torage,  and expand product ion of  wind,  solar  and advanced biofuels .  Much of  th is  
research is  being done col laborat ively a t  upstate  ins t i tu t ions  wi th  in ternat ional  
par tners .  
 Jus t  to  g ive  you a  few examples :  work that ' s  going on in  advanced 
microelect ronics  and f lexible  solar  technologies  a t  Binghamton Univers i ty ;  work in  
wind energy and advanced mater ia ls  a t  Clarkson;  work in  sensor  and advanced 
computer  appl ica t ions  and software  engineer ing wi th  appl ica t ions  for  the  Smart  
Grid  a t  Syracuse  Univers i ty ;  work in  fuel  ce l ls  and ba t tery  technology a t  Cornel l  
Univers i ty ,  which was  recent ly  selec ted as  one of  our  new nat ional  DoD Energy 
Front ier  Research Centers ;  work in  advanced biomass  and a l ternat ive  energy 
feedstocks  being done across  the  SUNY system but  par t icular ly  by SUNY ESF,  a  
recognized global  leader  in  th is  area;  and work in  advanced biofuels  a t  Morr isvi l le  
Sta te  Col lege ,  another  SUNY ins t i tu t ion,  which is  working wi th  China  in  areas  
re la ted  to  l iquid  biofuels ,  par t icular ly  advanced research in  new areas  such as  
a lgae .  
 So the  l i s t  could  go on,  but  I  want  to  convey to  you the  message that  
Upsta te  New York can t ruly  play  a  role  in  the  development  of  the  new energy 
economy--  a  sector  that  has  the  potent ia l  for  both economic and secur i ty  
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impl ica t ions ,  and th is  message should  provide  a  window of  opt imism for  what  i s  
ahead.  
 But  that  i s  only  i f  there  i s  a  t rue  publ ic  pol icy  infras t ruc ture  plan tha t  
provides  regula tory  pol icy  and incent ives  to  real ly  jumpstar t  a t  a  large  nat ional  
scale  the  kind of  innovat ion and effor t  tha t  put  a  man on the  moon 40 years  ago 
th is  week.  
 Given our  R&D legacy and our  unique  asse t  base ,  Upsta te  New York can 
become a  tes t  bed wi th internat ional  par tners  for  developing,  val idat ing and 
commercia l iz ing technologies  tha t  can help  the  energy indust ry  make the  
t ransformat ion that  i s  needed to  save  energy,  reduce  costs ,  increase  re l iabi l i ty ,  and 
enhance t ransparency,  which is  u l t imate  economic  secur i ty .  
 So,  thank you,  and we look forward to  working wi th  you.  
 
 HEARING COCHAIR SHEA:  I 'm very  impressed.  You jus t  f inished r ight  a t  
the  seven minute  point .  
 [Laughter . ]  
 HEARING COCHAIR SHEA:  Mr.  Rostow.  
 

 OPENING  STATEMENT OF MR. NICHOLAS ROSTOW 
UNIVERSITY COUNSEL AND VICE CHANCELLOR FOR LEGAL 

AFFAIRS,  STATE UNIVERSITY OF NEW YORK, ALBANY, NEW YORK 
 
 MR.  ROSTOW:  Thank you.    
 I 'm honored to  appear  before  the  Commiss ion on behalf  of  the  Sta te  
Univers i ty  of  New York.   The U.S. -China re la t ionship  is  of  impor tance  to  a l l  
Americans .   I t  has  many facets  and dimensions .   Interdependence  i s  one  impor tant  
rea l i ty .   I t  has  not  a lways  meant  smooth  sa i l ing  however .  
 My remarks  ref lec t  the  perspect ive  of  a  large  sys tem of  publ ic  h igher  
educat ion,  a  sys tem that  i s  in t imate ly  connected wi th  the  present  and future  wel l -
being of  New York Sta te ,  and whose ambi t ions  on behalf  of  a l l  New Yorkers  
recognize  the  real i t ies  of  g lobal iza t ion and seek to  take  advantage of  them.  
 I  wi l l  begin  wi th  a  few genera l  points  about  educat ion and economic  and 
socia l  wel l -being in  th is  country  and then summarize  the  SUNY rela t ionships  wi th  
China  and where  they might  lead in  the  fu ture .  
 In  the  discuss ion per iod,  I  should  be  happy to  address  such issues  as  
changes  in  the  v isa  sys tem and other  measures  taken s ince  af ter  9 /11.  
 Fi rs t ,  i t  ought  to  be  axiomat ic  that  among the  few essent ia l  funct ions  of  
government ,  inc luding the  federa l  government ,  none is  more  important - - there  may 
be  some that  are  equal ly  important - - than suppor t  for  educat ion a t  a l l  levels .   An 
educated c i t izenry  has  been the  backbone of  American democracy and socie ty  for  
more  than 200 years .   One can only  imagine  what  th is  country  would look l ike  
wi thout  one.   And publ ic  educat ion has  been a t  the  core  of  that  backbone.  
 A few New York s ta t i s t ics  g ive  an idea  of  one aspect  of  the  impact  of  
publ ic  h igher  educat ion.   The SUNY Col lege a t  New Pal tz  i s  the  th i rd- larges t  
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employer  in  Uls ter  County  af ter  the  school  d is t r ic t  and the  county  government  
i t se l f .    
 The Univers i ty  of  Buffa lo  i s  the  second- largest  employer  in  western  New 
York af ter  the  federa l  government .   I t s  economic impact  i s  measured in  b i l l ions  of  
dol lars  and wi l l  only  grow in the fu ture .    
 Aggregat ing SUNY's  mul t ip le  western  campuses  makes  the  Sta te  Univers i ty  
the  larges t  employer  in  western  New York and probably  in  centra l  New York as  
wel l .    
 Second,  American prosper i ty  s ince  World  War  I I  has  owed much--many 
mul t ip les  of  the  inves tment  i t se l f - - to  the  federa l  government ' s  inves tment  research 
a t  American univers i t ies  and the nat ional  laborator ies .  
 These  inves tments  enabled the  Uni ted  Sta tes  to  sus ta in  economic leadership  
long af ter  the  res t  of  the  world  had recovered f rom World  War  I I ,  and wi thout  such 
inves tment ,  the  Uni ted  Sta tes  would  be  a  poorer  and weaker  place  in  every  sense  of  
these  words .  
 Every region of  the  country  wants  i t s  own Si l icon Val ley  or  Route  128--
vis ib le  economic benef i t s  of  inves tment  in  educat ion and research.   SUNY centers  
of  excel lence  such as  i t s  nanotechnology center  in  Albany have involved 
par tnerships  between indust ry  and univers i ty  researchers  wi th  posi t ive  resul ts  in  
terms of  employment  and innovat ion.   The model  i s  repl ica ted throughout  SUNY 
through incubators  and other  educat ional- indust ry  par tnerships ,  par t icular ly  in  l i fe  
sc iences  and bioengineer ing.  
 Financing for  s tar t -ups  is  the  hardes t  form of  f inancing to  f ind.   The 
present  economic s i tuat ion obviously  does  not  help .  
 Third ,  the  evolut ion of  the  global  economy has  made the  U.S.  economy an 
in te l lec tual  indust r ia l  complex by force  of  necessi ty .   To sus ta in  i t  requires  
inves tment  in  educat ion.   Inves tment  i s  not  s imply a  quest ion of  money a l though 
money cer ta inly  i s  impor tant .   I t  a lso means  inves t ing in  people:  reaching out  and 
drawing in to  the  educat ional  sys tems and oppor tuni t ies  those  people  who feel  
excluded or  once  included become turned off .  
 In  shor t ,  the  country  cuts  i t s  nose  off  to  spi te  i t s  face  i f  i t  doesn ' t  inves t  in  
educat ion and research.   
 Let  me turn  now to SUNY's  China  re la t ionship .   I t  has  a  number  of  
d imensions .   I t  developed f rom the  ground up,  spawned by campuses  such as  the  
Univers i ty  of  Buffa lo ,  which launched i ts  par tnerships  wi th  individual  Chinese  
univers i t ies  in  1980.   Today,  15 SUNY campuses  have exchange and other  
programs wi th  individual  Chinese  inst i tut ions  of  h igher  learning.  
 The SUNY System re la t ionship  wi th  China is  of  newer  vintage.   China  sees  
SUNY as  a  whole  and a  large  whole  a t  that .   I t  i s  up to  the  Sta te  Univers i ty  to  take  
advantage of  that  fac t  for  the  benef i t  of  s tudents  and facul ty  a t  64 campuses  by 
es tabl ishing and mainta ining re la t ionships  wi th  the  centra l  government .   
 The most  recent  SUNY ini t ia t ive  wi th  China has  led  to  broad and deep 
rela t ions  wi th  the Chinese  government  in  suppor t  of  educat ional  col laborat ion .   In  
response  to  the  mass ive  ear thquake in  Sichuan,  in  May 2008,  SUNY's  t rus tees  
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offered to  help  150 affected Chinese  col lege  s tudents  cont inue thei r  s tudies  a t  
SUNY for  a  year .  
 Educat ion is  what  we do,  and we thought  i t  was  a  rea l  way we could  help  
these  young people  whose  l ives  had been turned upside  down.   We could  help  them 
not  to  lose  a  year  and give  them ski l l s  they could  use  in  the  recovery  ef for t  when 
they re turned home.   The SUNY-China 150 in i t ia t ive ,  as  i t  became known,  enjoyed 
the  suppor t  of  the  h ighest  levels  of  the  Chinese  and American governments  and 
provincia l  and s ta te  and local  governments  here .   Without  that  suppor t ,  the  
in i t ia t ive  could  not  have  been a  success .  
 The 150 s tudents  ar r ived in  New York in  mid-August  2008 and re turned to  
China  a t  the  end of  May 2009.   They were  housed a t  22 SUNY campuses  f rom 
Buffa lo  to  Stony Brook,  from Pla t tsburg  to  Alfred .    
 They majored in  d i f ferent  f ie lds--a  lo t  in  sc ience  and business .   They a l l  
learned leadership  ski l l s .   They l ived,  s tudied and played among s tudents  f rom al l  
over  New York and f rom many other  countr ies ,  and they made memorable  
contr ibut ions  to  thei r  campuses  and campus communi t ies ,  in t roducing teachers ,  
s taf f ,  f r iends  and s tudents  to  a  new cul ture  and a  new way of  v iewing the  world .  
 They a lso  absorbed a  lo t  about  New York and America ,  and,  of  course ,  they 
had a  front  row seat  as  Americans  p icked a  new president  and made his tory  doing 
so .   They vis ib ly  grew in  ways  no one could  have predicted.   Shy and scared when 
they arr ived,  they depar ted  conf ident  young adul ts .  
 The benef i t s  to  the  s tudents  were  made c lear  to  a l l  who met  them.   They 
a lso  enr iched SUNY.  Al l  campuses  repor ted  that  th is  ini t ia t ive  chal lenged thei r  
in ternat ional  programs to  s tep  up in  new and unforeseen ways  and that  they a l l  met  
the  tes ts .   Al l  campuses  repor ted that  the  s tudents  and facul ty  and communi ty  
learned f rom thei r  Chinese  guests  and came away f rom the  exper ience  wi th  a  new 
apprecia t ion of  the  d iverse  world  we inhabi t ,  and a l l  repor ted  that  our  regular  
s tudents  developed and grew as  a  resul t  of  interac t ing  wi th the Chinese  s tudents .  
 SUNY takes  f rom that  exper ience  and f rom the  many exchange programs 
wi th  individual  Chinese  univers i t ies  our  campuses  have developed over  many 
years ,  as  i t  has  f rom being open to  s tudents  f rom al l  over  the  world .   Buffa lo  a lone 
has  s tudents  f rom 138 countr ies .   In ternat ional iz ing our  educat ion sys tem is  a  good 
th ing.   Not  only  does  i t  f low logical ly  from New York 's  own divers i ty  and his tory  
as  a  gateway to  America ,  but  a lso i t  so  v is ib ly enr iches  the  qual i ty  of  the  
educat ion we provide  and the  research we do.  
 The Chinese  government  has  made avai lable  ten  scholarships  a  year  for  
three  years  to  SUNY students  to  s tudy in  China  and has  offered a  s tudy tour  dur ing 
next  year ' s  semester  break to  200 SUNY students .  
 SUNY bel ieves  that  there  i s  only  upside  to  in ternat ional iz ing educat ion 
wi th  China  and the  wor ld  and that  i t  can only  enr ich us  as  a  socie ty .  
 Thank you.  

[The s ta tement  fo l lows: ]  
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Prepared Statement  of  Mr.  Nicholas  Rostow 
Universi ty  Counsel  and Vice  Chancel lor  for  Legal  Affairs ,  State  

Universi ty  of  New York,  Albany,  New York 
 

I am honored to appear before the Commission on behalf of the State University of New York. 
 
The U.S.-China relationship is of importance to all Americans.  It has many facets and dimensions.  Interdependence 
is one important reality.  Interdependence has not always meant smooth sailing.   
 
My remarks will reflect the perspective of a large system of public higher education, a system that is intimately 
connected with the present and future well-being of New York State and whose ambitions on behalf of all New 
Yorkers recognize the realities of globalization and seek to take advantage of them. 
 
I shall begin with a few general points about education and economic and social well-being in this country and then 
summarize the SUNY relationships with China and where they might lead in the future.  In the discussion period, I 
should be happy to address such issues as changes in the visa system and other measures taken after 9/11. 
 
First, it ought to be axiomatic that among the few essential functions of government, including the Federal 
government, none is more important – there may be some that are equally important – than support for education at 
all levels.  An educated citizenry has been the backbone of American democracy and society for more than 200 
years.  One can only imagine what this country would look like without one.  Public education has been at the core 
of that backbone. 
 
A few New York statistics give an idea of one aspect of the impact of public higher education.  The SUNY College 
at New Paltz is the third largest employer in Ulster County after the school district and the county government itself.  
The University at Buffalo is the second largest employer in Western New York after the Federal Government.  Its 
economic impact is measured in billions of dollars and will only grow in the future.  Aggregating SUNY’s multiple 
western campuses makes the State University the largest employer in Western New York and probably in Central 
New York as well. 
 
Second, American prosperity since World War II has owed much – many multiples of the investment itself – to the 
Federal Government’s investment in research at American universities and the National Laboratories.  These 
investments enabled the United States to sustain economic leadership long after the rest of the world had recovered 
from World War II.  Without such investment, the United States would be a poorer and weaker place in every sense 
of those words. 
 
Every region of the country wants its own Silicon Valley or Route 128 – visible economic benefits of investment in 
education and research.  SUNY’s centers of excellence, such as its nano-technology center in Albany, have involved 
partnerships between industry and university researchers with positive results in terms of employment and 
innovation.  The model is replicated throughout SUNY, through incubators and other educational-industry 
partnerships, particular in life sciences and bioengineering.  Financing for start-ups is the hardest form of financing 
to find.  The present economic situation obviously does not help.   
 
Third, the evolution of the global economy has made the U.S. economy an “intellectual-industrial complex” by force 
of necessity.  To sustain it requires investment in education.  Investment is not simply a question of money, although 
money certainly is important. It also means investing in people:  reaching out and drawing in to educational systems 
and opportunities those people who feel excluded or once included become turned off. 

 
In short, the country cuts its nose of to spite its face if it doesn’t invest in education and research. 
 
Let me turn now to SUNY’s China relationship.  It has a number of dimensions.  It developed from the ground up, 
spawned by campuses such as the University at Buffalo, which launched its partnerships with individual Chinese 
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universities in 1980.  Today, 15 SUNY campuses have exchange and other programs with individual Chinese 
institutions of higher learning.   
 
The SUNY System relationship with China is of newer vintage.  China sees SUNY as a whole and a large whole at 
that.  It is up to the State University to take advantage of that fact for the benefit of students and faculty at 64 
campuses by establishing and maintaining relationships with the central government.      
 
The most recent SUNY initiative with China has led to broad and deep relations with the Chinese government in 
support of educational collaboration.  In response to the massive earthquake in Sichuan in May 2008, SUNY’s 
Trustees offered to help 150 affected Chinese college students continue their studies at SUNY for a year.  Education 
is what we do, and we thought it was a real way we could help these young people whose lives had been turned 
upside down.  We could help them not to lose a year and give them skills they could use in the recovery effort when 
they returned home.  The SUNY China 150 initiative as it became known enjoyed the support of the highest levels 
of the Chinese and American governments and provincial and state and local governments here.  Without that 
support, the initiative could not have been a success. 
 
The 150 students arrived in New York in mid-August 2008 and returned to China at the end of May 2009.  They 
were housed at 22 SUNY campuses, from Buffalo to Stony Brook, from Plattsburgh to Alfred.  They majored in 
different fields – a lot in science and business.  They all learned leadership skills.  They lived, studied, and played 
among students from all over New York and from many other countries.  And they made memorable contributions 
to their campuses and campus communities, introducing teachers, staff, friends, and students to a new culture and a 
new way of viewing the world.  They also absorbed a lot about New York and America.  And of course they had a 
front row seat as Americans picked a new President and made history.  And they visibly grew in ways no one could 
have predicted.  Shy and scared when they arrived, they departed confident young adults.   
 
The benefits to the students were made clear to all who met them.  They also enriched SUNY.  All campuses 
reported that this initiative challenged their international programs to step up in new and unforeseen ways and that 
they all met the tests.  All campuses reported that their students and faculty and community learned from their 
Chinese guests and came away from the experience with a new appreciation of the diverse world we inhabit.  And 
all reported that our regular students developed and grew as a result of interacting with the Chinese students. 
 
SUNY takes from that experience and from the many exchange programs with individual Chinese universities our 
campuses have developed over many years, as it has from being open to students from all over the world – Buffalo 
alone has students from 138 countries – that internationalizing our education system is a Good Thing.  Not only does 
it flow logically from New York’s own diversity and history as a gateway to America, but also it so visibly enriches 
the quality of the education we provide.  And the research we do.  The Chinese Government has made available 10 
scholarships a year for three years to SUNY students to study in China and has offered a study tour during next 
year’s semester break to 200 SUNY students.   
 
SUNY believes that there is only upside to internationalizing education, with China and with the world.  It can only 
enrich us as a society.            
 
 

 HEARING COCHAIR SHEA:  Thank you very much,  Mr.  Rostow.  
 Mr.  Vargovich.  
 

 OPENING  STATEMENT OF MR. PAUL VARGOVICH 
PRESIDENT, NATIONAL SOLAR TECHNOLOGIES,  DEPEW, NEW 

YORK 
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 MR.  VARGOVICH:  Good af ternoon and thank you for  asking me to  tes t i fy .  
 I  jus t  want  to  say I 'm not  an  exper t  on U.S. -Chinese  re la t ions .   I  don ' t  have 
a  l i s t  of  s ta t i s t ics  to  throw at  you.   Al l  I  have is  over  25 years  as  a  smal l  
businessman in  manufactur ing.  
 Over  the  course  of  t ime,  I 've  run across  d i f ferent  venues  where  I  had to  
make the  decis ion dol larwise/ t imewise  on what  we were going to  do,  and what  I  
d id  do is  inves t  in to  technology that  I  purchased f rom Ontar io  Hydro Technologies  
in  the  solar  and wind business .   And in  looking a t  tha t  and the  way that  I  am 
associa ted wi th  manufactur ing,  I 've  a lways  l iked to  be  se l f -suppor t ive .   So when 
we looked a t  the  cos t ing of  what  we ' re  bui ld ing,  one  of  the  biggest  cos ts  were  solar  
panels .  
 So I  looked a t  manufactur ing our  own l ine  of  solar  panels .  We s tar ted  out   
looking a t  the  equipment  cos t ing to  go manual  a l l  the  way up to  ful l  automat ic .   
We evaluated a l l  of  those  numbers  on the  equipment ,  and then jus t i f ied  them.  
 And now we looked a t  your  suppl ies .   When I  looked a t  the  suppl ies ,  my 
suppl ies  were  coming in  the  main  course  from China .  So now when I  s tar ted  
put t ing my cost ing together ,  and t ry ing to  say,  wel l ,  where  am I  going to  buy--I  
can ' t  buy i t  in  the  U.S.   I  have to  go to  China  for  i t .   So  then the  cos t ing that  I  had 
there ,  based on the  fac t  that  they control  that  market ,  I  decided I  d idn ' t  want  to  do 
i t .  
 The prof i t  margin  was  a t  a  point  where  you had to  go fa i r ly  large  to  do i t ,  
and wi th  a  minimal  amount  of  what  you might  ca l l  rug- tugging under  your  fee t ,  
they could  knock you out  of  bus iness  wi th  i t .   So I  decided not  to  do that .  
 That  was  a  business  development  that  d idn ' t  happen r ight  f rom the  get -go.   
I t  wasn ' t  something that  went  away.   I t  was  something that  d idn ' t  happen because  I  
looked a t  some of  the  rea l i t ies  of  i t .  
 When you get  in to-- I 'm going to  get  a  l i t t le  b i t  more  in to  i t  in  a  l i t t le  b i t - -
but  the  funding that  I  see ,  I  bui l t  my business  a l l  the  way through th is  wi thout  
funding f rom the  government .   Funding came out  of  my pocket .   Loans  and 
whatever  I  could .   I  t r ied  to  get  funding,  but  when I  d id ,  I  found there  were  
di f ferent  avenues  that  people  take  to  accomplish  that .   A lo t  of  i t  was  i f  you knew 
somebody,  and in  ta lk ing wi th  NYSERDA, they wi l l  say  oh,  no,  i t  can ' t  be  that  
way.   Wel l ,  I 've  proven i t  i s .  
 I  d id  use  some pul l  tha t  I  had a t  one  t ime,  and I  d id  get  a  NYSERDA grant  
for  improving some of  the  e lec t ronics  that  we were  bui ld ing.   I t  was  $250,000 
grant .   I  took i t ,  s tar ted  looking a t  what  I  had to  do to  accomplish  the  end-product ,  
and the  cos t ing that  I  came up wi th  versus  what  was  avai lable  bas ical ly  f rom 
China ,  I  couldn ' t  compete .  
 So I  took that  money that  I  had received in  the  grant  and gave i t  back.   
Because  as  a  smal l  bus inessman,  I 'm not  in  the  research and development  bus iness;  
I 'm in  the  product ion business .   Col leges ,  univers i t ies ,  and R&D companies  want  
that .   They have to  have that  research and development  money because  that ' s  how 
they survive .  I  survive  in  my business  by producing,  and i f  I  can ' t  produce a  
product  a t  a  cos t  tha t  I  can  make a  prof i t ,  I 'm out  of  business .  
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 And I 'm a  smal l  guy.   I 'm not  making hundreds  of  mi l l ions  of  dol lars .   
We 're  ta lk ing under  $10 mi l l ion.   So everything that  we do,  I  have to  look a t ,  do  
the  numbers  and make a  decis ion on i t .  
 Okay.   A lo t  of  the  funding that  I  see  in  the  proposals  sent  to  me,  i s  for  
research and development .   I  see  very  l i t t le  i f  any for  the  end product .   In  ta lk ing 
to  NYSERDA on one of  my endeavors ,  I  asked—why they had 1.5  percent  res idual  
that  you had to  pay them back af ter  you s tar ted  product ion and sa les  on your  
product?  Where  do you come up wi th  1 .5  percent?   And they to ld  me that ' s  the i r  
re turn  on inves tment .    
 So ,  to  me,  that ' s  saying a l l  the  mi l l ions  of  dol lars ,  and you have your  
NYSERDAs,  you have your  federa l  government ,  that  are  put t ing money in to  
research  and development ;  what  i s  the  re turn on the  inves tment?   Is  i t  going jus t  to  
more  research and development?   And where  is  the  product  going?   Is  i t  going to  
China or  i s  i t  jus t  laying dormant?   
 And an exper ience  that  I  had is  tha t  most  of  the  t ime i t  remains  dormant .   I t  
ge ts  to  a  point  where  there 's  a  product  tha t  could  go to  market ,  but  that ' s  where  i t  
ends .  
 Research and development  ends  when you have the  product ,  and then f rom 
there ,  i t  has  to  go to  somebody l ike  in  my business  to  produce i t .   So i f  I 'm going 
to  produce i t ,  now I  have  to  market  i t ,  and in  order  to  market  i t ,  i t  costs  more  to  
market  that  product  than i t  d id  to  do the  research and development .  
 So why not  take ,  ins tead of  put t ing  everything into  research and 
development ,  why not  take  tha t  and put  i t  in to--some of  i t - - in to  the  product ion and 
market ing of  the  end products  that  are  coming out  of  th is  research and 
development?  
 And to  go back,  that ' s  how I  ended up wi th  the  solar  products  f rom Ontar io  
Hydro Technologies .  I  pa id  nowhere  near  what  they had invested  in  i t .   Nowhere 
near .   So I  p icked i t  up  for  pennies  on the  dol lar  because  they weren ' t  going to  be  
able  to  do anything wi th  i t .   And then I  took i t  and have been making a  prof i t  wi th  
i t .  
 When you look a t  the  R&D, I  a lso  looked a t ,  when we had th is  grant ,  one  of  
the  th ings  I  looked a t  was  where  the  components  were  coming f rom.   They were  
coming f rom China.   You cannot  buy i t  here  in  the  Uni ted Sta tes- -e lec t ronic  
components .   I t ' s  bas ica l ly  made in  China ,  so  when you s tar t  looking a t  what  you 
have to  do,  you have a  compet i tor  in  China .   I  have  a  compet i tor  in  China  tha t  I  
have to  buy my suppl ies  f rom.   I  don ' t  have any choice .   And then they bas ical ly  
control  my market  through-- they ' re  my vendor ,  my suppl ier  for  those  par ts .   
 So  le t ' s  see  what  I  have .   You ta lk  about  regarding the  New York Sta te  
taxat ion.   You know,  no mat ter  where  you go,  there 's  taxes .   You 're  not  going to  
get  away f rom--you 're  not  going to  have a  f ree  s i tuat ion with  taxes ,  but  I 've  been 
approached by several  o ther  s ta tes .   At  leas t  four  t imes  a  year ,  I  ge t  a  very  ser ious  
conversat ion wi th  other  s ta tes  that  are  offer ing me incent ives  to  come to  Virginia ,  
come to  Michigan,  because  of  the  renewable  energy business  that  I  have.  
 And I  look a t  tha t ,  and jus t  over  the  te lephone or  a  couple  of  le t te rs ,  the  
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incent ives  that  they 're  offer ing me are  very  "ent ic ive ."   You know,  i t ' s  jus t  tha t  
ra te .   At  th is  point ,  you may ask,  why don ' t  you move?   And when I  look a t  i t ,  I  
have roots  here .   I  have my family ,  and I  have business  associa tes  that  I 'm not  
ready to  leave.   I f  I  was  35 years  o ld  and I  had th is  business ,  l ike  my son who is  
going to  eventual ly  take  i t  over ,  you might  see  something.  
 So my answer  to  that  i s  i f  you ' re  offer ing incent ives  to  new companies  to  
move in to  upsta te  New York,  why not  work  wi th the  companies  that  are  a l ready 
here  and give  them,  offer  them the  same incent ives?  
 What  I  look a t  i s  wi th  a  manufactur ing fac i l i ty ,  whether  i t ' s  a  large  one or  a  
smal l  one ,  they want  to  see  a  bui lding.   I t ' s  a  cash cow for  the  local  governments  
and county  governments  for  taxat ion.   I t ' s  not  jobs .   Jobs  are  the  secondary issue  
wi th  them.  
 I f  you look a t  IDAs and a l l  the  deals  that  they 've  made wi th  d i f ferent  
companies  in  keeping the  amount  of  employment  to  a  cer ta in  level ,  i t  i s  hardly  
ever  i s  reached.   The count ies  and the  s ta tes  complain  about  the  IDAs because  
they ' re  g iven tax  breaks ,  but  i t ' s  in  the  long- term,  and they ' re  expect ing the  
count ies  and the  s ta tes  wi l l  have that  cash cow coming in .   And i t ' s  ru ined a  lo t  of  
businesses  because--especia l ly  b ig  business--you take ,  in  Buffa lo ,  New York,  they 
had Bethlehem Steel  plant  there .   That  p lant  pa id  more  in  taxes  than a l l  the  other  
Bethlehem Steel  fac i l i t ies  in  the  country  because  i t  was a  cash cow for  the  c i ty .  
 I t  jus t  dr ives  business  down.   So  what  I  say  is  why not  suppor t  the  
businesses  that  are  here?   When you get  in to  the  research and development ,  work 
wi th  the companies  that  are  here .  I f  you take  renewable  energy,  there  are  probably 
jus t  a  handful  of  manufacturers  in  New York Sta te  tha t  ac tual ly  manufacture ,  that  
are  manufactur ing a  product .  
 Why not  take  those  companies ,  put  them al l  together ,  and le t  them meet .   
There  i s  no  such thing as  compet i t ion .   Everybody has  thei r  own specia l t ies .  Have 
them meet .   Put  some money in to  market ing for  those  companies  and jus t  market  i t  
to  the  government ,  to  s tar t .   The federal  government--we do a  lo t  of  work wi th  the  
mi l i tary .   We bui l t  s t reet l ights ,  and we put  them in  Baghdad and a l l  over  the  
country ,  and the  world ,  but  there 's  o ther  th ings  that  we don ' t  do .  
 The most  expensive  th ing is  t ry ing to  get  the  market ,  t ry ing to  go out  and 
market  my business  to  a  larger  sca le .    

[The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Mr.  Paul  Vargovich 
President ,  Nat ional  Solar  Technologies ,  Depew,  New York  

 
Just to provide some additional background I am a small manufacturing business owner in Buffalo, NY.  I have built 
my business from a two car garage in 1980 to a facility that is 34,000 square feet employing 20 personnel.  I own 
two companies, National Manufacturing & Distribution, Inc. (NM&D) which designs, develops, and manufactures 
electrical and electronic components and serves the electrical utility and large industries.  National Solar 
Technologies (NST) is a renewable energy business, which manufactures, develops, integrates solar and wind power 
systems and commercial solar powered lighting systems with customers around the world.    
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I do not claim to be an expert in U.S. – China relations, but I do have over 25 years experience in the manufacturing 
industry.  Only recently have I been involved with importation of products from China to integrate into our solar 
product line.  This was due to the fact that the availability of U.S. made similar products were either not available or 
not as competitive.   
 
Funding provided by the State is focused on Research & Development (R&D) and is useful to R&D companies, 
colleges and universities.  The perfect end result of an R&D project is a completed product.  My experience as a 
small business is the high cost of developing a product for the market place.  We have been involved in enhancing 
the R&D of Ontario Hydro Technologies (OHT) solar products from the acquisition of their technology, which 
created National Solar Technologies.  OHT spent millions of dollars developing this product, and we spent an 
additional million to enhance the existing capability.  It is not just the expertise and expense required to develop a 
technology.  Once the product is created the more time consuming and expensive step is marketing your finished 
product.   
 
NST was the recipient of a State Grant from the New York State Energy Research and Development Agency 
(NYSERDA) to develop an inverter control allowing for a larger power output utilizing solar panels.  After 
researching the cost associated with designing, producing, and marketing this product we could not compete with a 
less expensive, similar capability produced by China.  After this realization I declined the NYSERDA grant.  In my 
opinion I would recommend government funding be focused on not only R&D activities but also helping to market 
the final product.  The inability to compete with Chinese manufacturing will hinder New York State (NYS) 
competitiveness in developing and manufacturing finished R&D products in the United States versus China.  Many 
of the required R&D components are only manufactured in China, from electronics to machinery.  This is like a 
competitor supplying you with essential parts.   This provides the Chinese with control of the marketplace and cost 
of equipment.  As a small business I cannot afford to invest in projects that could eventually be terminated or 
unaffordable due to competitor control.  I would recommend that if a NYS company wishes to develop a capability 
with China, NYS government should not fund this endeavor.   
 
Regarding NYS taxation, I have been contacted by State agencies, outside of New York, and offered lucrative 
incentives to relocate my business.  I have chosen to stay in this region due to family ties and business associations.  
I would recommend that the incentives to entice other companies to come to NYS, including tax breaks, should 
apply to existing businesses especially during the current economic decline.  Lower taxes and streamlining 
regulation will make NYS a more hospitable place to do business. 
 
In summary, I believe that NYS government has the ability to make a difference by helping to create jobs in the 
region by supporting small businesses through additional tax breaks, funding R&D projects with companies 
planning on manufacturing the product in the US, as well as aiding in marketing the final designed and developed 
technology.  These efforts will aid in increasing New York State’s competitiveness in myriad industries.  

 
 

Panel  III:   Discuss ion,  Quest ions  and Answers  
 

 HEARING COCHAIR SHEA:  Thank you very  much,  Mr.  Vargovich.   We 
apprecia te  the  comments  and the  par t ic ipat ion of  a l l  the  wi tnesses .  
 I  guess  I ' l l  s tar t  wi th  the  f i rs t  ques t ion.   I t ' s  my unders tanding that  the  
Obama adminis t ra t ion,  through the  s t imulus  package,  has  c lear ly  made the  
development  of  c lean technology a  nat ional  pr ior i ty .   Do we agree  on that?   
The Chinese  have an enormous environmenta l  problem.   They are  making,  I  th ink 
i t ' s  fa i r  to  say,  a  concer ted  effor t  to  c lean up thei r  environment  wi th a  focus on 
developing thei r  own indigenous  renewable  energy indust ry;  i s  that  fa i r  to  say?  
 I t ' s  a lso  my unders tanding that  the  New York Sta te  government  has  made 
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creat ing a  c lean energy sector  in  th is  region of  New York State  a  pr ior i ty ;  i s  that  
fa i r  to  say?  
 How is  i t  going?   I  mean is  th is  going to  happen?  What  are  the  chal lenges  
to  get t ing that  done?  How does  Rochester ,  th is  area ,  Syracuse ,  th is  area ,  become a  
g lobal  leader  in  c lean tech?  How do we get  there?   Are  we anywhere  near  that?  
 MR.  ROBINSON:  Wel l ,  I  think we have a  l i t t le  b i t  of  a  concern  regarding 
the  d i rec t ions  the  Depar tment  of  Energy is  taking in  the  sectors  tha t  they ' re  
se lec t ing for  suppor t  and those  that  they ' re  deselect ing.   The greater  Rochester  
area ,  for  example ,  has  had s igni f icant  inves tments  both  in  fuel  ce l l  technology and 
in  the  use  of  hydrogen as  an  a l ternat ive  fuel .  
 And in  both  of  those  ins tances ,  i t  does  appear  as  though the  pol ic ies  in  the  
Depar tment  of  Energy are  deemphasiz ing that ,  a t  least  as  we see i t  out l ined in  the  
budget  proposals  that  are  coming out  of  the  adminis t ra t ion.   And so  places  l ike  the  
General  Motors  Fuel  Cel l  Development  Center  here  in  the  greater  Rochester  area  
have s tar ted  to  shed a  few jobs ,  and we have  a  concern  that  more  might  be  on the  
way out  i f  tha t  k ind of  funding suppor t  i s - - i f  those  indicat ions  ac tual ly  turn  out  to  
be  rea l i ty .  
 I  don ' t  know i f  you want  to  add to  that .  
 MS.  HARTSOCK:  I 'd  be  glad to  jump in .   Firs t  of  a l l ,  I  th ink New York 
has  received a  very  generous share  of  the  s t imulus  package,  par t icular ly  in  areas  
re la ted  to  weather iza t ion,  and the  expecta t ion i s  tha t  this  wi l l  jumpstar t  and real ly  
l i f t  the  labor  market  when i t  comes to  jobs  in  ins ta l la t ion ,  energy management ,  
const ruct ion.  
 I  th ink our  concern  is ,  again ,  we want  to  see  on the  nat ional  level  a  fu l l -
sca le  commitment  to  the  development  of  a  t rue  innovat ion economy so that  we ' re  
not  jus t  creat ing jobs  a t  that  one end of  the  spect rum,  but  we see  a  cont inuum,  and 
so  that  we have the  abi l i ty  to  capi ta l ize  on the  research coming out  of  these  
ins t i tu t ions  who are  t ru ly  working col laborat ively .   
 The reason that  Cornel l  was able  to  capture  a  Nat ional  Energy Front ier  
Center  DoE grant  was  that  i t  put  together  a  consor t ium that  involved RPI ,  Cornel l ,  
as  wel l  as  indust ry  par tners .   So I  th ink there ' s  a  t remendous  potent ia l .  
 New York Sta te  has  a  very  ambi t ious  goal  of  "45 by 15,"  - -  der iv ing 45 
percent  of  i t s  energy through a  combinat ion of  renewable  resources  and 
conservat ion measures  by the  year  2015.   Again ,  to  achieve this ,  c lear ly  there 's  
more  that  has  to  be  done by way of  regula tory  and pol icy  reform.  
 I f  you look a t  why countr ies  l ike  Spain  and Germany are  so  much fur ther  
ahead of  us ,  i t  has  to  do wi th tar i f f  s t ructure  and things tha t  I  th ink we 're  s t i l l  
debat ing--  
 MR.  ROSTOW:  Nuclear  power .  
 MS.  HARTSOCK:  Exact ly .   And the  Chinese  government- -  i f  we look a t  
them as  a  model  for  government  innovat ion,  what  they ' re  doing to  bui ld  energy 
research parks ,  what  they ' re  doing to  develop nat ional  smart  gr id  sys tems,  are ,  I  
th ink,  lessons  that  we could  take  a  page f rom here ,  both  in  New York Sta te  and 
nat ional ly .   So I  th ink the  more  we interact ,  l i s ten ,  learn ,  and adopt  bes t  pract ices  
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both  ways ,  I  th ink the  bet ter  for  a l l  par t ies .  
 HEARING COCHAIR SHEA:  Mr.  Vargovich,  d id  you want  to  add 
something?  
 MR.  VARGOVICH:  Wel l ,  jus t  one  quest ion--  
 HEARING COCHAIR SHEA:  I t  sounds  l ike  you have the  s ta te  government  
as  a  potent ia l  cus tomer .   Maybe we can hook you up.  
 [Laughter . ]  
 MR.  VARGOVICH:  Wel l ,  one  of  the  th ings tha t  I  look a t  i s  doing research 
and development  doesn ' t  rea l ly  enter  in to  my product ion as  a  manufacturer .  
 HEARING COCHAIR SHEA:  You need market ing money.  
 MR.  VARGOVICH:  I  need--wel l ,  we need projects .   The s t imulus  money,  
we do work wi th  the  government ,  federa l  government ,  mi l i tary ,  r ight  across  the  
board,  but  they ' re  wai t ing for  the  s t imulus  money.  That 's  the  new reason that  
they ' re  wai t ing.   Before  they didn ' t  have any money;  now they ' re  wai t ing for  
s t imulus  money.  
 But  jus t  to  take  the  technology,  there 's  so  much technology that ' s  out  there  
r ight  now that  can be  ut i l ized into  products .   Ins tead of  th rowing a l l  the  money 
in to  research and development ,  which you s t i l l  had to  do that  to  keep the  
univers i t ies  af loat ,  but  i f  you could-- i t ' s  t rue .  
 HEARING COCHAIR SHEA:  Right .   Wel l ,  hopeful ly ,  they commercia l ize  
some of  that  technology.  
 MR.  VARGOVICH:  But  they don ' t .   You don ' t  see  that .   A great  percentage 
of  i t  i s  not .   A great  percentage of  i t  i s  not .   And I 've  seen i t .   Ontar io  Hydro 
Technologies  i s  the  NASA of  Canada.   Okay.   Smal ler ,  but  i t ' s  the  same scenar io.   
And there  are  projects  that  were  completed,  that ,  i f  you want  to  buy i t ,  they ' l l  g ive  
i t  to  you.   They jus t  want  a  royal ty  f rom i t  because  they ' re  f in ished wi th  i t .  
 What  we need in  this  country and th is  s ta te  are  projec ts ,  projec ts  tha t  can 
be  manufactured.   You 're  not  going to  gain  manufactur ing jobs  by doing more  
research and development .   You 're  going to  gain  manufactur ing jobs  by doing some 
work,  doing the  f in ished product  in  the--put  the  solar  a r rays ,  put  the  wind turbines  
up,  and do that ,  and put  incent ives  to--higher  incent ives  for  people  to  purchase  i t .   
Make i t ,  market  i t .   Make i t  more  user  knowledgeable .  
 HEARING COCHAIR SHEA:  I f  I  jus t  may fol low up,  you know,  we heard  
th is  morning some tes t imony about  the  not ion of  a  commons,  an  indust r ia l  
commons,  where  you have c lus ters  of  companies  and researchers  around an 
indust ry .   People  want  to  come together ,  be  geographical ly  proximate  to  each other  
in  order  to  share  informat ion.   Is  that  your  v is ion for  New York Sta te  to- -  when I  
th ink of  Syracuse  or  Rochester ,  I 'm th inking green.   I s  that  the  vis ion?  
 MS.  HARTSOCK:  That  i s  the  v is ion.   In  fac t ,  yes terday,  I  f in ished wri t ing 
mater ia l  for  a  DoE Smart  Gr id  Demonst ra t ion Grant  tha t  i s  due  on August  6--  a  
col laborat ive  projec t  involving mul t iple  p layers  across  upsta te  New York in  a  
smar t  gr id  enterpr ise  wi th  Nat ional  Grid  as  the  u t i l i ty .  
 So,  yes ,  again ,  I  think i t  i s  our  v is ion.  
 MR.  ROBINSON:  I  th ink for  a  var ie ty  of  reasons .   I  th ink i t ' s  cer ta in ly  the  
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exchange of  knowledge,  but  i t ' s  a lso  the  establ ishment  of  cr i t ica l  masses  for  career  
development  for  people .  People are  going to  s tay  in  a  communi ty  i f  they have  an  
oppor tuni ty  to  k ind of  move.  
 I f  the  number  of  ins ta l la t ions  around a  par t icular  d iscipl ine  are  very  
l imi ted ,  the i r  next  career  move is  l ike ly  to  be  out  of  the  communi ty ,  and so  those  
cr i t ica l  masses  ac tual ly  a lso  create  more  s tabi l i ty  for  the  popula t ion,  more  
oppor tuni t ies  for  local  growth,  which we th ink is  very  important  as  wel l .  
 HEARING COCHAIR SHEA:  Thank you.  
 Commiss ioner  Mul loy.  
 HEARING COCHAIR MULLOY:  Thank you,  Mr.  Chairman.    
 I  was  reading an ar t ic le  in  the  New York Times by Kei th  Bradsher ,  
"Drawing Cri t ics :  China  Seeks  to  Dominate  in  Renewable  Energy."   China  has  bui l t  
the  world 's  larges t  solar  panel  manufactur ing indust ry  by expor t ing over  90 percent  
of  i t s  output  to  Uni ted  Sta tes  and Europe.  
 But  when China  author ized i t s  f i rs t  solar  power  p lant  th is  year ,  i t  required 
that  a t  leas t  80 percent  of  the  equipment  be  made in  China .   When the  Chinese  
government  took bids  th is  spr ing for  25 large  contracts  to  supply  wind turbines ,  
every  contract  was  won by one of  seven domest ic  Chinese  companies .   Al l  s ix  
mul t inat ionals  that  submit ted  bids  were  disqual i f ied on var ious  technical  grounds .  
 The vis ion,  as  I  see  i t ,  i s  America  is  now going to  become the  green 
indust ry  capi ta l  of  the  world .   We 're  going to  make solar .   We 're  going to  make 
wind,  but  I  never  unders tand.   We 're  a l ready running a  t rade  def ic i t  in  green 
technologies .   There 's  a  new s tudy put  up by the  New America  Foundat ion just  two 
weeks  ago showing we are  running a  larger  and larger  def ic i t  in  so-cal led  green 
technologies .  
 What  I  don ' t  unders tand is  why do we th ink that  the  same forces  that  drove 
Kodak,  Xerox,  Corning,  a  lo t  of  these  companies  to  outshore/offshore ,  to  do a l l  
tha t ,  why do we th ink these  forces  wi l l  be  any di f ferent  when we pump al l  th is  
money in to  R&D to  develop these  ideas  and then we s tar t  making the  s tuff?   Why 
do we th ink that  the  forces  that  drove won ' t  dr ive  this  s tuff  to  be  outsourced as  
wel l?  
 Mr.  Robinson,  and we can go r ight  across .  
 MR.  ROBINSON:  Frankly  I  th ink i t  i s  a  concern ,  and I  th ink that  the  k inds  
of  t rade  barr iers  that  we ' re  concerned about  are  going in  two di rect ions .   And I  
th ink that  we cer ta in ly  need to  be  advancing on t rade  pol ic ies  tha t  are  balanced 
and fa i r  on both  s ides .  So there 's  no quest ion that ,  absent  tha t ,  we  wi l l  cont inue to  
f ind res t r ic t ions  in  our  abi l i ty  to  se l l  what  we make ra ther  than have our  
technology exploi ted  and having manufactur ing take  place  e lsewhere .  
 HEARING COCHAIR MULLOY:  Terr i f ic  response .    
 MS.  HARTSOCK:  Fi rs t  of  a l l ,  I  don ' t  th ink we 're  inves t ing that  much in  
R&D.  I  rea l ly  don ' t .  I  th ink i f  you look a t ,  again ,  a t  the  nat ional  level ,  what  we ' re  
invest ing in  R&D in  ear ly  s tage  funding to  commercia l ize  these  technologies  pales  
wi th  the  level  of  government  subsidy that ' s  happening in  o ther  areas .  
 So I  would  argue that  i t  i s  about  innovat ion.   I  had the  oppor tuni ty  to  work 
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in  economic  development  before  I  took this  job  in  communi t ies  tha t  were  the  home 
of  the  Smith-Corona typewri ter ,  who in  the  1980s  had the  oppor tuni ty  to  make a  
s t ra tegic  decis ion:  am I  going to  cont inue to  manufacture  typewri ters  or  am I  going 
to  take  on this  new concept  ca l led  laptop computers ,  personal  computers?   Their  
decis ion:  No,  I  don ' t  th ink that ' s  a  technology that ' s  going anywhere .  
 [Laughter . ]  
 MS.  HARTSOCK:  We a l l  know the  end of  that  s tory ,  don ' t  we,  as  we shut  
down a  plant  in  Cor t land,  New York that  employed c lose  to  10,000 people .   So I  
would  argue that  i t ' s  about  invest ing in  R&D and doing i t  a t  suff ic ient  sca le  and 
scope wi th  f inancia l  suppor t  to  commercia l ize  some of  these  ent repreneurs  and 
ear ly  s tage  companies  to  get  them to  product ion.   I t ' s  the  ent i re  cont inuum.  
 And I  would  say that  i t  a lso  needs  to  be  suppor ted  by government  pol ic ies  
that  re la te  to  procurement .   From my career  in  economic  development ,  we worked 
wi th  some of  the  largest  solar  manufacturers  and wind manufacturers  in  the  
country ,  and global ly ,  who were  looking a t  New York vis-a-vis  other  s ta tes  for  
inves tment .   I t  was  not  s t a te  incent ives  that  made the  decis ion where  they would 
s i te  those .  I t  was  not  who put  the  biggest  p i le  of  money on the  table .  I t  was  who 
could  provide  procurement  and purchase  commitments  to  buy 80 megawat ts  of  
power  f rom these  producers ,  and that  i s  jus t  as  important  in  terms of  developing 
the  market  for  renewables  in  the  Uni ted  Sta tes .  I t ’s   why you see  other  count r ies ,  
not  jus t  China ,  ahead of  us  in  that  regard .  
 MR.  ROSTOW:  I  th ink what  your  quest ion goes  to  i s  the  nature  of  China 's  
behavior  in  the  in ternat ional  t rade  area ,  and to  what  extent  i t s  pract ices  viola te  
t rea t ies ,  and so  on,  to  what  extent  they can be  hai led  before  the  World  Trade 
Organizat ion.  I t   i s  an  obl igat ion of  the  federa l  government  to  make sure  that  the  
p laying f ie ld  i s  as  even as  can be .  
 Candidly ,  New York Sta te  needs  to  face  a  few rea l i t ies .   The most  
fundamenta l  rea l i ty ,  I  th ink,  i s  that  the  popula t ion of  the  s ta te  today is  the  same as  
i t  was  30 years  ago,  and that  the  only  areas  of  growth have been the  New York 
Ci ty  metropol i tan  area ,  Long Is land and the  Hudson Val ley ,  and that  the  taxat ion 
and regula tory  s t ructure  here  i s  not  exactly  a  pos i t ive  incent ive for  companies  to  
s tar t  up .  
 I  have a  col league who says  i t  i s  legal  malpract ice  to  incorpora te  a  
corporat ion in  the  s ta te  of  New York.   As  long as  that ' s  the  case ,  you ' re  going to  
see  i t  pre t ty  hard  to  a t t ract  new business  to  the  s ta te .  
 HEARING COCHAIR MULLOY:  Mr.  Vargovich.  
 MR.  VARGOVICH:  Corporate  America  is  not  concerned wi th  employment .   
Their  concern  is  the  bot tom l ine ,  and there 's  a  reason for  i t ,  because  i t ' s  a l lowed 
that  way.   Al l  r ight .   When you can take  a  GE,  large  corporat ion,  they can se t  a  
p lant  up over  in  China  to  reduce thei r  manufactur ing costs  here ,  e l iminate ,  
v i r tual ly  e l iminat ing i t  here ,  i t  cos ts  them nothing i f  they make money.  
 Why would  they th ink any other  way?   There 's  no reason for  them to  th ink 
any other  way but  to  do that .   So there  has  to  be something tha t  changes  that  
p laying f ie ld  so  that  i f  they produce,  take  what  they ' re  doing here  over  to  China  or  
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India ,  Mexico,  tha t  there  has  to  be  a  cos t  for  that ,  and i t  has  to  be  a  cos t  tha t ' s  
associa ted ,  they have to  think twice  before  they rea l ly  want  do that .  
 I 've  read some th ings  where  companies  have found that  i t ' s  not  that  
advantageous  to  be  in  China ,  more  of  a  smal ler  company than a  larger  one ,  but  the  
larger  companies  have to  do i t .  Even i f  somebody did  care  in  the  upper  
management ,  wel l ,  what  about  a l l  these people  tha t  we ' re  not  going to  employ 
anymore ,  they have to  do i t  for  thei r  bot tom l ine .   
 So unless  you can do something that  evens  that  off  between the  two,  i t ' s  
going to  cont inue.  
 HEARING COCHAIR MULLOY:  I ' l l  jus t  make one comment .   You agree ,  
then,  wi th  the  tes t imony ear l ier  that  there 's  developed a  d ivergence between the  
nat ional  in teres ts  and the  corporate  interes ts  of  some of  these  mul t inat ionals?  
 MR.  VARGOVICH:  Right .  
 HEARING COCHAIR MULLOY:  Thank you.  
 HEARING COCHAIR SHEA:  Okay.   Thank you.  
 Commiss ioner  Blumenthal .  
 COMMISSIONER BLUMENTHAL:  Yes .   Thank you very  much.    
 I  have two quest ions .   One is  for  Mr.  Vargovich and one is  for  Mr.  Rostow.  
In  your  tes t imony,  Mr.  Vargovich,  you ta lked about  the  compet i tors ;  you ' re  buying 
par ts  f rom your  compet i tors  in  China .   But  are  you f inding Chinese  companies  in  
th is  par t icular  business ,  renewable  energy,  developing,  in tegrat ing solar  and wind 
power  sys tems,  are  they compet ing wi th  you in  China?   Are  they compet ing wi th  
you here  in  the  Uni ted  Sta tes?  
 MR.  VARGOVICH:  They have competed wi th  me on,  we did  a  lo t  of  work,  
we manufacture  solar-powered s t ree t l ights  that  we were  put t ing in to  Baghdad wi th  
the  U.S.  mi l i tary ,  the  Depar tment  of  Defense .   And before  we were ca l led  upon to  
do that ,  they had purchased Chinese  l ights  d i rec t ly  f rom China .    
 COMMISSIONER BLUMENTHAL:  To put  in to  Baghdad.  
 MR.  VARGOVICH:  Right .   Put  in to Baghdad.  They had some of  our  
prototypes  in  o ther  areas ;  we make a  top-shel f  piece  of  equipment .  The ones  that  
they were  get t ing f rom China,  they re jec ted them,  they didn ' t  work,  they had th is  
problem,  so  eventual ly  what  they did i s  they took a l l  the  Chinese  out  and insta l led  
ours .   They can get  in  there  because  of  costs .  
 COMMISSIONER BLUMENTHAL:  Right .  
 MR.  VARGOVICH:  We 've  had that  same s i tuat ion in  Afr ica .  
 COMMISSIONER BLUMENTHAL:  Right .  
 MR.  VARGOVICH:  We 've  had i t  in  o ther  par ts  of  the  world  the  same way.  
 COMMISSIONER BLUMENTHAL:  But  not  the  same qual i ty?  
 MR.  VARGOVICH:  Not  the  same qual i ty .  
 COMMISSIONER BLUMENTHAL:  They can ' t  compete  wi th  you on 
qual i ty .   Do you see  them moving up to  a  p lace  where  they can compete  wi th  you 
on qual i ty?  
 MR.  VARGOVICH:  Wel l ,  anybody can--you know,  i f  you can--  
 COMMISSIONER BLUMENTHAL:  Have you seen that?  
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 MR.  VARGOVICH:  You know,  but  i t ' s ,  we ' re  smal l .   We ' re  not  making a  
dent  in  the  Chinese  economy,  you know,  where  they ' re  going to  say le t ' s  see  i f  we 
can take  Nat ional  Solar  Technologies  off  the  screen,  but  i t ' s  something that  I 've  
been a t  t rade  shows where  I  hear  the  Chinese  come over  and s tar t  taking snapshots .  
 COMMISSIONER BLUMENTHAL:  Yes .  
 MR.  VARGOVICH:  Go ahead.   You know.  
 COMMISSIONER BLUMENTHAL:  Right .    
 MR.  VARGOVICH:  But  that ' s  the  menta l i ty  that  I  get  f rom i t  anyway.  
 COMMISSIONER BLUMENTHAL:  Right .  
 MR.  VARGOVICH:  You know,  you might  look a t  o ther  s ta t i s t ics  and see  
something e lse .  
 COMMISSIONER BLUMENTHAL:  Yes .  
 MR.  VARGOVICH:  When I 'm di rect ly  involved and I  d i rect ly  see  
something and,  you know,  the  solar  panels ,  we buy the  solar  panels  from China  
now.   I  ge t  a  cargo carr ier  fu l l .   
 COMMISSIONER BLUMENTHAL:  Yes .  
 MR.  VARGOVICH:  Ship  them over  on a  boat  because  I  can ' t  buy them here  
for  what  I  have  to  do to  be  compet i t ive .  
 COMMISSIONER BLUMENTHAL:  Yes .   Thanks .  
 Dr .  Rostow,  can you te l l  us  a  l i t t le  b i t  more  about  th is  nanotech in i t ia t ive  
a t  Albany? We've  heard  a  lo t  of  d i f ferent  tes t imony today bas ical ly  concluding that  
R&D is  not  enough for  a  var ie ty  of  reasons .   I f  i t ' s  jus t  an  R&D product ,  but  i s  not  
commercia l ized and doesn ' t  ge t  he lp  get t ing  commercia l ized,  i t  could  be  a  waste  of  
taxpayer  money.   
 Can you ta lk  about  that  aspect  of  the  project  and where  you see  i t?   Are  you 
helping these  nanotech R&D projects  get  commercia l ized?  Would you l ike  to  see  
more  of  that?   What 's  the  p lan?  
 MR.  ROSTOW:  Wel l ,  f i rs t  of  a l l ,  I  would  encourage the  Commiss ion or  
Commiss ion s taf f  to  reach out  to  Dr .  Alain  Kaloyeros ,  who is  the  President  of  the  
Col lege  of  Nanoscale  Engineer ing a t  SUNY Albany,  and who is - - the  whole  
development  of  nanotechnology and the  publ ic-pr ivate  par tnership  a t  Albany is  h is ,  
was  his  idea .   He conceived of  i t ,  and he  got  the  s ta te  government  to  inves t  heavi ly  
in  the  idea  and he  brought  in  IBM, Tokyo Elect ronics ,  SEMATECH, to  be  par tners  
in  what  i s  a  very  successful  ef for t  a t  marrying companies ,  univers i ty  research,  
teaching,  and the  product ion of  new products  in  the  nano area .  
 I  am no exper t  in  th is .   But  over  the  las t  f ive  to  seven years ,  the  s ta te  of  
New York inves ted  very  heavi ly  in  this  v is ion,  which involved creat ing a  research 
park ,  i f  you wi l l ,  wi th  vas t  c lean rooms,  wi th ,  as  I  sa id ,  leading engineer ing 
companies  in  the  h igh-tech area  to  come and work wi th  SUNY researchers  and to  
bui ld ,  create  an  incent ive  to  bui ld  a  whole  new col lege  that  didn ' t  exis t  and to  
make i t  s tand out  as  the  number  one in  i t s  f ie ld .  
 COMMISSIONER BLUMENTHAL:  So the  vis ion included the  companies  
to  commercia l ize  i t  f rom the  beginning.  
 MR.  ROSTOW:  Right .   And the  resul t  has  been the  accre t ion of  several  
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thousand jobs .   The las t  number  that  s t icks  in  my head is  3 ,000 in  the  las t  f ive  
years ,  but  a  lo t  of  research,  development  and product ion of  products .   So i t ' s  been 
an  enormously successful  effor t  tha t  has  given a  rea l  spr ing  in  the  s tep  to  the  
Albany area  and the  whole  not ion of  publ ic-pr ivate  par tnerships  of  th is  sor t .  
 HEARING COCHAIR SHEA:  Thank you.  
 Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thanks  very much,  and thank you to  a l l  of  
our  wi tnesses .   
 Dr .  Rostow,  I ' l l  note  in  your  b io  that  you were  the  Staff  Director  a t  the  
Senate  In te l l igence  Commit tee  for  awhi le .   I  shor t ly  af ter  tha t  was  on the  s taff  of  
the  House  Inte l l igence Commit tee .   So we don ' t  of ten  see  people out  and about  who 
have been doing that  work.  
 A quest ion,  for  those  of  you who haven ' t  fo l lowed th is  Commiss ion,  you ' l l  
be  a  l i t t le  surpr ised that  I 'm actual ly  going to  reemphasize  a  point  tha t  
Commiss ioner  Mul loy made,  but  I  th ink this  Kei th  Bradsher  ar t ic le  i s  amazing,  and 
the  fac t  tha t  when China  author ized i t s  f i rs t  so lar  power  p lant ,  i t  required that  a t  
leas t  80 percent  of  the  equipment  be  made in  China ,  and then when they took bids  
for  25 large  contracts  to  supply  wind turbines ,  every  contract  was  won by one of  
seven domest ic  companies .  
 MR.  ROSTOW:  I ’m shocked to  hear  th is .  
 [Laughter . ]  
 CHAIRMAN BARTHOLOMEW:  Wel l ,  I  was  going to  ask  does  anybody 
here  think that  that ' s  coincidental?   No.   I  guess  my next  ques t ion is  why is  i t  that  
people  can sor t  of  caval ier ly  say,  wel l ,  tha t ' s  the  way the  Chinese  government  does  
business ,  and yet  i f  anybody dares  to  ment ion domest ic  content  for  U.S.  
product ion,  people  get  apoplect ic?  
 MR.  ROSTOW:  To s ta te  the  quest ion is  to  answer  i t .   I 've  spent  a  lo t  of  my 
career  in  the  federa l  government .  I  have observed that  get t ing the  U.S.  government  
to  l ink a id  to  fore ign government  to  the  behavior  of  that  government  has  a lways  
been a  content ious  i ssue .   Somehow i t ' s  impure  to  do th is ,  to  say,  you know,  you 
want  our  ass is tance ,  then vote  the  way we want  you to  vote  a t  the  U.N. ,  for  
example .  
 We have t rouble  behaving l ike  the  Chinese .  The Chinese  do not  have 
t rouble  behaving l ike  the  Chinese .  
 CHAIRMAN BARTHOLOMEW:  Yes .   There 's  rea l ly  so much a t  s take  here  
in  the  sense  that  as  we have seen the  decl ine  of  our  t radi t ional  economy,  and 
people  are  t ry ing to  f igure  out  how we move forward as  an  economical ly  v ibrant  
country ,  renewable  energy is  supposed to  be  a  growth indust ry  for  us ,  but  i t  looks  
l ike  we 've  fa l len  behind before  we 've  even got ten  s tar ted .  I  know we ta lk  about  
R&D and we ta lk  about  tax  ra tes  and we ta lk  about  a l l  of  these  th ings .  
 One of  the  reasons  we decided to  come to  Rochester  was  that  we wanted to  
look a t  sunset  indust r ies  and sunr ise  indust r ies  and f igure  out  are  we a l ready 
los ing the  compet i t ion before  we even get  in  the  game? 
 Ms.   Har tsock.  
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 MS.  HARTSOCK:  I  don ' t  th ink we are .   I  th ink what 's  happening is  
happening under  the  radar  screen because  there  are  not  large-scale  product ion 
fac i l i t ies ,  but  there  are  jus t  a  number  of  these  smal ler  enterpr ises .   We 
commiss ioned the  Bat te l le  Ins t i tute  to  do a  s tudy on our  14 county region of  
centra l  upsta te  New York to  look wi thin  NAICS codes  ident i f ied  as  energy 
environmenta l  sys tem and determine how many companies  are  there  and how many 
jobs  are  there ,  and what 's  tha t  growth been over  the  las t  e ight  to  ten  years .  
 Their  research indicated there  are  419 f i rms,  a  l i t t le  over  10,000 jobs .   The 
growth ra te  in  that  indust ry  i s  50 percent  h igher  than other  comparable  sectors ,  but  
I  th ink we 're  just  a t  the  threshold  of  developing th is  indust ry  here.  But  I  think 
you 're  absolute ly  r ight  in  asking are  we the  tor to ise  or  the  hare  in  the  race?   And 
again ,  you know,  that  comes down to  regula tory  pol icy ,  incent ives ,  and developing 
the  market ,  and issues  l ike  government  s t ra tegy re la ted  to  procurement .  
 CHAIRMAN BARTHOLOMEW:  That ' s  an  important  one  r ight  there .   Mr.  
Robinson,  anything to  add?  
 MR.  ROBINSON:  Wel l ,  I  would  say two th ings.   One,  i t  re la tes  to  the  
example  I  c i ted  of  th is  company that ' s  going to ,  we hope,  in t roduce and leap-frog 
technologies  by get t ing a  new base  in  that ' s  a t  a  h igher  tech s ta te  than where  we 
are  because  in  many instances ,  China 's  evolut ion has  been so  rapid  that  they leap 
over  cer ta in  s tages  in  technology development .  
 And what  that  ac tual ly  does  i s  put  our  s tar t -up companies ,  I  th ink,  a t  a  
d isadvantage,  and the  point  that  you made ear l ier  i s  cr i t i ca l ly  important .   There  i s  
so  much,  and maybe even Mr.  Vargovich 's  comments  about ,  you know,  a  lo t  of  
research doesn ' t  go  anywhere .   Wel l ,  the  rea l i ty  i s  tha t  i t  i s  t rue  that  there  i s  a  lo t  
of  research that ' s  commercia l izable  tha t  doesn ' t .   The pr ivate  sector  in  the  Uni ted  
Sta tes  does  not  pay much a t tent ion to  the  ear l ies t  s tages  of  company development .  
 And some s ta tes  that  have made investments  in  these  ear ly  s tage  companies  
are  s tar t ing to  show some progress ,  p laces  l ike  Pennsylvania  where  they 've  got  the  
Ben Frankl in  Fund and th ings  l ike  that .  
 MS.  HARTSOCK:  Exact ly .  
 MR.  ROBINSON:  New York,  and I 'm sure  we 're  not  a lone,  leaves  that  gap 
to  the  three  FFFs:  f r iends ,  fools  and famil ies ,  and you don ' t  rea l ly  end up wi th  a  
s t ructured approach to  suppor t ing the  development  of  ear ly  s tage  technology 
companies .  Unless  you ' re  in  a  market  where  a l l  of  the  inves tors  l ive ,  l ike  in  
Si l icon Val ley,  or  in  Boston,  you wi l l  f ind that  there  i s  very  l i t t le  in  the  way of  
ear ly  s tage  technology company development .  
 I  th ink that  i s  inherent ly  where  our  compet i t ive  advantage i s  wi th China 
and wi th  o ther  emerging technologies .  
 COMMISSIONER BLUMENTHAL:  I t ' s  where?   I  missed the  las t  par t .   
Where  i s  the  compet i t ive  advantage?  
 MR.  ROBINSON:  In  our  ear ly  s tage  technology companies  that  can ' t  ge t  
off  the  ground.   And so  I  would  s t rongly  urge  for  there  to  be ,  where  publ ic  
inves tment  needs  to  go is  where  the  pr ivate  sector  i s  not  going.   I  don ' t  th ink we 
need to  get  into  where the  pr ivate  sector  i s  being successful .   I t  i s  not  going in to  
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that  ear l ies t  s tage.   And we need some mechanisms to  ac tual ly  have more  fa i lures .  
 We are  so r i sk  averse  in  terms of  invest ing  in  ear ly-s tage  companies  tha t  
we do not ,  because  we don ' t  to lera te  fa i lure  wel l ,  but  in  the  ear ly  s tage  technology 
company development ,  what  you real ly  need to  do is  have a  h igh enough fa i lure  
ra te  that  you 've  got ten  enough of  the  universe  in  p lay that  the  winners  can emerge.  
 CHAIRMAN BARTHOLOMEW:  Right .   Jus t  one  comment ,  and then we ' l l  
turn  i t  over ,  but  I  want  to  t ie  a l l  of  this  in to  some of  what  our  panel i s t s  ta lked 
about  th is  morning.  I  don’ t  th ink we can walk  away f rom the  fac t  tha t  not  only ,  Mr.  
Vargovich,  do you now have to  impor t  f rom China  the  components  or  whatever  the  
p ieces  are  of  these  solar  panels  tha t  you ' re  manufactur ing,  but  because  of  th is  
pol icy  that  Kei th  Bradsher  ta lks  about  here ,  you 're  not  going to  be  able  to  expor t  
your  product  to  China  because  i t ' s  not  made in  China ,  and so  there  i s  th is  R&D 
level  up here  that ' s  ta lk ing about ,  but  there 's  a lso  th is  manufactur ing.  
 We 're  not  going to  get  out  of  our  t rade  def ic i t  problem unless  we can 
expor t  more  products .   We can ' t  expor t  what 's  supposed to  be  a  major  sector  for  us  
i f  the  Chinese  government  i s  going to  cont inue to  do whatever  i t  i s  doing,  barr iers  
or  the  choices  that  i t ' s  making.   So  i t ' s  l ike  we 're  being hi t  twice .  
 MR.  ROSTOW:  I f  I  may,  I 'd  l ike  to  second what  Mr.  Robinson sa id .   I  
th ink i t ' s  not  t rue  that  in  Boston,  they f inance s tar t -ups  any more  eas i ly  than in  
New York.  
 MR.  ROBINSON:  By reputa t ion perhaps .  
 MR.  ROSTOW:  But  when I  worked on economic development  in  
Massachuset ts ,  MIT used to  c la im that  they generated 70 percent  of  the  economic 
act iv i ty  in  Massachuset ts ,  and th is  was  graduates  going f rom the  garage to  Route  
128.  
 But  i f  we could  have a  fund that  would suppor t  innovat ion and accept  the  
fac t  that  there  would be  fa i lure ,  tha t  would  be  an  enormous s tep  forward.  
 I  th ink i f  we could  change our  pol icy  on nuclear  energy--I  mean wi th  a l l  
respect  to  wind and solar  and everything e lse ,  i f  we want  to  be  independent  of  
fore ign oi l ,  or  o i l ,  per iod,  nuclear  energy is  the  way to  do i t .   The French did  i t .   
You know,  other  countr ies  have done i t .   I t ' s  not  rocket  sc ience.   And i f  I  can 
unders tand i t ,  i t  cer ta in ly  i s  not  rocket  sc ience .  
 HEARING COCHAIR SHEA:  Anybody e lse  want  to  add a  comment?    
 MS.  HARTSOCK:  Wel l ,  both  of  my col leagues  are  r ight .  There  i s  no  s i lver  
bul le t  when i t  comes to  technology.   I t ' s  the  ent i re  technology pla t form we need to  
be  developing,  but  the  cr i t ica l  gap a t  the  federa l  and s ta te  level  i s  tha t  Val ley  of  
Death  when i t  comes to  the  incubat ion and accelera t ion of  these  new technologies .  
That 's  what  I  was  ta lk ing about  when I  sa id  a t  the  nat ional  level ,  we need to  focus  
on an innovat ion agenda a t  the  same scale  and scope a t  which we did  40 years  ago 
in  the  space  race .  
 The Governor  has  jus t  commiss ioned a  Smal l  Business  Innovat ion Task 
Force .   He jus t  announced $100 mil l ion Sta te  Innovat ion Fund as  a  ten  percent  
match for  ins t i tu t ions ,  companies ,  organizat ions  applying for  federa l  s t imulus  
dol lars ,  which hopeful ly  wi l l  leverage up a  b i l l ion  dol lars  in  ac t iv i ty .  
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 But  we s t i l l ,  we jus t  don ' t  have the  solut ion.   We don ' t  have i t  a t  the  federa l  
or  the  s ta te  level ,  and i f  there 's  one  th ing I  th ink a l l  of  us  could  agree  to ,  i t ’ s  that ' s  
the  cr i t ica l  gap in  terms of taking that  v is ion and making i t  a  rea l i ty  and real ly  
fu l ly  recogniz ing and rea l iz ing  the  promise  tha t  academic  inst i tut ions ,  not  jus t  in  
Upsta te  New York,  but  across  th is  country ,  have to  offer .  
 HEARING COCHAIR SHEA:  Thank you.  
 Commiss ioner  Slane .  
 HEARING COCHAIR MULLOY:  Mr.  Vargovich,  d id  you want  to  
comment?  
 HEARING COCHAIR SHEA:  Oh,  sure ,  I 'm sorry .  
 MR.  VARGOVICH:  I  jus t  wanted to  make a  comment  on asking a  quest ion 
about  se l l ing back to  China  or  deal ing wi th  China .   I 'm not  concerned wi th-- I  don ' t  
want- - I 'm not  even concerned wi th  se l l ing to  China .    
 The renewable  energy business  r ight  now jus t  from what  we potent ia l ly  
have in  the  Uni ted  Sta tes- -a l l  r ight - - jus t  the  Uni ted  Sta tes  i s  enough to  make a  
mi l l ion businesses  l ike  mine .   You know,  there 's ,  maybe not  a  mi l l ion ,  but  they can 
have big  business  r ight  here .   You don ' t  have to  go to  China .   You don ' t  have to  do 
that .  
 You 're  compet ing wi th  them with  a  product ,  but  as  an  innovator  and 
business  and manufactur ing,  there 's  a lways  a  way around everything that ' s  done.   I f  
I  have to  compete  wi th  China ,  f ine .   I f  I  have to  buy a  solar  panel  f rom them,  but  
my other  products ,  whatever  I  can do,  I ' l l  do  i t  r ight  here ,  and then I  can  se l l  i t  
r ight  here .  
 There 's  more  business ,  deal ing wi th  the  Uni ted  Sta tes  government ,  s ta tes  
and local  governments  around the  country ,  tha t  have sus ta ined many,  many,  many 
businesses .   You know,  i t ' s  not  a- - renewable  energy i f  you ' re  looking a t  that  as  an  
indust ry ,  i s  rea l ly  smal l  r ight  now--r ight .   I t ' s  rea l ly  smal l .   You 're  not  going to  
see  a  General  Motors  type of  renewable  energy company popping up.  
 I t ' s  a l l  going to  be  the  smal ler  companies ,  the  hundred,  200,  20,  maybe 20 
employees  l ike  my business ,  but  you ' re  going to see  that ,  and that  can grow.   But  
you have to  have the  projects  that  we can go af ter .  
 HEARING COCHAIR SHEA:  Thank you.  
 Commiss ioner  Slane .  
 COMMISSIONER SLANE:  As we a l l  know,  innovat ion is  what  dr ives  our  
economy,  and yet  less  than four  percent  of  American col lege  s tudents  choose  
engineer ing as  a  profess ion.   Does  anybody have any ideas  on how we can reverse  
that  and incent iv ize  or  encourage these  kids  to go in to  engineer ing?  
 Star t  wi th  Mr.  Robinson.  
 MR.  ROBINSON:  Wel l ,  I  th ink I 'd  a lmost  val idate  your  point .   
Engineer ing in  the  hard  sc iences  has  perhaps  been a  l i t t le  less  a t t rac t ive ,  in  terms 
of  the  bes t  and the  br ightes t .   They go in to  medic ine;  they go into  bus iness  and 
f inance.   And we actual ly  f ind that ,  I  ment ioned tha t  the  percentage of  our  s tudents  
who are  fore ign-born or  are  coming over  through some in ternat ional  vehicle  to  
enrol l ,  and i f  you take  a  look a t  our  graduate  programs in the  b iomedical  sc iences ,  
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the  Ph.D.  programs,  they ' re  overwhelmingly  popula ted by people  f rom 
in ternat ional  sources ,  not  jus t  China .  
 And so  i t  remains  a  s igni f icant  concern for  us .   We do aggress ively  
compete  for  U.S.  graduates ,  I 'm th inking medical  school  now,  and we are  ac tual ly  
seeing a  l i t t le  b i t  of  a  turning of  that  t ide  recent ly  as  employment  oppor tuni t ies  are  
shi f t ing.   Obviously ,  wi th  th is  downturn,  and f inance maybe not  being as  a t t rac t ive  
a  d isc ipl ine  as  i t  was  before ,  we ' l l  begin  to  see  some shi f ts ,  but  I  echo your  
concern,  and we have to  do more  to  promote  those  career  oppor tuni t ies  wel l  before  
people  se lec t  thei r  col leges .  
 So that ' s  going to  have to  be  working through secondary educat ion and the  
in t roduct ion of  STEM-rela ted  programs in  the  educat ional  sys tem across  the  
country  a t  the  secondary and middle-school  level .  
 MS.  HARTSOCK:  I  can only  give  you the  "mom" answer .   So I  have three  
sons:  a  mechanical  engineer ;  an  aerospace  engineer ;  and a  12-year-old  who 's  
s i t t ing  around the  corner  on a  laptop who wants  to  be  a  chemical  engineer- -  
 COMMISSIONER SLANE:  You 're  doing something r ight .  
 MS.  HARTSOCK:  I  th ink the  answer  is  a t  K to  12 - -  making i t  fun.   I  mean 
I  encouraged my kids  to  b low up th ings  in  the  k i tchen when they were  l i t t le ,  and 
now one who was  par t  of  the  team that  blew up the  wayward spy sa te l l i te  a  year  
ago in  February  as  par t  of  the  Lockheed Mart in-U.S.  Navy miss ion.   So I  th ink i t  i s  
engaging kids  a t  an  ear ly  age  to  g ive  them a  vis ion of  not  just  a  career  path  but  a  
l i fe  tha t  can  real ly  make a  d i f ference .  
 COMMISSIONER SLANE:  Yes ,  le t  me jus t  add,  I  was  involved wi th  a  
large  publ ic  univers i ty ,  and the  largest  prof i t  center  a t  the  univers i ty  was the law 
school ,  and these  k ids  borrow $150,000 a  year ,  and come out  of  law school ,  and 
for  most  of  them,  there  are  no jobs .   And for  the  l i fe  of  me,  I  can ' t  unders tand why 
they,  many of  them cer ta in ly  would  qual i fy  to  go to  se lec t  a  degree  in  engineer ing.  
 Doctor ,  do  you have any--  
 MR.  ROSTOW:  I  th ink th is  i s  a  concern for  everybody in  the  educat ion,  
cer ta in ly  in  the  educat ion business .   At  SUNY, we 've  engaged in  a  pre t ty  
sys temat ic  ef for t  to  redes ign bas ic  courses  to  make them more  in terest ing for  
s tudents ,  recogniz ing that  an  awful  lo t  of  decis ions  about  what  career  path  or  s tudy 
path  a  s tudent  takes  depends  so  much on the  c lassroom exper ience:  i s  i t  a  good one 
or  bad?  
 And where  you have in  bas ic  sc ience  courses  or  bas ic  h i s tory  courses-- i t  
doesn ' t  mat ter  what  f ie ld--huge numbers  of  s tudents  that  don ' t  f in ish  a  course  
because  they ' re  jus t  to ta l ly  turned off  by i t ,  that  i s  something we 're  address ing 
through course  redes ign wi th  very  great  success ,  us ing computers  and in teract ive  
devices  so  that  the  s tudent  i s  more  engaged,  and th is  i s  something that ' s  essent ia l  
a t  the  lower  level  and essent ia l  for  us  because  we are  engaged in  the  t ra ining of  
teachers  on a  very  large  scale .   So i t ' s  a  very  important  subject  for  SUNY. 
 HEARING COCHAIR SHEA:  Wel l ,  I  would  say to  Commiss ioner  Slane,  i t  
probably  s tar ted  wi th  Perry  Mason and then Boston Legal  and LA Law.  Popular  
cul ture  made being a  lawyer  a  sexy th ing to  do.  
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 COMMISSIONER SLANE:  Right ,  I  agree .  
 HEARING COCHAIR SHEA:  You don ' t  see  te levis ion shows about  
engineers ;  do you?   Or ,  you know,  chemis t ry--  
 MR.  ROBINSON:  Wel l ,  Apol lo  13.  
 [Laughter . ]  
 MR.  VARGOVICH:  Can I  make a  comment?  
 HEARING COCHAIR SHEA:  Yes ,  please .  
 MR.  VARGOVICH:  When you ' re  looking a t  engineer ing,  you have to  look 
a t  where  are  the  jobs?   Okay.   And the  jobs  are  in--what- -manufactur ing and 
product ion.   So general ly  when somebody goes  and takes  a  career  course ,  i t ' s  
usual ly  on some sor t  of  advice  f rom somebody e lse .  So i f  your  fa ther ,  your  uncle ,  
or  next  door  neighbor  was  an engineer  a t  Chevy or  Ford,  and everything is  going 
great ,  he 's  going to  say,  boy,  you have to  go for  engineer ing;  you ' re  going to  have 
a  ter r i f ic  job ,  a  ter r i f ic  career .   I  can get  you in to  Chevy or  Ford or  General  
Elect r ic ,  whatever  i t  i s .  
 But  when those  jobs  s tar t  going away,  what 's  he  going to  te l l  them?   
 COMMISSIONER SLANE:  Switch careers .  
 MR.  VARGOVICH:  Go to  law school .  
 COMMISSIONER SLANE:  Right ,  yes .  
 [Laughter . ]  
 HEARING COCHAIR SHEA:  Okay.   This  wi l l  be  our  las t  quest ion.   Thank 
you.  
 Commiss ioner  Videnieks .  
 COMMISSIONER VIDENIEKS:   Good af ternoon,  everybody.   With  most  
taxpayer-f inanced R&D, the  acquis i t ion ins t ruments  g ive  the  government  unl imi ted  
r ights  to  g ive  to  whomever  the  informat ion generated under  the  grant  or  contract .   
But  these  grants  and contracts  don ' t  require  that  the  government  proact ively  
d isseminate  this  informat ion.  
 Would i t  be  helpful  and less  res t r ic t ive  in  making a  make or  buy decis ion 
that  there  were  a  bank of  informat ion of  R&D resul ts  readi ly  avai lable  to  even 
smal l  bus inessmen?  That ' s  my quest ion.   Should  something l ike  tha t  be ,  should  the  
regulat ions ,  the  acquis i t ion regula t ions ,  be  changed to  require  that  the  taxpayer-
f inanced ins t i tu t ions  or  suppor ted- ins t i tu t ions  that  they proact ively d isseminate  
R&D data  and create  a  da tabase  for  this?  
 Am I  coming across?  
 MR.  ROBINSON:  Fi rs t  of  a l l ,  I  th ink you 're ,  a t  leas t  in  terms of  research 
funding,  which is  where  the  in te l lec tual  proper ty  comes f rom,  much of  i t  federa l ly  
funded through NIH,  NSF,  DoE,  and other  federa l  agencies  i s  subject  to  Bayh-
Dole ,  and the  Bayh-Dole  Act ,  in  addi t ion to  a t tempt ing to  accelera te  the  
commercia l iza t ion of  technology by providing the  research ins t i tu t ion wi th  the  IP 
r ights  and the  abi l i ty  to  l icense  i t ,  I  th ink that ' s  been demonstra ted to  ac tual ly  be  
much more--  
 COMMISSIONER VIDENIEKS:   No l icensing would  be  required  i f  the  
government  has  unl imi ted  r ights  to  d isseminate .   They have i t .  
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 MR.  ROBINSON:  The informat ion,  ac tual ly  the  publ ica t ion of  research 
informat ion is  required,  so  tha t  informat ion is  out  there .   Could  i t  be  organized 
bet ter  so that  i t ' s  accessible- -  
 COMMISSIONER VIDENIEKS:   Without  a  fee .   In  o ther  words ,  gra t is  
access  to  the  informat ion genera ted?  
 MR.  ROBINSON:  In  o ther  words ,  that  there- -wel l ,  I  mean that  taking tha t  
out  of  the  IP  realm and jus t  making i t  avai lable  f i rs t -come/f i rs t -serve?   Is  tha t  k ind 
of  what- -  
 COMMISSIONER VIDENIEKS:   When the  government  f inances  R&D, 
awards  a  contrac t  or  a  grant - -  
 MR.  ROBINSON:  Right .  
 COMMISSIONER VIDENIEKS:   - - i t ' s  got  a  data  r ights  c lause  in  i t ,  and i t  
usual ly  g ives  unl imi ted r ights  to  the  government  to  do--  
 MR.  ROBINSON:  Right .  
 COMMISSIONER VIDENIEKS:   - -whatever  i t  p leases  wi th data  f i r s t  
generated under  the  contract  or  grant .  
 MR.  ROBINSON:  Right .  
 MS.  HARTSOCK:  I  a lways  refer  IP  quest ions  to  legal  counsel .  
 [Laughter . ]  
 MR.  ROSTOW:  Wel l ,  I  could  duck th is  by saying that  the  Sta te  Univers i ty  
IP  world  i s  handled through the  Research Foundat ion of  the  Sta te  Univers i ty  of  
New York,  which is  a  separa te  ent i ty .  
 [Laughter . ]  
 CHAIRMAN BARTHOLOMEW:  Which you used to  work for .  
 MR.  ROSTOW:  True ,  I  worked br ief ly  there .   [Laughter . ]  
 MR.  ROSTOW:  Let  me just  say  th is  i s  not  a  subject  for  a  f l ip  answer  
because  there 's  a l l  k inds of  research that ' s  done wi th  federal  dol lars .   Some of  i t  i s  
more  readi ly  amenable  to  products  being avai lable  to  the  world .   Some of  the  
resul ts  of  research are  far  less  amenable  to  th is .   
 COMMISSIONER VIDENIEKS:   Do taxpayer-f inanced research resul t s  get  
to  China?  
 MR.  ROSTOW:  Absolutely .   That ' s  not  des i rable ,  but  tha t ' s  what  one  
would have to  guard  agains t .   There 's  an  awful  lo t  of  sensi t ive  technology that  i s  
or  knowledge that ' s  genera ted through federa l  research which is  not  jus t  the  s tuff  
that  has  revolut ionized the  game of  tennis .  
 MR.  ROBINSON:  Right .   Having China  be--  
 COMMISSIONER VIDENIEKS:   Not  in tended.   S i r ,  do  you want  to  
comment  maybe? 
 MR.  VARGOVICH:  Yes ,  I  do.   That ' s  a  great  idea ,  and there  i s  informat ion 
that  would be  great  to  be  able  to  p ick and choose  what  you wanted,  but  a  lo t  of  i t ,  
what  I  see  i s  a  lo t  of  the  money being spent  on the  research and development  of  
products  that  are  looked a t  f i rs t  as  to  the  probabi l i ty  of  them being a  v iable  
product  and being manufactured i f  we are ,  in  fac t ,  looking to  produce product ion 
jobs  in  the  Uni ted  Sta tes .  
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 Al l  r ight .   Did  I  lose  you? 
 COMMISSIONER VIDENIEKS:   To reduce product ion jobs?  
 MR.  VARGOVICH:  Yeah,  i f  your  idea  of  doing an R&D project  i s  to  take  
a  product ,  end up wi th a  product  a t  the  end that  wi l l  be  used here  in  the  Uni ted  
Sta tes  to ,  i s  manufactured,  wi l l  produce jobs ,  then  that ' s  one s tory .    
 I  th ink what  should  be  done is  wi th  that  money,  i f  i t ' s  going to  end up in  
China ,  then that  company that  was  given that  money to  do thei r  R&D work should  
have to  pay i t  back or  le t  China  pay for  the  R&D. 
 COMMISSIONER VIDENIEKS:   Or ,  but  my point  bas ical ly  i s  this ,  i f  the  
government  in  i t s  acquis i t ion documents  required that  whoever  the  contractor  i s  or  
a  grantee  i s ,  tha t  they be  required  to  dis t r ibute  to  indust ry  organizat ions  the  resul ts  
of  the  research and development ,  i f  appl icable ,  to  indust ry  groups--  
 MR.  VARGOVICH:  Sure .  
 COMMISSIONER VIDENIEKS:   - -wouldn ' t  tha t  be  something to  include as  
a  requirement  in  the  fu ture  government  contracts  a t  some point?  
 MR.  VARGOVICH:  Sure .    
 COMMISSIONER VIDENIEKS:   Would  i t  be  helpful?  
 MR.  VARGOVICH:  And I  a lso  th ink that  there  should  be  some input  f rom 
indust r ia l ,  f rom indust ry  i t sel f  on what  i t ' s  ac tual ly  looking for  in  the  marketplace  
ra ther  than the  p ie  in  the  sky.  
 HEARING COCHAIR SHEA:  Mr.  Robinson,  d id  you have something to  
add?   I ' l l  g ive  you the  las t  word.  
 MR.  ROBINSON:  Wel l ,  I  was  jus t  saying that  I  th ink the  d isseminat ion of  
informat ion and control  of  in te l lec tual  proper ty  are  not  necessar i ly  the  same th ing.   
And the  d isseminat ion of  informat ion takes  p lace .   Could  i t  be  organized in  a  way 
that  was  more  access ible  is  a  reasonable  quest ion to  ask,  and I  th ink that ' s  t rue .  
 I  th ink turning upside  down the  sys tem of  in te l lec tual  proper ty  protect ion 
r ight  now is  actual ly  going to  fur ther  erode our  abi l i ty  to  be  compet i t ive  because  i t  
real ly  i s  our  compet i t ive  edge.   So I  would  view informat ion disseminat ion and 
protect ion of  proper ty  as  two separate--  
 COMMISSIONER VIDENIEKS:   Is  i t  not  one and the  same subject  i f  one  
takes  government  money to  do the  work?   One doesn ' t  have to  take  i t .  
 MR.  ROBINSON:  Okay.  
 COMMISSIONER VIDENIEKS:   There ' s  a  pr ice .  
 HEARING COCHAIR SHEA:  Wel l ,  thank you very  much to  a l l  four  of  you 
for  being here  today and for  your  par t ic ipat ion,  and you made a  rea l  contr ibut ion 
to  our  ef for ts .  
 We wi l l  reconvene a t  2:35 for  our  las t  panel .   Thank you.  
 [Whereupon,  a  shor t  recess  was  taken. ]  
 

PANEL IV: ADVANCED R&D IN SUNRISE INDUSTRIES THAT CAN LEAD 
TO GROWTH FOR LOCAL COMPANIES 

 
 HEARING COCHAIR MULLOY:  We ' re  going to  s tar t  our  f ina l  panel ,  and 
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then we wi l l  have an open mic  af ter  this .   I  thank each of  you for  being here .   Like  
the  wedding feas t  a t  Cana,  maybe we 've  saved the  bes t  t i l l  las t .   
 Our  f i rs t  wi tness ,  Dr .  Nabi l  Nasr ,  i s  the  Director  for  the  Center  for  
In tegra ted Manufactur ing Studies  r ight  here  a t  the  Roches ter  Inst i tute  of  
Technology.  
 Dr .  Nasr  jus t  f lew in  red-eye f rom Cal i fornia  so  he  could  be  here  wi th  us  
today,  and we can ' t  thank you enough for  making that  ef for t .   He 's  the  Assis tant  
Provost  for  Academic  Affa i rs ,  and he 's  the  Director  of  the  Gol isano Ins t i tu te  for  
Sus ta inabi l i ty  here  a t  RIT.  
 Dr .  Marnie  LaVigne is  the  Director  of  Business  Development  a t  the  
Univers i ty  of  Buffa lo  a t  the  Center  for  Advanced Biomedical  and Bioengineer ing 
Technology,  and she 's  an  edi tor ia l  board  member  for  the  Biotechnology Heal thcare  
and Disease  Management .   Thank you for  making the  ef for t  to  be  here .  
 Mr.  Edward Pat ton is  the  Director  of  Sales  and Market ing for  Rochester  
Precis ion Opt ics .  
 MR.  PATTON:  Correct .  
 HEARING COCHAIR MULLOY:  Mr.  Pat ton jo ined Rochester  Prec is ion 
Opt ics  in  2007.   He was  previously  wi th  LightPath  Technologies .   And th is  i s  one 
of  the  sunr ise  indust r ies  that  we hope New York Sta te  wi l l  he lp  us  unders tand that .  
 F inal ly ,  Mr.  Barons ,  thank you for  being here .   
 Mr .  Barons  i s  the  Vice Pres ident  for  St ra tegy Integra t ion  for  Fuj i  Xerox 
Operat ions .   In  h is  ro le ,  he 's  responsible  for  developing business  s t ra tegies  for  
opt imizing Xerox 's  inves tment  in  Fuj i  Xerox wi th  a  specia l  emphasis  on product  
development ,  logis t ics  and dis t r ibut ion.  
 But  Mr.  Barons ,  you 've  a lso  had a  lot  of  t ime out  in  Asia ,  I  understand--  
 MR.  BARONS:  I  have not  l ived there ,  but  I 've  t raveled.  
 HEARING COCHAIR MULLOY:  You 've  t raveled,  though.  
 MR.  BARONS:  Yes .  
 HEARING COCHAIR MULLOY:  Yes ,  yes .   So thank you very  much,  and 
we ' l l  s tar t  wi th  Dr .  Nasr .  
 

OPENING STATEMENT OF DR. NABIL NASR 
DIRECTOR OF THE CENTER FOR INTEGRATED MANUFACTURING 

STUDIES,  ROCHESTER INSTITUTE OF TECHNOLOGY, ROCHESTER, 
NEW YORK 

 
 DR.  NASR:  Good af ternoon.  Fi rs t  I  would  l ike  to  thank the  Commiss ion 
for  g iving me the  oppor tuni ty  to  speak to  you about  th is  very  important  subject .  
 Before  I  s tar t ,  jus t  a  few words  about  CIMS.   Actual ly  this  i s  the  CIMS 
bui ld ing that  you ' re  in  today.   The Center  for  In tegra ted Manufactur ing Studies ,  or  
CIMS,  a t  RIT was  es tabl ished in  1992 wi th  the  miss ion to  increase  the  
compet i t iveness  of  manufacturers  through technology development  and technology 
t ransfer .  
 CIMS represents  a  dynamic col laborat ion of  in-house  technical  exper ts  as  
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well  as  academic ,  indust ry  and government  col laborators .   Our  fac i l i ty  houses  f ive  
research centers  and an  outreach program.    
 I t ' s  been wel l  documented that  New York Sta te  i s  s t i l l  undergoing 
considerable  job  losses  in  the  manufactur ing sector ,  which is  a  point  of  in teres t  to  
th is  Commiss ion.    
 A mul t i -year  s tudy conducted by CIMS to  analyze  the  manufactur ing 
sectors ,  the  manufactur ing c lusters ,  in  this  region was  concluded las t  year .  The 
t i t le  of  the  s tudy was  "The Development  of  a  Roadmap for  the  Revi ta l iza t ion of  
Upsta te  New York Manufactur ing."  
 The goal  of  the  Roadmap s tudy was  primar i ly  to  gain  a  c lear  unders tanding 
of  the  s ta te  of  heal th  of  c lus ters  in  the  region,  and to  unders tand what  ac t ion can 
be  taken to  address  some of  the  chal lenges  as  wel l  as  the  revi ta l iza t ion of  our  
manufactur ing economy,  the  manufactur ing sector ,  here  in  upsta te .  
 This  work - -  conducted by CIMS in  col laborat ion wi th  many of  our  c lus ters  
and c luster  leadership  here  in  the  region,  and wi th  many of  our  indust r ia l  par tners  
- -  he lped ident i fy  several  needed in i t ia t ives  that  could  posi t ively  impact  New York 
Sta te’s  economy.  
 These  ini t ia t ives  are  focused on expanding exis t ing c lus ters  into  new areas  
such as  smar t  product  technology in tegrat ion and sus ta inable  mobi l i ty  technology 
development  in  areas  such as  fuel  ce l l s .  We have many fuel  ce l l  R&D faci l i t ies  
here  for  GM and Delphi  and others  in  the  area ,  as  wel l  as  suppl iers .   Other  
in i t ia t ives  focus  on enhancing indust ry  resources  and col laborat ion,  including 
enhancing par tnership  between the  univers i ty  and indust ry ,  which i s  c r i t ica l  to  
leveraging univers i ty  resources  to  advance innovat ion and technology 
development .  
 I  wi l l  cover  some of  the  recommendat ions  that  we included in  the  s tudy 
very  br ief ly .  I ' l l  s tar t  by  discuss ing the  potent ia l  for  new clus ters  or  the  new 
business  oppor tuni t ies  that  were  ident i f ied  as  oppor tuni t ies  for  exis t ing c lus ters  in  
upsta te  New York.  
 The f i rs t  one  is  green jobs .  The la tes t  s ta t i s t ics  I 've  seen note  tha t  growth 
in  green jobs  i s  double  what  we typical ly  see  in  the  t radi t ional  manufactur ing 
areas :   9 .1  percent  growth in  this  area  versus  3 .7  overal l  job market  growth.   There  
are  p lenty  of  oppor tuni t ies  here  and we do have severa l  incubators  focusing 
pr imari ly  on  clean technology.  
 We have one incubator  here  a t  the  univers i ty  that  was  in  par tnership  wi th  
one of  the  s ta te  agencies ,  NYSERDA, and i t  has  great  potent ia l  for  expanding job 
growth in  th is  region.  
 The other  area  i s  a l ternat ive  fuels .   Even though we are  in  a  recess ion,  we 
see  s igni f icant  growth in  this  area  versus  o ther  t radi t ional  job oppor tuni t ies .    
 In  the  fuel  ce l l  area ,  as  I  ment ioned,  we have s igni f icant  infras t ructure  and 
capabi l i t ies  here  in  upsta te ,  and i t ' s  a  chal lenging t ime because  some of  these  
ac t ivi t ies  are  led  by GM and Delphi .   Some of  these  act ivi t ies ,  l ike  Delphi ’s ,  for  
example ,  a re  in  an  advanced phase  and ready for  product ion in  2011.  However ,  
wi th  the chal lenges  we see in  the  automot ive  indust ry  today,  may be  in  quest ion.   

118



 
 

       

 
 
 

 The green IT area  i s  another  c lus ter  we have ident i f ied  Many organizat ions  
are  looking a t  the i r  IT infras t ructure  equipment  for  comput ing and data  centers ,  as  
wel l  as  pr in ters  and so  on,  wi th  an eye toward lowering the  footpr in t  of  the  eco-IT 
area  for  thei r  organizat ions .  This  has  opened the  oppor tuni ty  for  innovat ion 
ranging from equipment ,  to  services ,  to  bui ld ing equipment ,  and so  on.  
 Another  area  - -  and I  know one of  our  o ther  speakers  wi l l  be  ta lk ing about  
i t  - -  i s  b io- informat ics ;  so  I  wi l l  not  say  much about  th is ,  but  i t ' s  a  great  
oppor tuni ty  for  growth for  f i rms in  th is  region.  
 Another  area  we ident i f ied ,  based on the  exis t ing  infrast ructure  and the  
resources  here  in  upsta te ,  i s  remanufactur ing and recycl ing.  There  i s  s igni f icant  
growth in  this  area  based on many voluntary  take-back programs.   
 Smart  products  a lso  i s  an  area  that  we ident i f ied wi th  many regional  
s t rengths  in  th is  area .    
 I ’m going to  br ief ly  ment ion some of  the  in i t ia t ives  we ident i f ied ,  that  
rea l ly  target  what  the  federa l  government  or  New York Sta te  can do to  help  our  
c lus ters  here  to  increase  job growth and to  address  some of  the  chal lenges  that  we 
see  in  the  manufactur ing area .   
 The s t ra tegic  a l ignment  of  resources  i s  one  key area .   We ident i f ied 
s igni f icant  resources  tha t  exis t  in  ups ta te  New York.   We have a  notably wel l -
educated  labor  force  in  this  region.   We a lso  have s ignif icant  infras t ructure  in  this  
region.   The a l ignment  of  these  resources  was  ident i f ied  as  one of  the  major  
chal lenges  we face .  
 Promot ing New York Sta te  expor ts  was  a lso  another  area  that  we ident i f ied  
as  a  major  area  for  growth that  can help  many of  our  f i rms.  
 Global  market  expansion tools  can provide  many smal l  and medium-size  
companies  wi th  the  abi l i ty  to  unders tand how they can take  thei r  product  to  expor t  
market  and thus  grow thei r  bus iness  
 Research re la ted  to  how the  s ta te  or  the  federa l  government  can ass is t  our  
indust ry  i s  in tended to  help  companies  ident i fy  where  the  oppor tuni t ies  are  and 
help guide  them to  gain ent ry into  some of  these  markets  and ident i fy  what 's  
needed.  For  example ,  today we see  major  cer t i f ica t ion requirements  for  many 
countr ies ;  in  many economies ,  there  are  s ignif icant  equal  labels  requirements .  
Those  requirements  can be  barr iers  for  many medium and smal l -s ize  companies  
t rying to  enter  into that  market ,  because  i t  requires  a  s izable  inves tment  for  the  
companies  jus t  to  unders tand how they can meet  the  requirements .  
 Las t ly ,  I  would  l ike  to  s t ress  the  fac t  that  we have s ignif icant  infras t ructure  
in  the  region,  and the  univers i ty  sys tem that  exis ts  here  in  upsta te  New York offers  
t remendous  resources  for  indust ry .    
 However ,  our  s tudies  found that  70 percent  of  regional  manufacturers  sa id  
that  bas ica l ly  they have no col laborat ion wi th  the  univers i ty  sys tem al though they 
do have s ignif icant  over lap  in  terms of  technology wi th  many of  the  exis t ing 
programs a t  the  univers i t ies .  
 Manufacturers  a lso indica ted that  they would  l ike  to  work wi th  the 
univers i t ies .   Some of  the  th ings  that  they repor ted were  f rus t ra t ion over  
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in te l lec tual  proper ty  res tr ic t ions ,  conf l ic ts ,  contrac t ing process ,  and s low 
responsiveness  of  many research organizat ions  due to  some of  the  ru les  and 
regula t ions  we have to  comply wi th as  wel l .  
 Having sa id  that ,  I  th ink New York Sta te  does  have  the  s igni f icant  
resources  that  I  ment ioned ear l ier ,  and we a lso  have some br ight  examples  of  
advanced technology centers  that  are  doing s igni f icant  work wi th  the  c lusters  in  
thei r  areas .  
 So i t  i s  def in i te ly  an  area  where  we bel ieve  major  improvement  can happen,  
and that  would  a l low us  to  leverage  al l  the  univers i ty  resources  and capabi l i t ies  to  
ass is t  job  growth in  the  region.  This  i s  not  jus t  a  problem in  New York Sta te ;   i t  i s  
a  problem we see  nat ionwide.   
 SUNY and other  univers i t ies  in  New York Sta te  are  opera t ing a  number  of  
research centers  and R&D faci l i t ies  in  areas  such as  Buffa lo ,  Syracuse ,  Rochester ,  
Binghamton.  These  col lege-  and univers i ty-based research centers  have remarkable  
potent ia l  to  provide  ass is tance  to  companies  and c lus ters  where  they have the  
exper t ise .   
 I  apologize .   I  d idn ' t  look a t  the  sys tem here .  
 HEARING COCHAIR MULLOY:  The t ime.   I  d idn ' t  mean to  in terrupt  you,  
but  i f  you want  to  f in ish  up,  then we ' l l  go  on.  
 DR.  NASR:  Yes .   I  wi l l  conclude that  I  th ink we see  these  centers  as  a  
t remendous  oppor tuni ty  for  growth for  our  indust r ies ,  by providing the  mechanism 
to  a l low companies  to  work col laborat ively wi th  univers i t ies .  
 [The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Dr.  Nabi l  Nasr  
Director  of  the  Center  for  Integrated Manufacturing Studies ,  Rochester  

Inst i tute  of  Technology,  Rochester ,  New York 
 

Thank you for this opportunity to submit testimony to the US-China Economic & Security Review Commission. I 
am Nabil Nasr, Director of the Center for Integrated Manufacturing Studies and The Golisano Institute for 
Sustainability, both located here on the campus of Rochester Institute of Technology.  
 
The Center for Integrated Manufacturing Studies, or CIMS, was established in 1992 with a mission to increase the 
competitiveness of manufacturers through technology development and transfer.  CIMS represents a dynamic 
collaboration of in-house technical experts, as well as academic, industry and government resources. CIMS’ facility 
houses multiple research centers focused in specific technologies and industry sectors.  These centers include: the 
National Center for Remanufacturing and Resource Recovery (NC3R), Systems Modernization and Sustainment 
Center (SMS), Center for Sustainable Mobility, Center for Sustainable Production (CSP), and New York State 
Pollution Prevention Institute (NYSP2I). 
 
Each of these centers embodies programs that contain both focused research efforts and an active industry outreach.  
The success of these programs resulted in CIMS becoming a recipient of the U.S. Department of Commerce’s 
Economic Development Administration’s (EDA) Excellence in University Led Strategies award for 2009.  The EDA 
award recognizes innovative economic development projects or strategies of national significance and showcases 
best practices achieving outstanding results.  
 
It has been well documented that New York State is still undergoing significant job loss in the manufacturing sector, 
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which is a point of interest for this commission.  A multiyear research project entitled the Development of a 
Roadmap for the Revitalization of Upstate New York Manufacturing was conducted by CIMS to gain a clear 
understanding of the health of our manufacturing clusters in the region and identify what can be done to revitalize 
our manufacturing base.  This work at CIMS has identified several needed initiatives that could positively impact 
the New York State Economy.  These initiatives are focused on expanding existing clusters into new areas such as: 
smart products technology integration, and sustainable mobility technology development in areas such as fuel cells. 
Other initiatives are focused on enhancing industry resources and collaboration including enhancing partnership 
between universities and industry, which is critical to leverage university resources to advance innovations and 
technology development. I will cover some of these recommendations as follows. 

 
Let me start by discussing which industries have the potential to spearhead future economic growth of New York 
State. Based on my experience, there are several emerging high-potential industry sectors that could help fuel 
business growth in our state. They include: 

• Green Jobs:  The Pew Charitable Trusts finds that U.S. “green jobs” grew 9.1 percent between 1998 and 
2007, versus 3.7 percent for the overall job market. According to this report, green jobs represent over half 
the size of employment in the traditional energy sector and it’s gaining.  

• Alternative Fuels:  Despite the recession, the U.S. bio-fuel industry grew by 34 percent last year, adding an 
additional 240,000 new jobs. With the push toward energy independence, this industry should continue to 
expand. 

• Fuel Cells:  Lux Research predicts that global commercial sales of fuel cells will reach $1.8 billion in 
2012. This growth will be driven primarily by applications in residential heat/power systems and 
distributed generation.  

• Green IT: The Gartner group surveyed 620 organizations worldwide whether they were cutting spending to 
improve the energy efficiency of their IT systems. The results showed that for most businesses, green IT 
remains a priority. Forty-plus percent of survey respondents expected to spend more than 15 percent of 
their IT budgets on energy efficiency projects. 

• Bio-Informatics: Bioinformatics is the application of information technology to the field of molecular 
biology. RNCOS, a market research organization, predicts that biometric product lines, software, and other 
applications will achieve an annual market growth rate of 15.8 percent by 2010. 

• Remanufacturing and recycling: The remanufacturing industry is reinventing itself in response to the 
“green products” movement and many remanufacturers are growing. The U.S. remanufacturing industry 
generates $65 billion in sales, with the automotive sector contributing $37 billion of that total. 

• Smart Products: Smart products and production systems offer a great opportunity for NYS businesses. 
Smart products leverage intelligent systems, embedded sensors, and connectivity to provide customers with 
advanced utility throughout the life cycle. Likewise, smart production systems use information age 
technologies to optimize performance and quality while reducing environmental impacts and resource 
consumption. The value-add from smart products and systems applies to both large firms and small to mid-
size manufacturing companies. 

The New York State government has a significant role in promoting sunrise industries. Sunrise industries are high-
risk/high-potential enterprises that often require additional support from government to succeed in the global 
marketplace. Our study of Upstate’s industrial base found that the State government could aid high-potential 
manufacturers to compete globally by adopting these strategies: 

• Strategic Alignment of Resources. Provide long-term support and planning assistance for clusters impacted 
by manufacturing transformation; and, link statewide planning with federal strategies, including support for 
regional companies in areas of national importance and assistance in seeking federal investments. 

• Promote NYS exports by reforming policies surrounding exportation of New York centric products, and 
promote better linkage of company marketing and expansion efforts with cluster organizations and state 
resources. 
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• Global Market Expansion Tools: Create incentives for export-based manufacturing initiatives, and expand 
support to global market expansion programs. 

• Research & Report Out On Global Markets: Perform periodic reviews of potential trade policy and global 
initiative impacts on NYS industry clusters and proactively communicate results to impacted clusters. Also, 
support efforts on behalf of NYS companies regarding global trade policy fairness. 

Another key component in promoting future growth is the university system in New York State. There are 
tremendous resources available through our region’s college and university system -- both public and private -- to 
assist manufacturers in advancing innovation through the development of advanced technology industries that are 
geographically near to the university. Unfortunately several challenges inhibit strong linkages between New York 
universities and area companies. CIMS’ study found that 70 percent of regional manufacturers do not currently 
partner with universities, although over half of them would be interested in collaboration. At the root of this situation 
is a cultural divide between the for-profit business and non-profit research worlds. Companies said they were 
frustrated with the intellectual property restrictions, complex contracting processes, and slow responsiveness of 
many research organizations.  

To improve linkages between the private sector and the universities, the State should reform intellectual property 
policies to encourage and facilitate more technology development and transfer. The State should also strategically 
link both universities and Centers of Excellence to specific industry clusters that stand the best chance of benefitting 
from this collaboration.  
 
Despite these challenges, NYS has many bright examples of successful collaboration between advanced technology 
centers at NYS universities and industries. The work being done here at RIT-CIMS is a good example of 
encouraging the growth of advanced technology industries. 

SUNY and other universities in New York State are operating a number of research centers and advanced R&D 
facilities in the region. They include Albany, Buffalo, Syracuse, Binghamton, and Rochester. These college and 
university-based research centers have remarkable potential for providing assistance to industry. Today, many 
centers are focused on transferring technology and research to companies in a wide variety of fields. However, many 
NYS industries and companies have not been able to take full advantage of these resources, and linkages between 
centers and industry have not been strong according to our industry survey. To leverage the resources contained 
within the region’s research centers and advanced R&D facilities, the State should take an active role in connecting 
its Centers of Excellence to those industry clusters that could gain the most advantage from this form of partnership. 
New York State is not alone in its desire to foster high-growth and sunrise industries. Many people know that China 
has created a number of successful industrial parks. I am often asked if this strategy should be emulated in upstate 
New York. It is true that the Chinese have a strong commitment to large, broad-focus industrial parks to serve as 
business attractor. Many have paid back their investments handsomely, but some have failed, which has proven very 
costly. Let’s keep in mind that China-style industrial parks require massive long-term investments in planning, 
development, and infrastructure. I am not sure emulating this model is right for New York State. We in New York 
should leverage the strengths of Upstate. I suggest that the State support carefully selected and vetted high-potential 
business industry clusters. This would focus State funding on the best opportunities for sustainable business and jobs 
growth. 

This concludes my testimony, and again I would like to thank the commission for the opportunity to testify today. 

 
 HEARING COCHAIR MULLOY:  Thank you.  
 DR.  NASR:  I  thank you again  for  the  oppor tuni ty .  
 HEARING COCHAIR MULLOY:   Thank you,  Dr .  Nasr .  
 Dr .  LaVigne,  your  tes t imony,  when you ta lk  about  BioBay,  suggests  you 've  
been over  there  and you 've  seen what 's  happening in  China .  
 DR.  LaVIGNE:  Yes ,  I  wish I  had been over  there .   Actual ly ,  we had 
vis i tors  in  Buffa lo .  
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 HEARING COCHAIR MULLOY:  Oh,  you had vis i tors .   
 DR.  LaVIGNE:  Yes .  
 HEARING COCHAIR MULLOY:   Okay.   Go ahead.  
  

OPENING STATEMENT OF DR. MARNIE LAVIGNE 
DIRECTOR OF BUSINESS DEVELOPMENT, UNIVERSITY OF 

BUFFALO CENTER FOR ADVANCED BIOMEDICAL AND 
BIOENGINEERING TECHNOLOGY, BUFFALO, NEW YORK 

 
 DR.  LaVIGNE:  Very good.   Thank you so  much for  the  oppor tuni ty  to  
address  the  Commiss ion today.  
 As  you heard ,  I 'm Director  of  Business  Development  for  what  i s  ca l led  the  
Univers i ty  of  Buffa lo  CAT program,  which is  one  of  15 programs across  the  s ta te  
suppor ted by one of  our  economic  development  agencies  known as  NYSTAR. 
 I  ac tual ly  have an added advantage that  we did  ac tual ly  see  the  wisdom of  
pool ing a  couple  of  our  programs so  I  too  am par t  of  a  Center  of  Excel lence ,  of  the  
CoE.   As you heard referenced  in  Syracuse ,  we are  the  Center  of  Excel lence  for  the  
Buffa lo  region which specia l izes  in  b ioinformat ics  and l i fe  sc iences .  
 With  that  ro le ,  I  too br ing a  background that  i s  fa i r ly  eclec t ic .   I  was  a  
sc ient is t ,  a  U of  R grad actual ly ,  f rom many,  many years  spent  there  pr ior  to  
receiving my doctora te  in  c l in ical  psychology,  but  ac tual ly  went  f rom scient is t  to  
ent repreneur ,  d id  two s tar t -up companies ,  took them publ ic ,  and then actual ly  
moved in to  economic  development  arena ,  and now I 'm going a  lo t  of  workforce  
development .   So kind of  running across  the  spect rum.  
 Hopeful ly ,  I  br ing a  perspect ive  that  i s  informed by exper ience  as  wel l  as  
s tudying of  the  region.  
 The programs that  I  ment ioned actual ly  a l l  res ide in  the  Buffa lo  Life  
Sciences  Complex which we are  most  proud of .   I t  was  spawned through a  $200 
mil l ion publ ic-pr iva te  sponsorship ,  much l ike  the  Albany Nanotech Center ,  which 
you heard  of ,  but  a t  a  much,  much smal ler  scale ,  to  be  sure .  
 We do have three  ins t i tu t ions  tha t  are  key in  tha t  col labora t ive ,  and that ' s  
Univers i ty  of  Buffa lo ,  Roswel l  Park  Cancer  Inst i tute ,  as  wel l  as  Hauptmann-
Woodward Medical  Research Ins t i tu te .   These  are  our  region 's  premier  research 
ins t i tu t ions ,  and,  in  fac t ,  they 've  had an  incredibly  r ich  his tory  of  d iscovery.  
 For  example ,  the  most  widely  used tes t  for  pros ta te  cancer  detect ion,  the  
PSA tes t ,  was  actual ly  invented a t  Roswel l  Park .   Avonex,  a  widely  used drug for  
mul t ip le  sc lerosis  t rea tment ,  was  invented  in  Buffa lo ,  New York,  as  wel l .   The 
pacemaker ,  you may not  know,  was  invented in  Buffa lo ,  but  the  business  we 
ac tual ly  obtained there  and set  up  i s  in  Greatbatch,  which rea l ly  i s  more  of  a  
bat tery  technology,  and Medtronic  went  on to  go in to  the  b i l l ion  dol lar  market  cap 
range.  
 In  fac t ,  we ' re  very  proud of  our  h is tory .   There  are  great  examples  that  
show that ,  in  fac t ,  a l l  the  R&D that  we 've  ta lked about  here  can yie ld  great  
products  and services  in  addi t ion to  wonderful  k inds  of  ways  to  improve our  heal th  
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and qual i ty  of  l i fe .  
 Unfor tunate ly ,  for  our  region and a l l  of  New York Sta te ,  has  not  one of  
those  invent ions ,  and many,  many more  I  could  l i s t  for  you,  y ie lded any pr ivate  
sector  jobs  in  the  s ta te .   In  o ther  words ,  the  companies  tha t  took those  to  market  
d id  not  do that  here .  
 This  has  taught  us  some real ly  good lessons ,  and hopeful ly  we 're  learning 
f rom those  lessons ,  and I  th ink that  i t ' s  useful  to  share  here  today.  
 The key lessons  that  I  jus t  want  to  summarize  br ief ly ,  as  I  work in to  a  l i t t le  
b i t  more  deta i l ,  but  I  th ink they r ing t rue  wi th  so  much of  what  you 've  heard  here  
today.   The key lessons  for  us  are ,  f i rs t  and foremost ,  i s  tha t  we need to  assemble  
the  ful l  complement  of  s t ra tegica l ly-al igned resources--you 've  heard  that  phrase  
before--versus  opera t ing through our  mul t ip le  s i los  and t radi t ional  programs.  
 Secondly ,  we need to  inves t  in  opera t ional  e lements  for  bus iness  
development  versus  s t r ic t ly  invest ing in  capi ta l  expendi tures  l ike  bui ld ings  and 
equipment .  
 To bui ld  a  h igh- tech economy in  indust r ies  l ike  l i fe  sciences ,  renewable  
energies  and advanced manufactur ing,  we do know that  i t  requires  a  unique and 
s t ra tegical ly  combined gather ing of  technology innovat ion,  capi ta l  and workforce .   
The process  of  growing high- tech indust ry  revenues  and jobs  i s ,  in  fac t ,  dependent  
upon a  robust  p ipel ine  that  fac i l i ta tes  innovat ion development  and movement  f rom 
the  point  of  d iscovery  and invent ion to  the  ac tual  marketplace ,  as  you 've  heard  
again  pr ior  to  my discuss ing th is .  
 This  process  i s  dependent  on both  capi ta l  and ta lent .   So investments  in  our  
Center  of  Excel lence  in  Buffa lo  Li fe  Sciences  Complex,  again ,  we are  most  
gra teful  for  them.   They were  pr imar i ly  for  capi ta l  expendi tures .   So these  have 
gone far  indeed to  improve our  infras t ructure  and hard  asse ts ,  jus t  as  you 've  seen 
in  Albany and as  you ' re  seeing in  Syracuse,  but ,  in  fac t ,  we know that  we need to  
do more  than th is .  
 Recent ly ,  we are  see ing new federa l  and s ta te  in i t ia t ives  a lso  adding more  
dol lars  to  the  research and development  p ipel ine ,  and,  in  fac t ,  th is  i s  very exci t ing  
because  we know we can invent  more  when we have those  resources  for  our  
research programs.  
 But  what  of  the  o ther  resources  needed to  develop the  high- tech economy,  
especia l ly  in  regions  l ike  upsta te  New York where  i t ' s  not  happening natura l ly  
despi te  the  extensive  research funding?   
 This  concern  ac tual ly  holds  t rue  for  a l l  of  New York Sta te .   As  you know,  
we have one of  the  h ighest  research expendi tures  in  the  country .   In  fact ,  we ' re  
second jus t  to  Cal i fornia ,  but ,  in  fac t ,  i f  you look a t  the  typical  resource  needed to  
turn  th is  R&D into  commercia l  products ,  which is  of ten  in  the  form of  venture  
capi ta l ,  we ac tual ly  only  receive  four  percent  of  the  venture  capi ta l  inves ted  
nat ional ly ,  whereas ,  Cal i fornia  receives 47 percent  of  that  venture  capi ta l .  
 We 're  wel l  aware  that  we ' re  not  where  we need to  be .   We a l l  hear  about  
Si l icon Val ley  and Boston 's  h igh- tech corr idor ,  but  what  about  the  res t  of  the  
country?  
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 To ment ion--Pat ,  I 'm turning to  our  resul ts - -we have seen grea t  resul ts ,  but  
i t  has  been wi th  great  ef for t  t ry ing to  pool  resources  that  are  not  a l igned and are  
not  wel l  funded.   So our  resul ts  for  our  region are  that  the  l i fe  sc iences  has ,  in  
fac t ,  grown and re ta ined jobs  to  the  tune  of  5 ,000 jobs  in  the  pr ivate  sector  and in  
our  academic ins t i tu t ions .  
 We 're  p leased wi th  that  number .   We have spawned over  40 new l i fe  
sc iences  companies  s ince  we got  in to  th is  ini t ia t ive  in  about  2001.   We 're  showing 
typical ly  20- to-one re turn  on the  kind of  investment  we ' re  making in  our  ear ly  
s tage  Val ley  of  Death  company oppor tuni t ies .   So we 're  p leased about  that ,  and 
we 've  ac tual ly  grown our  to ta l  base  of  l i fe  sc iences  companies  to  over  140 wi th  
6 ,000 pr ivate  sector  employees .   We know private  sec tor  i s  where  i t ' s  a l l  a t .  
 For  us ,  th is  has  been ter r i f ic ,  but  we a lso  look a t  s ta tes  l ike  North  Carol ina ,  
who have made s ignif icant  long- term inves tments ,  much more  s igni f icant  than we 
have here .   We look a t  China  wi th  b ioBay,  and yes ,  we had vis i tors  come f rom 
bioBay,  two business  development  fo lks ,  wi th a  cadre  s i t t ing behind them back in  
China  that  was  nothing I  could  even imagine .  
 The bioBay exerc ise  i s  one  we absolute ly  must  learn  f rom.   We need to  
aggregate .  I t  doesn ' t  a lways have to  be  geographical ly  in  the  same space ,  but  there  
i s  no quest ion that  we need to  create  those  vi r tual  re la t ionships ,  and that  amounts  
to  people .   We must  have people  together ,  and we must  have people  who do the  
work l ike  the  work I  do,  and those  are  typical ly  the  dol lars  we do not  see .  
 The dol lars  are  for  bui ld ings ,  they are  for  equipment ,  but  they are  genera l ly  
not  for  the  operat ions  including the  ta lent  who has  business  exper ience  in  th is  
indust ry ,  and a lso  for  the  capi ta l  inves tment  in  the  young companies  and those  that  
are  t ry ing to  grow rapidly .  
 With  so  much our  federa l  government  can do to  ca ta lyze  our  new economy,  
I  th ink tha t  that  s t ra tegic  inves tment  i s  key.    
 A couple  quick i tems as  far  as  where  I  th ink we need to  make the  
inves tments  i s :  
 We have to  absolute ly  incent iv ize  and fund projects  but  make sure  tha t  i t ' s  
c lear  where  the  pr ivate  sector  win is .   As  you wel l  know,  many projects  don ' t  
de l ineate  that  careful ly .  
 We have to  increase  the  technology commercia l iza t ion funding beyond 
capi ta l  expenses ,  as  you heard  me say.  
 We need to  develop programs that  involve  mul t i -year  sus ta ined funding.  
 In  addi t ion,  we need to create  investment  capi ta l  programs that  ac tual ly  
incent iv ize  our  pr ivate  sector  to  jump in  hand- in-hand wi th  government .   
Pennsylvania ,  Ben Frankl in  Fund,  perfect  example .  
 We need to  deploy our  funding in i t ia t ives  through both  communi ty-based 
and univers i ty-based programs.   I  th ink we 've  learned that  th is  does  work.   We 're  
jus t  not  funding i t  a t  the  r ight  level .  
 In  addi t ion,  I  would  add that  we have to  br ing indust ry-savvy ta lent  in to  
economic development ,  workforce  development  and to  research arenas .   I  am an 
anomaly in  my world .   Most  people  have not  had the  kind of  exper ience  I  have had,  

125



 
 

       

 
 
 

and when you give  people  money who are  used to  spending i t  on  research programs 
or  t radi t ional  economic development ,  i t ' s  hard  to  expect  them to  know how to  t reat  
i t  d i f ferent ly .   So I  th ink we have to  rea l ly  innovate  in  our  people  that  we ' re  
br inging to  the  table .  
 And to  a  point  tha t  came up ear l ier ,  we do have to  address  regula tory  and 
t rade  issues ,  and I  have to  te l l  you I  am no exper t  in  i t ,  but  the  federa l  government  
can ' t  be  shy about  doing what 's  r ight  for  this  country .   So I  would jus t  urge  you to  
take  those  ideas  back,  and I  cer ta in ly  would  be  happy to d iscuss  those  in  more  
depth  wi th  you.  
 Thank you.  
 [The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Dr.  Marnie  LaVigne 
Director  of  Business  Development ,  Univers i ty  of  Buffalo  Center  for  

Advanced Biomedical  and Bioengineer ing Technology,  Buffalo ,  New York 
 

Thank you for the opportunity to submit testimony to the US-China Economic & Security Review Commission. I 
am Marnie LaVigne, Director of Business Development for two New York State-funded, university-based economic 
development programs at the University at Buffalo (UB): one is the NYS Center of Excellence in Bioinformatics & 
Life Sciences, and the other, which is also housed at the Center of Excellence, is the UB Center for Advanced 
Biomedical and Bioengineering Technology, known as the UB CAT, which is funded by the New York State 
Foundation for Science, Technology and Innovation.   
 
These programs reside in the Buffalo Life Sciences Complex spawned through a $200M public-private partnership 
involving both state and federal funding that includes the University at Buffalo, Roswell Park Cancer Institute and 
Hauptman-Woodward Medical Research Institute. These are our region’s premier research organizations that have a 
rich history of yielding substantial inventions and discoveries. One example of our local inventions is the most 
widely used test for prostate cancer called the PSA test. Another is the drug beta interferon, which ultimately 
became Avonex, the medication used to treat multiple sclerosis and that launched the biotech company, Biogen. In 
our largest life sciences sector, medical devices, the pacemaker was invented in Buffalo and became a major product 
offering of Medtronic.  
 
These are terrific examples showing how research investments and institutional groundwork can lead to 
improvements in health and quality of life, while spawning new businesses to create high-tech industry and jobs.  
Unfortunately for our region and all of NYS, the businesses that brought these inventions to market and created new 
jobs were not in NYS. This taught us that we in our region are missing something to build our high-tech economy. 
The entire United States should learn from these lessons as well, as we seek to compete in a global economy, 
particularly in high-tech sectors. Two key lessons are first and foremost that we need to assemble the full 
complement of strategically aligned resources vs. operating through multiple silos and second, that we need to invest 
in operational elements for business growth vs. strictly capital infrastructure.  
 
To build a high-tech economy in industries like life sciences, renewable energy, and advanced manufacturing, 
requires a combination of a) technology innovation, b) capital or funding, and c) workforce. The process of growing 
high-tech industry, revenues, and jobs is dependent upon a robust pipeline that facilitates innovation development 
and movement from the point of discovery and invention to the marketplace, through a process dependent upon both 
capital and workforce.  
 
Investments in our Center of Excellence and Buffalo Life Sciences Complex are going far to improve our 
infrastructure and hard assets, such as cutting edge equipment, to be able to drive technology innovation. In addition, 
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new federal and state initiatives funding research are yielding more grants for research programs. This means we can 
keep inventing more. But what of the other resources needed to develop the high-tech economy, especially in 
regions like Upstate New York where it is not happening naturally despite the extensive research funding? 
 
In fact, we need to coordinate the full set of resources to move these inventions from the lab to the marketplace. 
Let’s call these business development and technology commercialization resources. Unfortunately, the public-
private funding that created our Center of Excellence did not provide any such operational resources initially. We 
were left having to gather what programs already existed to fulfill our mission of economic development side-by-
side with translational research.  
 
This story rings true across New York State. As you may know, New York is among the top states in this country 
when it comes to its higher education system comprising dozens of institutions turning out research talent, 
conducting innovative research, and finding new discoveries. At the same time, we have one of the poorest records 
of translating this world class research and development into investments, new products, businesses, and jobs in our 
State. In fact, if you look at venture capital funding new business in the US, in 2007, New York State only captured 
4% of those dollars vs. California, which captured 47% of the venture capital investments. Furthermore, without a 
thriving economy to offer employment and business development opportunities, we continue to lose the best and the 
brightest and fail to attract new high-tech industry constituents to our State. This same story might be said not just 
about NYS relative to other states in the US, but about the US relative to other countries around the globe. We all 
hear about Silicon Valley and Boston’s high-tech corridor, but what about the rest of the country? 
 
The good news for our region is that we have made progress by coordinating literally dozens of organizations, 
combining university-based resources and traditional economic development programs, each of which has very 
small pots of dollars. Through these collaborative efforts our region has managed to launch over 40 new life 
sciences companies since 2002 and create or retain over 5000 jobs in this sector between industry and academic 
settings. Our work with dozens of life sciences firms over the past several years yielded over a 40:1 return on 
investment last year alone. The CAT program has shown a 20:1 return on investment across all regions and 
technology sectors in New York State since the new millennium, but it still only receives the same level of annual 
funding since it was launched in 1983, despite its success.  
 
I understand that the goal of economic development programs is to grow the private sector jobs as the highest 
priority. Even with very limited public resources fueling the effort, I am pleased to say that our region now has 
approximately 140 life sciences firms and over 6000 private sector employees in these companies. However, given 
the economic crisis we are in today, particularly in an already depressed region, we need to accelerate our efforts at 
building the life sciences and other new economy industries. Better coordination of state and federal initiatives can 
go far toward this goal. 
 
As you have heard thus far, the Buffalo Niagara region has a broad life sciences industry ranging from medical 
devices to diagnostics, pharmaceuticals, biomedical informatics, and research and development products and 
services. A central part of my job is to connect industry and academia in order to move technologies from the 
research lab to the marketplace. A small group of us spend each day leveraging our university research and 
development assets with three targets in mind: 1) helping start new companies based on these technologies, 2) 
growing existing companies by helping them add new products and markets, and 3) attracting companies who want 
to locate where they can be in this hotbed of new technology development.  
 
Where the efforts are struggling most is in strategically coordinating technology commercialization and business 
development resources and sufficiently funding such activities. Some states, like North Carolina, have made a 
significant, long term commitment to growing its biotechnology sector. At an international level, countries such as 
China have seen the wisdom of applying significant and sustained resources toward this end through the kind of 
science and industrial park environment embodied in bioBAY, for instance.  
 
BioBAY comprises a city-sized campus outside of Shanghai with more building and equipment than we in Buffalo 
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Niagara can imagine, plus all the people power to drive ever-expanding numbers of institutions and companies to 
engage with them. Yet, in our world here, this facilitating resource bringing partners to the table, known as business 
development, is typically embodied in a very small number of individuals spread among fragmented organizations 
with disconnected agendas and minimal high-tech industry familiarity or experience. Whereas at bioBAY, there is 
an entire business development department comprising dozens of high level individuals working toward the same 
comprehensive set of goals.  
 
Fortunately, private industry in the US and throughout the world already understands the critical nature of business 
development and related functions, such as marketing, and they are learning new ways of doing business in the 
global economy. Similarly, our government-supported initiatives must adapt to the new landscape of government-
academia-industry partnerships. This adaptation requires people resources – a different kind of resource than has 
resided traditionally in our economic development, workforce development and academic research settings. 
Furthermore, this is an investment in people vs. strictly buildings and other infrastructure.  
 
Similarly, the supply chain in high-tech industries like life sciences requires a virtual network of organizations that 
are global, where even research and development alone may need to be done in multiple locations, not to mention 
manufacturing, marketing and distribution on a global basis. Our life sciences companies have to embrace 
globalization to be successful, while being savvy about how to create a win-win arrangement across international 
boundaries. Again, this is where business development plays a significant role and publicly-funded resources can 
assist our growing companies. China clearly understands this new model of doing business, where in the US we still 
expect traditional economic development, such as one-shot trade missions, to be the answer.  
 
In addition to people resources who respond to this new business climate, bioBAY has capital to support companies 
in talent acquisition and other growth activities via grants, loans and equity-based programs. One could argue that 
China’s government infrastructure supports the organization of these resources in ways not possible in the United 
States. At the same time, as I mentioned previously, our private sector in the US has decided on its own where to put 
its investments in new business, as in 2007, where again, 47% of venture capital funding went to California, 12% to 
Massachusetts, 5% to Texas, 4% to New York with even smaller percentages to the rest of the country. We can 
assist in driving more of these dollars to whole array of innovation hubs throughout the US where there are 
strategically-located private-public partnership initiatives. The Buffalo Niagara Medical Campus and its Life 
Sciences Complex is just such a location, where a combination of business development talent and investment 
capital for companies, supported at least in part with public dollars, would accelerate high-tech industry growth. 
Although our Center of Excellence is not formally defined as an incubator, we have a dozen private sector firms 
who clearly are benefiting from the critical mass of translational research, start-up company activity and support 
resources offered on the Buffalo Niagara Medical Campus.  Similarly, incubators in our region set up through 
private and public funding should be brought into the fold through publicly-supported programs that promote 
science and industrial park networks.   
 
Despite these clear opportunities to catalyze growth of high-tech businesses, our federal government is still mired in 
trying to grant even the smallest support for our new economy. For example, recently our federal government was 
considering increasing its Small Business Innovation Research (SBIR) grants from 2.5% to 3.5% of the national 
research funding set aside, yet one of our budding life sciences entrepreneurs was just told that his funding will not 
be forthcoming as this meager increase in SBIR funding was not passed. Conversely, it seems incongruous when we 
contemplate the highly touted economic development through the Recovery Act only to realize that pouring huge 
amounts of stimulus dollars into our existing silos for research, economic development and workforce development 
only serves to increase our spending with little promise of tangible, sustained results due to the lack of coordinated, 
strategic investment. 
 
In fact, in our region, what might be called a fire hose of recovery act dollars has caused a suspension of strategic 
investment, only to yield a feeding frenzy on behalf of individual agenda items and a need for agencies to spend out 
the funds at a record pace. Once the stimulus dollars are gone, we are back to reduced budgets to try to support 
shelved high-tech strategic initiatives, where any exist at all. By way of example, in Buffalo Niagara state workforce 
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development funding has supported life sciences and advanced manufacturing programs for the past two years of 
$500,000 per year. The stimulus initiative is yielding literally millions of additional dollars to be spent in less than 
24 months, which requires a practical approach of having to direct the funds into existing programs, very few of 
which address building high-tech industry talent.  
 
The preferential focus of stimulus funding for green technology jobs and industry to the detriment other high-tech 
development opportunities critical to regions like ours who have attempted to foster these sectors is even more 
perplexing. Buffalo Niagara, like so many other regions, does not have programming in place that is linked with 
existing or projected job opportunities in the green technology sector. To date, there has been little analysis and 
strategic planning in our region to develop a coordinated approach to grow the energy and green tech sectors other 
than through traditional business attraction strategies, with neglect of growing existing companies and launching 
new businesses by capitalizing on technological advances in our institutions and industry. 
 
The solution to gaining ground in building our new economy is to stay focused on our target high-tech sectors, such 
as life sciences in our region. With this focus, the task is to create a pipeline of translational research, technology 
commercialization and economic development initiatives that combine the most successful elements of traditional 
economic and workforce development programs with university-based technology development and 
commercialization programs. More specifically, our state and federal government needs to be the catalyst to engage 
the private sector in this partnership effort via programs designed to: 
 
• Incentivize and fund projects, including translational research and technology commercialization, that involve 

multi-organizational coordination where clear-cut economic impact in the private sector is delineated; private 
sector involvement in such projects must be a requirement at the application phase. 

 
• Increase technology commercialization funding to include more than just capital expenses; including funding 

for operations that mirror best practices in industry engaged in a global, high-tech, multi-organizational, 
interdisciplinary environment is a good model to follow. 

 
• Develop programs that involve multi-year funding for research and industry growth, leveraging industry and 

science parks where appropriate, that require participation of state-level programs working in combination with 
federal support. 

 
• Create investment capital programs that engage both the angel investor and venture capitalist in supporting the 

launch of our new economy beyond the few currently active areas such as Silicon Valley and Boston. 
 
• Deploy funding initiatives through a combination of community- and university-based economic development 

programs that engage a new type of industry-savvy talent than traditionally seen in these settings. 
 
The new economy in our region and in so many areas throughout the US is in its infancy, and like an infant, it 
cannot be starved or fed sporadically in its early days and expected to thrive down the road. The promise of a robust 
high-tech economy deserves the proper kind of upbringing catalyzed by strategically-aligned public investments that 
break down the existing silos and engage the private sector in ways that are anything but business as usual. 
 

  
 HEARING COCHAIR MULLOY:  Thank you,  Dr .  LaVigne.  
 Mr.  Pat ton,  thank you for  being here .  
  

OPENING STATEMENT OF MR. EDWARD PATTON 
DIRECTOR OF SALES AND MARKETING, ROCHESTER PRECISION 

OPTICS,  WEST HENRIETTA, NEW YORK 
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 MR.  PATTON:  Thanks .   I  ac tual ly  am speaking on behalf  of  not  only  my 
thoughts  and my exper iences  in  the  photonics  indust ry ,  30 years ,  pas t  business ,  90 
percent  of  the  jobs  moved to  China ,  but  a lso  my col leagues  wi thin  the  photonics  
c lus ter  here  in  New York.  
 Jus t  a  l i t t le  b i t  on  opt ics  i t se l f .   Opt ics  have a  pervas ive  impact  on our  
dai ly  l ives ,  but  the  impact  i s  rare ly  not iceable  because  the  products  of  opt ica l  
technology are  i ronical ly  of ten  invis ib le  and because  we accommodate  so  swif t ly  
to  modern technology.  
 Today,  we pay l i t t le  a t tent ion to  the  infrared remote  control ,  LCD TVs,  
laser  pr inters ,  as  we do to  the  mir rors  that  have been wi th  us  s ince  ant iqui ty .  
 Besides  the  products  we use  dai ly ,  opt ics  i s  an  enabl ing technology.   I f  i t  
weren ' t  for  progress  in  UV opt ics  and UV lasers ,  Moore 's  Law and the  dramat ic  
exponent ia l  growth could  not  have happened.  
 Opt ics  a lso  provides  super ior i ty  in  the  defense  world--night  v is ion sys tems,  
long-range survei l lance ,  miss i le  guidance and avers ion sys tems.   One only  needs  to  
g lance  a t  a  modern weapon sys tem in  the  hands  of  our  soldiers .   I t  has  a  thermal  
imaging s ight ,  i t  has  n ight  v is ion,  laser  des ignators ,  and a  p le thora  of  opt ical  
devices  to  protect  our  soldiers  and provide super ior i ty  over  the  enemy of  today.  
 In  the  Rochester  area ,  across  the  country ,  there  are  several  regions  that  
have a  s t rong base  in  the  photonics  or  opt ics  indust ry ,  and upsta te  New York is  
among the  most  prominent .    
 The domest ic  opt ics  indust ry  began in  Rochester  as  ear ly  as  1880 when 
Bausch & Lomb and Eastman Kodak began manufactur ing camera  lenses .   Indust ry  
growth increased so  that  by the  ear ly  1900s ,  Rochester  became home to  over  ten  of  
the  largest  camera  and opt ics  manufacturers  in  the  world .  
 By the  mid-20th  century ,  Kodak 's  "Hawkeye" fac i l i ty  was the  larges t  opt ics  
fac i l i ty  in  the  world.   Today,  the  major i ty  of  those  jobs  are  in  Asia .  
 There  are  over  60 leading opt ica l  and photonic  companies  in  Rochester  
a lone,  a long wi th  18 outs tanding col leges  and univers i t ies .   This  includes  RIT,  
Univers i ty  of  Rochester ' s  Inst i tute  of  Opt ics ,  which is  a  mul t imi l l ion  dol lar  
research engine  based at  the  Univers i ty  of  Rochester .  
 S ince  i t s  crea t ion,  the  Ins t i tu te  of  Opt ics  has  granted more  than 2 ,500 
degrees  in  the  f ie ld  of  opt ics ,  approximately  hal f  of  a l l  the  degrees  awarded in  
opt ics  in  the  Uni ted Sta tes .  
 As  I  speak today,  there  are  over  200 execut ives  of  the  New York photonics  
c lus ter  get t ing together  for  a  golf  fundrais ing act iv i ty  which las t  year  ra ised 
$16,000 for  the  Chi ldren 's  Hospi ta l  a t  St rong Memoria l .   The New York photonics  
c lus ter  i s  the  largest  and most  ac t ive  photonics  c lus ter  in  the  country ,  and i t  i s  a  
v i ta l  resource  to  the  economic growth for  our  local ,  s ta te  and federa l  governments .  
 We wish the  Commiss ion had held  i t s  hear ing in  Rochester  this  past  May 
when over  1 ,700 representa t ives  f rom every  company and every  country  concerned 
wi th  opt ica l  fabr icat ion  t raveled  to  Rochester .   Opt i fab  i s  an  opt ical  fabr ica t ion  
conference  that  i s  he ld here  every  other  year .  
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 The New York photonics  c lus ter  has  been compet ing wi th  governments  that  
pour  many mil l ions  of  dol lars  into  promot ing thei r  opt ics ,  photonics  and imaging 
indust r ies .   We have been compet ing on a  shoest r ing budget  of  less  than $250,000 
per  year ,  two- thi rds  of  i t  provided by indust ry .   This  year  the  New York Sta te  
Senate  e l iminated the  s ta te 's  contr ibut ion to  our  ef for ts .    
 New York photonics  i s  a lso  par t  of  the  Emerging Indust ry  Al l iance of  New 
York Sta te .   The Emerging Indust ry  Al l iance  authored the  legis l a t ion for  Qual i f ied  
Emerging Technology Credi t ,  a  tax  credi t  for  sunr ise  indust r ies  in  the  New York 
Sta te .  
 The role  of  s ta te  government  i s  to  help  the  indust ry  promote  the  indust ry .   
There  i s  no way the  s ta te  government  could  get  bet ter  resul ts  for  the  same dol lar  
than by suppor t ing the  Emerging Indust ry  Al l iance ,  as  they have for  the  pas t  15  
years ,  unt i l  2010 when the  funding was  cut .  
 How wil l  th is  funding affect  our  promot ional  ac t iv i t ies?   For  example ,  a t  
Photonics  West  in  San Francisco,  the  larges t  annual  conference in  our  indust ry ,  
China ,  Germany,  France ,  and Canada wi l l  be  promot ing thei r  photonics  indust r ies  
in  g igant ic  footpr in t  pavi l ions  tha t  a re  fu l ly  funded by thei r  governments .  
 Germany 's  pavi l ion,  for  example ,  wi l l  be  two s tor ies  and over  4 ,000 square  
fee t .   New York Sta te ,  which competes  wi th  those  nat ions  by promot ing New York 
as  a  v i ta l  center  for  this  global  indust ry ,  has  chosen not  to  cont r ibute  to  the  New 
York Pavi l ion in  2010.   Simply put ,  we cannot  compete  wi thout  New York 's  
par t ic ipat ion.  
 Another  quest ion that  was  asked of  us  pr ior  to  convening of  th is  panel  was  
how can New York suppor t  the  development  of  advanced technology indust r ies  that  
are  geographical ly  proximate  to  the  univers i t ies?  
 Simply put ,  th is  a l ready happens .   What  i s  miss ing is  seed money.   Every  
year  panels  are  convened upon the  promise  that  univers i t ies  need to  get  more  and 
more  research dol lars ,  and that  th is  wi l l  resul t  in  economic development .   Ful l  t ime 
lobbyis ts  are  employed to  convince  pol i t ic ians  that  th is  i s  the  future  of  economic 
development .  
 As  an indust ry  group,  we have no problem with  academics  get t ing research 
dol lars ,  but  i t  needs  to  be  acknowledged that  successful  companies  know how to  
innovate .   Perhaps  some of  the  research dol lars  should  be  provided to  companies  in  
the  form of  vouchers  to  f ind research par tners  among the  New York Sta te 's  
univers i t ies .  
 More  R&D dol lars  need to  be  invested in  companies ,  not  jus t  univers i t ies ,  
a long wi th  providing incent ives  and tax  credi ts  for  more  commercia l  R&D to 
provide  seed dol lars  to  suppor t  ear ly-s tage  emerging companies .  
 You know jus t  another  thing I  heard  a  l i t t le  b i t  ear l ier  today,  you know,  
ta lk ing about  the  IP and IP migrat ing out  of  the  U.S. ,  and you know,  the  same 
th ing,  I  th ink we ta lked about  in  New York.   You know there 's  a  lo t  of  IP  
developed here  and where  does  i t  go?   I t  leaves  the  s ta te  and leaves  the  country .  
 You asked about  incubators .   I 've  got  a  fa i r ly  good example  of  an  incubator  
that  worked.   I t  was  academic ,  indust ry ,  and government  working together  in  the  
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Rochester  opt ics  indust ry .   I t  was  cal led  the  Center  for  Opt ics  Manufactur ing,  
COM. 
 In  1999,  the  Univers i ty  of  Rochester ,  Harvey Pol l icove f rom Eastman 
Kodak,  and the  American Precis ion Opt ics  Manufacturers  Associa t ion,  a long wi th  a  
$4.8  mi l l ion contract  f rom the  U.S.  Army Mater ie l  Command,  created a  
col laborat ion to  develop advanced opt ica l  technology and equipment  for  U.S.  
opt ica l  manufacturers .  
 COM was char tered wi th  meet ing the  needs  of  a  fa l ter ing U.S.  opt ics  
manufactur ing indust ry  that  was  los ing ground to  overseas  manufacturers .   Though 
the  funding for  th is  col labora t ion was  re la t ive ly smal l ,  the  development  that  
sprang f rom i t  was  great  and impacted each one of  us  each day of  our  l ives .    
 The MRF,  or  Magneto  Rheological  Finishing,  technology developed through 
QED and COM, is  used by a l l  of  the  world 's  top  manufacturers  of  UV,  u l t raviole t ,  
opt ics  for  semiconductor  l i thography sys tems.   These  systems enable  the  
semiconductor  indust ry  to  achieve  the  decreasingly  smal ler  and smal ler  l ine  widths  
leading to  the  evolut ion  of  fas ter  computers  and everything digi ta l  around us  
today.  
 Unfor tunate ly ,  a t  th is  point ,  the  funding for  COM has  been e l iminated and 
that  ent i ty  no longer  exis ts  as  an  incubator  for  opt ics  manufactur ing.  
 HEARING COCHAIR MULLOY:  Mr.  Pat ton,  we ' re  going to  have to  f in ish  
up,  but  you have some very good recommendat ions  in  your  tes t imony.   Why don ' t  
you ment ion a  few of  those  and then we ' l l  move on?  
 MR.  PATTON:  The f ive  recommendat ions  tha t  we fe l t  were real ly  
impor tant :  
 Craf t  a  nat ional  v is ion--  
 HEARING COCHAIR MULLOY:  Craf t  a  v is ion.  
 MR.  PATTON:  Craf t  a  v is ion,  rea l ly  from the  nat ional  point .   I  th ink i t  
was  sa id  ear l ier  on one of  the  panels ,  do we want  to  p ick the  winners?   Maybe we 
need to  p ick the  winners .   We haven ' t  done that  in  the  U.S. ,  but  maybe we need to .  
 Create  incent ives  for  keeping IP developed in  the  U.S.  to  s tay  in  the  U.S.   
Dr .  Eugene Arthurs ,  the  CEO of  SPIE,  who presented to  the  Commiss ion ear l ier  in  
the  spr ing,  he  s ta ted-- in  tes t imony,  he  sa id:  
 We need to  se lec t  key manufactur ing technologies  and do what  i s  needed to  
have world- leading plants  in  the  U.S.   The decades  of  work in  the  Depar tment  of  
Energy laborator ies  should  lead to  solar  energy manufactur ing here  and not  the  
ins ta l la t ion and maintenance of  imported  panels  and the  out f low of  incent ive  
dol lars  to  suppor t  jobs  e lsewhere .  
 We a lso  recommend that  the  federa l  and s ta te  funds  cont inue to  suppor t  the  
incubators ,  univers i ty  and pr ivate  sector  research and the  photonics  c lus ters .  
 We recommend that  the  government  and New York Sta te  inves t  more  in  th is  
indust ry  by providing expanded SBIR programs,  low-cost  loans  and/or  grants  to  
help  pr ivate  indust ry  grow and compete  global ly .  
 And f inal ly ,  we s t rongly  recommend that  the  federa l  government  include a  
t rue  "Buy American Act"  c lause  in  the  government 's  cont racts  that  are  awarded to  
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opt ica l  components  and e lec t ro-opt ica l  assembly manufacturers .  
 [The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Mr.  Edward Patton 
Director  of  Sales  and Market ing,  Rochester  Precis ion Optics ,  West  

Henriet ta,  New York 
 

Thank you to the commission for this opportunity to share some views from our local optics community. We believe 
that the Federal Government could be better aligned with industry and our state and local governments to put our tax 
dollars to more effective use and make sure that critical technology and jobs related to the photonics industry remain 
on shore. This is not only an economic issue, but a matter of National Security. 
 
The 20th Century was the century of the electron and now the 21st century is the century of the photon. 
 
Exactly what comprises the optoelectronics or photonics industry?   According to a paper written by the Committee 
on Optical Science and Engineering, National Research Council in 1998, it is “the field of science and engineering 
encompassing the physical phenomena and technologies associated with the generation, transmission, manipulation, 
detection, and utilization of light. Optics have a pervasive impact on our daily lives, but that impact is rarely 
noticeable because the products of optical technology are, ironically, often invisible and because we accommodate 
so swiftly to modern technology. Today we pay little attention to the infrared remote control, LCD TV’s and laser 
printers as to the mirrors that have been with us since antiquity.” Besides the products we use daily, optics are an 
enabling technology. If it weren’t for the progress in UV lasers and optics, Moore’s Law and the dramatic 
exponential growth of the digital chip could not have happened. According to Washington DC based OIDA 
(Optoelectronics Industry Development Association) the global optoelectronics industry in 2008 was $356 billion. It 
seems the U.S. should be doing everything we can to strengthen this industry and generate and retain jobs.  
 
Optics is a critical technology that must remain strong in the US  
 
In 1996 the National Science Foundation and other US agencies asked the Japanese Technology Evaluation Center 
(JTEC) to assess the current state of optoelectronics research, development, and manufacturing in Japan compared to 
that in the United States. It found that while optoelectronics is regarded as important in the United States, this field 
has not achieved anywhere near the visibility and significance that it has in Japan. The panel regarded this as a 
significant long-term problem for the United States as it struggles to maintain its worldwide leadership in electronics 
technologies for the future. The panel concluded that in this respect, the Japanese have a much clearer understanding 
of the crucial role that optoelectronics technology plays in the development of future electronic and communication 
systems.  
 
In the 20th century, large corporate research facilities such as Bell Labs, 3M and Eastman Kodak Company fueled 
the creativity and research that birthed enabling technologies for government and commercial applications. 
Innovations such as solid state, integrated circuitry and MEMS devices gave rise to an endless supply of products 
that find application in all areas of defense, medical, industrial, and commercial products. Yet now in the 21st 
century these corporate resources have mostly disappeared as companies focus more on short term profit and less on 
long term goals. Executives under pressure to increase the company’s stock value are constantly faced with 
decisions of balancing the short and long term needs of the company, and it seems there are few enticements to 
support research and development efforts. This is where federal and state agencies can play a much more prominent 
role. 
 
The U.S. should not rely on corporate America to unilaterally develop long range goals and policies that compete 
with foreign governments. As long as businesses emphasize a short term focus on profits, it is clear that a long term 
vision must be crafted and implemented by the US government. We are not talking about government bailouts and 
intervention in the free market economy that serve as short term fixes to address the symptom rather than the source 
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of the problem. We are suggesting that the government do more to incentivize business to invest in our future for the 
security of our country and the security of our families and their children. Government policy needs to focus on 
promoting and protecting technological advancements in our nation. 
 
Technological superiority in the global optics industry is critical to the defense and security of our nation as well as 
being a key enabler of existing and emerging commercial applications. Optics provide Defense with superior 
advantage through night vision systems, long range surveillance, and missile guidance and aversion systems. One 
only needs to glance at a modern weapon system in the hands of our soldiers. It has thermal imaging sights, night 
vision, laser designators, and a plethora of optical devices that protect our soldiers and provide superiority over the 
enemy of today.  
 
Rochester is the epicenter of the optics community, both in academia and manufacturing  
 
Across the country there are several regions that have a strong base in the photonics or optics industry, and upstate 
New York is among the most prominent. The domestic optics industry began in Rochester as early as 1880 when 
Bausch and Lomb and the Eastman Kodak Company began making camera lenses. Industry growth increased so that 
by the early 1900’s Rochester became home to over ten of the largest camera and optics companies in the world. By 
the mid 20th century, Kodak’s “Hawkeye” facility was the largest optics facility in the world. Today the majority of 
those jobs are in Asia.  
 
There are over 60 leading optical and photonic companies in Rochester alone along with 18 outstanding colleges and 
universities. This includes RIT and University of Rochester’s  Institute of Optics, a multimillion dollar research 
engine based at The University of Rochester. Since its creation, The Institute of Optics has granted more than 2500 
degrees in the field of optics – approximately half of all the degrees awarded in optics in the United States.  
 
As I speak today, there are over 200 executives of New York Photonics Cluster (PIANY) getting together for a golf 
fundraising event which raised over $16,000 dollars last year for the Children’s Hospital at Strong Memorial. The 
New York Photonics Cluster is the largest and most active Photonics cluster in the country and is a vital resource to 
economic growth for our local, state and federal governments. 
 
We wish that The Commission held its hearings in Rochester this past May, when over 1,700 representatives from 
every company and every country concerned with optical fabrication traveled to Rochester, NY for an optical 
fabrication conference that is held here every other year: Optifab.  
 
New York Photonics, our industry cluster, has been competing with governments that pour many millions of dollars 
into promoting their Optics, Photonics and Imaging industries.  We have been competing on a shoestring budget of 
less than $250K per year, two thirds of it provided by industry.  This year, The New York State Senate eliminated 
the State's contribution to our efforts.  
 
New York Photonics is also part of The Emerging Industry Alliance of New York State.  The Emerging Industry 
Alliance authored the legislation for the Qualified Emerging Technology Credit, a tax credit for the sunrise 
industries in New York State.   
 
The role of the State Government is to help the industry promote the industry.  There is no way that New York State 
could get better results for the same dollar than by supporting the Emerging Industry Alliance as they have for 15 
years -- until 2010 when funding was cut.   
 
How will this funding cut affect our promotion efforts?  For example: at Photonics West, the largest annual 
conference in our industry,  China, Germany, France, and Canada will be promoting their OPI industries in gigantic 
footprint pavilions that are fully funded by their governments.  Germany's pavilion, for example, will be two-stories 
and over 4,000 square feet.  New York State, which competes with those nations by promoting New York as a vital 
center for this global industry, has chosen not to contribute to the New York Pavilion in 2010.  Simply put, we 
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cannot compete without New York's participation. 
 
Another question that was asked of us prior to the convening of this panel was "how can New York support the 
development of advanced technology industries that are geographically proximate to the university?" 
 
Simply put: this already happens.  What is missing is seed money.  Every year panels are convened upon the 
premise that universities need to get more and more research dollars and that this will result in economic 
development.  Full time lobbyists are employed to convince politicians that this is the future of economic 
development.  As an industry group we have no problem with academics getting research dollars, but it needs to be 
acknowledged that successful companies know how to innovate.  Perhaps some of the research dollars should be 
provided to companies in the form of vouchers to find research partners from among New York's universities.  More 
R&D dollars need to be invested in companies, not just universities along with providing incentives and tax credits 
for more commercial R&D and provide seed dollars to support early-stage emerging companies.   
 
Additionally New York State needs to be paying attention to how the I.P. paid for with New York dollars is 
licensed/transferred, and where the products created from that I.P. are then manufactured.  New York State has 
funded research enabling new products that are now being manufactured in other countries.  Surely this is counter to 
the goals of New York's investment in sunrise technologies.  

Incubators - Rochester industry/academia and government support  

A good example of academia, industry and government working together in the Rochester optics industry is COM 
(Center for Optics Manufacturing). In 1999 The University of Rochester, Harvey Pollicove from Eastman Kodak, 
and the American Precision Optics Manufacturers Association with a $4.8million contract from the US Army 
Material Command created a collaboration to develop advanced optical technology and equipment for US optical 
manufacturers. COM was chartered with meeting the needs of a faltering US optics manufacturing industry that was 
losing ground to overseas manufacturers and in decline for a decade. Two companies which are world known and 
compete globally were born from this collaboration. QED based in Rochester developed a technology known as 
MRF (Magneto Rheological Finishing) which is used to produce the world’s most accurate optical surfaces and 
Optipro Systems, which is synonymous with world-leading computer controlled machine tools and equipment for 
deterministic fabrication of precision optics. Though the funding for this collaboration was relatively small the 
development that sprang from it was great and impacted every one of us every day of our lives. The MRF 
technology developed through QED and COM is used by all of the world’s top manufactures of UV (ultraviolet) 
optics for semiconductor lithography systems. These systems enabled the semiconductor industry to achieve 
decreasingly smaller and smaller line widths leading to the evolution of faster computers and everything digital 
around us today. Unfortunately, at this point, the funding for COM has been eliminated and that entity no longer 
exists as an incubator for optics manufacturing.  
 
Conclusions: 
 
1. Craft a National Vision  
The United States must craft a clearly defined, long-term vision for the direction of research and more importantly 
put more emphasis on development. 
 
2. Create Incentives for keeping IP developed in the US to stay in the US 
As Dr. Eugene Arthurs (CEO, SPIE) stated in testimony to this commission, “We need to select key manufacturing 
technologies and do what is needed to have world leading “plants” in the U.S. The decades of work in the DOE 
laboratories should lead to solar energy manufacturing here and not the installation and maintenance of imported 
panels and the outflow of incentive dollars to support jobs elsewhere”.   
 
3. We recommend that Federal and State funds continue to support the Incubators, University and Private 
Sector Research and the Photonic clusters.  

135



 
 

       

 
 
 

 
4. We recommend that the Federal Government and NYS invest more in this industry by providing expanded 
SBIR programs, low-cost loans and/or grants/ to help private industry grow and compete globally.  
 
5. We strongly recommend that the Federal Government include a true “Buy American Act” clause in the 
government contracts that they are awarding for optical components and electro-optical assemblies. 
 
Within the last couple of months the US Army made 2 contract awards for AN/PVS-14, Night Vision Goggle optical 
subassemblies that totaled over $4.1M. The two companies that received these contracts are simply procuring the 
optics from offshore sources in Singapore and Japan. It is shameful that our tax dollars continue to be used to create 
jobs in foreign countries, especially during these difficult economic times.  
 
US policymakers need to do a better job of providing government agencies and industry with direction and the 
funding that is necessary to foster innovation and keep critical technologies and jobs within the borders of the 
United States. 
 
Thank you. 
 

 
 HEARING COCHAIR MULLOY:  Thank you.  I  want  to  le t  you know that  
Commiss ioner  Shea-- that  NPR is  doing a  radio  show on th is  hear ing-- thei r  local  
af f i l ia te- -so  he 's  down there  doing that .  He didn ' t  mean to  be  impol i te  to  th is  
group.  
 MR.  PATTON:  No problem.   I  d idn ' t  know.  
 [Laughter . ]  
 HEARING COCHAIR MULLOY:  Mr.  Barons .  
  

OPENING STATEMENT OF MR. CLIVE R.  BARONS 
VICE PRESIDENT, STRATEGY INTEGRATION, FUJI XEROX 

OPERATIONS,  WEBSTER,  NEW YORK 
  
MR.  BARONS:  Thank you,  members  of  the  Commiss ion,  for  a l lowing me the  
oppor tuni ty  to  tes t i fy  today on  the  chal lenges  to  our  country  and th is  region f rom 
the  perspect ive  of  Xerox Corporat ion.  
 Actual ly  I 've  been wi th  Xerox for  37 years ,  which is  60 percent  of  my l i fe  
and 50 percent  of  Xerox 's  l i fe ,  in  two di f ferent  countr ies .    
 I  wi l l  g ive  you some background on Xerox f i rs t .   Our  2008 revenue was  
$16.8  bi l l ion.   Now,  that  ac tual ly  excludes  a  large  amount  of  revenue which isn ' t  
counted because  Asia-Paci f ic  i s  managed by a  minor i ty  join t  venture ,  Fuj i  Xerox,  
where  we own 25 percent  equi ty .   So the  revenue is  not  consol idated.  
 So essent ia l ly  we 're  $25 bi l l ion company,  which is  head- to-head wi th  two 
other  major  p layers  in  the  indust ry ,  one  Japanese  and one U.S.  company,  wi th  two 
le t ters .   And al l  our  major  compet i t ion i s  e i ther  U.S.  or  Japanese-based,  a  few 
smal ler  European players ,  and some emerging Korean players .  We have no di rec t  
compet i tors  in  our  indust ry  from China .  
 Xerox 's  main  interes t  in  China  at  the  moment  i s ,  in  fac t ,  the  source  of  low-
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cost  components .   We have been very  successful  wi th  that  and saved in  t imes  up to  
40 percent  of  the  product  cos t  by moving components  over  to  China .  
 Those  are  of ten  the  lower  technology type of  components ,  but  we do see  a  
s ignif icant  long-term threat  f rom China,  and there 's  an  old  adage in  outsourcing in  
that  f i rs t  you move the  low-tech,  s imple  jobs ;  secondly ,  you move the  supply  base  
to  be  wi th the  assembly jobs;  then,  you begin  to  move the technology;  and then 
you 've  los t  the  business .  
 So a l though we don' t  have  any di rect  compet i tors  a t  the  moment  f rom 
China ,  i t ' s  a lways  possib le ,  they could  eventual ly  move in to  that .   As  I  th ink Japan 
took on the  U.S. ,  and Europe and Korea  is  now taking on Japan,  China  may come 
next .  
 Local ly ,  Xerox has  a  long proud his tory  in  upsta te  New York.   I t ' s  been our  
headquar ters  from the  operat ional  s ide ,  a l though our  headquar ters  f rom corporate  
governance was  in  Stamford,  Connect icut ,  Norwalk  now.   65 percent  of  our  R&D 
resources  are  based in  Monroe County .   We employ 7 ,000 people .   We spend $6 
bi l l ion a  year  local ly  in  wages  and sa lar ies  and wi th  taxes  and wi th  local  suppl iers .  
 Our  core  g lobal  operat ions  are  a lso  based here :  research,  technology,  
product  development ,  s t i l l  some manufactur ing,  and global  procurement  
opera t ions .  
 We a lso  have the  North  American  sa les ,  services  and market ing 
organizat ions--and a  lo t  has  been sa id  today on the  environmenta l  s ide--and our  
environmental  heal th  and safe ty  group is  based in  Webster ,  New York here .  
 We bel ieve  we 're  a  good member  of  the  local  communi ty  f rom an 
educat ional ,  socia l  and service  perspect ive .   We contr ibute  both  in  money and 
t ime.    
 For  example ,  Uni ted  Way:  we contr ibute  $2 mil l ion  annual ly ,  and hal f  of  
that  i s  f rom the  company and hal f  of  that  i s  by pr ivate  employee donat ions .   And 
we 've  g iven $2 mi l l ion  to  RIT in  funding,  $1 .8 mi l l ion to  MCC,  $1 mi l l ion  to  
Univers i ty  of  Rochester ,  and to  many other  educat ional  es tabl ishments .  
 The reason we do th is  i s  because  we depend on local  univers i t ies  for  wel l -
educated and technical ly  advanced workforce ,  and in  ta lk ing to  Mr.  Pat ton jus t  
before  we came on,  I  learned he  was  f rom Flor ida ,  and what  we learned some t ime 
ago is  that  because  of  the  unusual  weather  condi t ions  in  Rochester- -  
 [Laughter . ]  
 MR.  BARONS:  - - i f  we hi re  graduates  s t ra ight  out  of  Arizona or  Flor ida ,  
they don ' t  a lways  s tay  once they get  through a  winter .    
 We 're  a  technology- led company.   I  bel ieve  there 's  three  sources  of  weal th  
creat ion:  physical  resource;  natura l  resource;  and in te l lec tual  proper ty .   We ' re  an  
in te l lec tual  proper ty  company,  and hal f  the  609 patents  we were  awarded las t  year  
or ig inated in  Monroe County.  
 So we need to  sus ta in  th is  innovat ion engine ,  and we f ind l inks  with  the  
local  communi t ies  l ike  RIT very ,  very  helpful  in  doing that .   And i t ' s  not  jus t  a t  
the  univers i ty  and col lege  levels .   We a lso have our  employees  volunteer  thei r  t ime 
a t  the  school  levels .  
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 At  the  high school  level ,  we suppor t  the  FIRST program and Nat ional  
Geographic  compet i t ions .   At  middle  school ,  there 's  a  sor t  of  a  smal ler  vers ion of  
that  ca l led  FIRST LEGO, which gives  school  chi ldren in  middle  school  an  ear ly  
exposure  to  engineer ing,  and in  e lementary  schools ,  we have the  Xerox Science 
Consul tant  program,  which has  been running s ince  1968.   I  th ink we 've  had 700 
s tudents  we 've  t ra ined in  that  program.  
 Let  me turn  f rom our  local  communi ty  to  a  g lobal  business  perspect ive .   As  
I  sa id ,  las t  year ,  we were  $16.8  bi l l ion revenue.   We announced our  resul ts  th is  
morning for  the  second quar ter ;  our  revenue was  $3.7  b i l l ion ,  down 18 percent  
year  over  year .   For tunate ly ,  our  net  income was  about  four  percent  bet ter  than 
expected so  las t  t ime I  looked the  s tock was  up 50 cents .   That ' s  good news.  
 HEARING COCHAIR MULLOY:  50 cents?  
 MR.  BARONS:  But  we are  seeing the  impact  of  the  recession:  GDP fe l l  the  
four th  quar ter  over  the  thi rd  quar ter .   U.S.  and Europe,  our  largest  two markets ,  
were  down s ix  percent .   Japan,  Korea ,  Taiwan,  Austra l ia ,  where  we indi rect ly  
suppor t  that  through Fuj i  Xerox,  was  down double  d igi ts .   Russ ia ,  for  example ,  
was  up one percent ,  but  that  compares  to  7 .7  percent  growth in  the  pr ior  quar ter .  
 So we have had some tough decis ions  to  make on jobs ,  sa lar ies ,  benef i t s ,  
even some educat ional  sponsorships .   But  we have mainta ined our  commitment  to  
engineer ing because  we bel ieve  the  fu ture  growth of  Xerox wi l l  be  a  funct ion of  
our  R&D inves tments .  
 Some of  those  inves tments  are  overseas ,  and a  lot  of  commentators  and  
economists  have cr i t ic ized U.S.  companies  for  moving offshore  and c la im they cost  
U.S.  jobs .   But  as  Thomas Fr iedman sa id ,  "The World  i s  Fla t ."   We must  u t i l ize  the  
bes t  vendor  base  in  the  world to  compete  wi th  our  compet i tors .   I f  they ' re  going 
there  and br inging in  lower  product  cos ts ,  so  must  we.  
 Again ,  sourcing in  China  does  have  some r isks .   One of  our  major  sources  
of  revenue and income is  toner  sa les ,  the  b lack powder  that  goes  on the  paper ,  and 
we see  an a t tack on that  core  business  through counterfe i t ,  much of  tha t  emanat ing 
in  China .   So one of  the  th ings  we look for  i s  a  marked improvement  in  the  respect  
for  inte l lec tual  proper ty ,  par t icular ly  in  China  and Southeas t  Asia .  
 And that  r i sk  wi l l  increase  as  China  moves  f rom i ts  current  s ta te  of  
development  forward.   When I  went  to  China  f i rs t  about  ten  or  12 years  ago,  one-
th i rd ,  I  could  see  one- th i rd  of  a l l  the  h igh r ise  cranes  in  the  world  outs ide  my hote l  
window.   China  has  developed f rom a  low-cost  s imple  assembly to  a  fa i r ly  
competent  e lec t ronics  and component  manufactur ing ent i ty ,  i f  i t  cont inues  on that  
growth path ,  there  wi l l  be  lots  more  compet i t ion  o ther  than jus t  toner .  
 I 'm going to  then swi tch quickly  to  another  major  aspect ,  t rade ,  which we 
need to  look a t .  We've  been a  t ru ly  g lobal  company.   45  to  50 years  ago,  Joe  
Wilson went  over  and formed Rank Xerox to  cover  Europe and Fuj i  Xerox to  cover  
Asia-Pacif ic .   So we ful ly  unders tand the  oppor tuni ty  for  growth overseas ,  and we 
real ly  are  suppor t ive  of  t rade  in i t ia t ives .   
 We would l ike  to  see  the  Trade Promot ion Act /Fas t  Track renewed.   We 
would l ike  to  see  the  FTAs implemented and new FTAs developed and conclude the  
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Doha Round.  
 So,  in  summary,  Xerox is  an  innovat ion-based company.   In  2006,  we were  
awarded the  Nat ional  Medal  of  Technology for  recogni t ion of  50 years '  wor th  of  
innovat ion in  our  indust ry .   I  th ink America 's ,  ups ta te  New York,  and Xerox 's  
oppor tuni t ies  are  a l l  a l igned.   We need to  s tay  internat ional ly  engaged and 
compet i t ive .   We need a  s t rong educat ion system working wi th indust ry  to  he lp  us  
wi th  that ,  and we need to  s tay  focused on innovat ion.  
 So our  need f rom government ,  f rom the  Adminis t ra t ion,  both  nat ional  and 
local ly ,  i s  fourfold:  
 We need cont inuous  improvement  in  educat ion,  especia l ly in  technology of  
the  informat ion and communicat ions  indus t ry ,  and that  must  be  measured in  
re la t ive  global  s tandards .  
 And as  someone who has  jus t  put  three  kids  through New York schools ,  
af fordable  would go wel l  on that .  
 [Laughter . ]  
 MR.  BARONS:  We need protect ion f rom IP infr ingement ,  most  of  which 
for  Xerox i s  created here ,  upsta te  New York.  
 We want  re l ief  on taxes ,  employee benef i ts ,  which are  spi ra l ing out  of  
control ,  to  help  the  U.S.  operat ions  be  more  global ly  compet i t ive .  
 And,  as  I  sa id  before ,  we need to  implement  the  Free  Trade Agreements  and 
Doha Round.  
 And,  as  Ursala  Burns ,  our  CEO,  effect ive  f i rs t  of  July ,  invoked David  
Kearns ,  a  former  CEO,  who is  a  res ident  of  Rochester ,  the  20-year  o ld  s ta tement ,  
which is  today as  t rue  as  i t  was  then,  i f  not  more  so  in  the  g lobal  economy.   He 
sa id :  "We're  in  a  race  with  no f in ish  l ine ."  
 So the survival  of  the  f i t tes t  and the  smar tes t  i s  what  we need to  do.  
 Thank you.  
 
 
 
 
 [The s ta tement  fo l lows: ]  
 

Prepared Statement  of  Mr.  Cl ive  R.  Barons 
Vice  President ,  Strategy Integrat ion,  Fuji  Xerox Operat ions ,  Webster ,  

New York 
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Statement of Clive Barons 
Xerox Corporation 

Before the  
U.S.-CHINA ECONOMIC AND SECURITY REVIEW COMMISSION  

July 23rd, 2009 
 
Mr. Chairman, members of the Commission, thank you for the opportunity to testify 
today and to discuss the major challenges our country and this region face from the 
perspective of Xerox.  
 
While Xerox Corporation does not sell products or services directly in China – we 
access the Chinese market through a minority joint-venture (Fuji Xerox) – we do have 
a keen interest in the development of China as a market opportunity and a viable 
source of cost competitive components.   However, we are also conscious of some 
longer term competitive threats from Chinese based companies in the advanced 
technology field. 
 
This is particularly relevant to Xerox which has a long and proud history in Upstate 
New York with 65% of our global R&D resources located in Monroe County. 
 
Xerox in Rochester.  
Connecting with our Community. 
Let me begin with some background on Xerox’s commitment to the region.  Since our 
very beginning, Xerox has invested in the greater Rochester community through jobs, 
real estate, conducting business with local vendors, and volunteer and philanthropic 
support.  Home to the largest population of Xerox people, Rochester is closely 
connected to how Xerox operates around the globe.  Xerox employs around 7,000 
people in the Rochester area, representing over 20% of all Xerox employees in the 
U.S.  In Greater Rochester, Xerox annually spends: 

• Over $800 million in payroll 

• $4.5 million in property taxes 

• Over $500 million with local suppliers 
 
Additionally, over the last five years, we have invested close to $100 million in new 
facilities and upgrades, including a state-of-the-art Chemical Toner factory. 
 
Our Monroe County operations are core to our global business and include: 

• Product manufacturing assembly 

• Toner manufacturing 

• Product technology and software development   

• Global Procurement  
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• The Xerox Research Center in Webster and the headquarters of the Xerox 
Innovation Group  

• Gil Hatch Center for Customer Innovation  

• North American sales, services, and marketing  

• Our Corporate Environmental Health and Safety organization 
 
A local voice on issues that matter 
Twenty-six senior executives serve on 40 area boards, including the University of 
Rochester, Monroe Community College, Rochester Institute of Technology, the Urban 
League, Greater Rochester Enterprise Foundation, YMCA, Rochester Business Alliance, 
Strong National Museum of Play, Garth Fagan Dance, and many more. 
 
Giving back 

Over the past 10 years, Xerox has invested over $25 million in Rochester-area 
educational, cultural, and community organizations and thousands of employee 
hours. Major investments include: 

• The Xerox Foundation provides $1 million each year to the United Way.  
Xerox employees and retirees donate an additional $950,000. 1,600 Xerox 
employees participate in the annual United Way Day of Caring. 

• $2 million grant to Rochester Institute of Technology for the Golisano 
Center on Sustainability. 

• More than 75 Rochester residents and students have received education 
assistance through Xerox’s Technical Minority Scholarship Program. 

• $1.8 million grant to Monroe Community College for scholarships and 
campus improvements.  

• $1 million grant to the University of Rochester for the Wilmot Cancer 
Center, in addition to $100,000 a year for the David T. Kearns Center on 
Diversity and $300,000 a year for undergraduate research programs. 

• Since Xerox started its Social Service Leave program in 1972, 98  Rochester-
based employees have taken paid leave to work full time for local 
community organizations such as Foodlink, Gilda’s Club, LDA Life and 
Learning Services, and the Rochester Fire Department. 

 
Nurturing the next generation of Xerox innovators 
Xerox depends heavily on local universities and colleges to provide a well educated 
and technologically advanced workforce. We are a technology company that is fueled 
by innovation. ~55% of patents filed by Xerox originate from our Upstate New York 
R&D employees. These employees are at the center of our R&D. Sustaining this base 
from local educational establishments is good for the community and good for Xerox. 

Xerox supports a number of educational programs in the Rochester community 
through direct funding and the gift of our people’s volunteer time. Some examples 
include:  
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Xerox Science Consultant Program 
The Xerox Science Consultant Program (XSCP), which began way back in 1968, is one 
of the longest running business/education partnerships in the country.  Xerox 
researchers, engineers, and scientists teach real-life science lessons to elementary 
school students, working in partnership with local school districts. The program also 
includes a competition that culminates in an event where the winners present their 
inventions —with market research, pricing plans, packaging, etc — to Xerox 
employees who then vote on the inventions and inventors with the most potential.  

Annually, 80 Xerox science consultants teach 1,700 students from 24 schools.  
70,000 students have participated since the program began 40 years ago. 

FIRST Robotics and LEGO League 
The FIRST (For Inspiration and Recognition of Science and Technology) robotics 
program pairs Xerox engineers with teams of high school students to build robots that 
compete in regional and global competitions. A founding sponsor of FIRST, Xerox 
provides funding and volunteer support for four Rochester teams as well as the Finger 
Lakes Regional FIRST competition held annually at RIT. 

More than 700 Rochester-area students have participated on Xerox FIRST teams 
in the last 15 years. 

The FIRST LEGO League program gives middle school students early exposure to 
engineering. Xerox sponsors four Lego League teams in Rochester. 
 
Where We Are Today 
As you know, the world’s economy basically fell off a cliff last Fall.  The 4th qtr GDP 
numbers from around the world are almost unprecedented in our lifetimes: 
 

• United States, our largest market was down 6.2% 
• EU our second largest market fell 6% 
• Japan, Korea, Taiwan and Australia were all down by double digits  
• Russia was up 1.1% -- but this was down from 7% growth rate in 3rd quarter 

 
There hasn’t been any place to hide.  Like many companies, Xerox has had to make 
some tough decisions on jobs, salaries and benefits.  But we have maintained our 
commitment to innovation during these tough times. 
 
But what is going to follow?  GE CEO, Jeff Immelt recently said “The basic engine of 
global growth for a long period of time -- maybe 25 years -- has been the U.S. 
consumer," …  
 
Now, the U.S. consumer is finally going to have to save.  As consumers around the 
world get more conservative, we think that overall economic growth -- not just for a 
year or two but even post the recession -- may be slower," 
 
Xerox thinks we will see investment-led growth, rather than consumer-led growth.  As 
a country, we are going to make investments in broadband deployment, in health IT, 
in rebuilding our infrastructure.  The auto companies must invest in new kinds of cars, 
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GE wants to bring new energy sources onto the grid.  We have plenty of needs – no 
shortage of needed investments – so the next period could be very good for our 
economy, but it is going to be different from what we’ve come to expect.  Growth will 
be slower; there will be some very difficult transitions, and slower income growth. 
 
If we’re moving towards an investment-led economy, we better make sure we make 
the investment in an education system that will provide the engineers, scientists and 
mathematicians to support that type of economy both nationally and regionally.   
 
Immelt also gave an indication of next steps: 

“An American renewal must be built on technology. We must make a serious national 
commitment to improve our manufacturing infrastructure and increase exports. We 
need to dispel the myth that American consumer spending can lead our recovery. 
Instead, we need to draw on 230 years of ingenuity to renew the country’s dedication 
to innovation, new technologies and productivity … Renewing American 
competitiveness will not be accomplished through protectionism, but by rebuilding 
American technology, manufacturing and exports. To get back to making great 
things, we should clearly strive for a manufacturing workforce that is growing.” 

America must continue to engage with the rest of the world if we are going to 
prosper.  The global economy is a reality, and the current downturn isn’t going to 
change that basic fact.  According to the Treasury department, 57 million American 
workers are employed by firms that engage in international trade.   Despite domestic 
political pressures, the case for expanding trade is even stronger during these hard 
times.  Trade barriers slow commerce: removing barriers increases the flow of 
commerce.  At a time of a severe global downturn, governments need to work 
together to get commerce flowing.    Our exports exceed $1.5 trillion per year – a 69% 
increase in ten years.  We want that number to go up, not down – and that only 
happens with international engagement and negotiating away barriers to trade.   
Although the U.S. economy has slowed over the last two years, international trade has 
been an essential driver of what GDP growth we have experienced.   Economists from 
the Federal Reserve calculate that without trade, GDP would have declined during 
2008.  Trade is essential to the growth of not just the high-tech industry, but the U.S. 
and global economy as a whole. Over the last two decades, the global average 
applied tariff has fallen from 25 percent in 1987, to nine percent in 2007.  
 
Meanwhile the volume of world trade has increased more than fivefold over the same 
period, from $2.5 trillion in 1987 to $14.0 trillion in 2007. Trade has also steadily risen 
as a percentage of GDP, growing its role as an important component of economic 
growth, from 38 percent in 1980 to 54 percent in 2005. Continuing to reduce barriers 
to trade and investment will be important to sustained and future economic growth.  
900,000 U.S. jobs in 2007 were supported by high-tech exports. In addition, many U.S. 
tech jobs are dependent on multinationals headquartered in the U.S. 67 percent of 
U.S. high-tech manufacturing jobs, and 80 percent of U.S. telecommunications and 
internet services jobs were generated by U.S. based multinationals in 2006. These 
companies’ investment and expansion abroad sustains job creation at home. 
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The Global Competition 
What make Xerox’s contributions and commitments to the Rochester area possible 
are our successes in the global marketplace.  Xerox, like most U.S. corporations has 
increasingly adopted global investment, marketing and sourcing strategies. According 
a recent study by the Business Roundtable, over the past 40 years, exports by U.S. 
corporations have doubled as a share of the size of the total economy, and the share 
of worldwide profits of U.S. corporations attributable to foreign earnings has nearly 
tripled.  Among the largest corporations, the share of worldwide profits attributable to 
foreign earnings is even greater. In 2005, of U.S. companies in the Standard & Poor's 
500 reporting foreign earnings, more than 40 percent of worldwide income was 
earned outside the United States. 
 
Until early 2007, U.S. trade has been expanding and, with it, U.S. employment. An 
economic study conducted for the Business Roundtable found that more than 31 
million U.S. jobs depended on trade in 2004. The analysis was the first estimate of the 
number of U.S. jobs, both nationally that depend on U.S. exports and imports of both 
goods and services. The key findings of the study were: 
 

• Total net U.S. jobs dependent on U.S. trade exceeded 31 million. Nearly one in 
every five U.S. jobs was linked to exports and imports of goods and services. 

• Contrary to popular belief, the net impact of trade on the number of U.S. 
manufacturing jobs has been positive. 

• Every U.S. state had realized net employment gains directly attributable to 
trade. 

• As U.S. trade -- both exports and imports -- has grown over the past decade, 
caused in part by trade liberalizing international agreements, so has the 
number of U.S. jobs tied to trade. 

 
In 1992, a year prior to the implementation of a long string of multilateral and 
bilateral trade liberalizing agreements, net total trade-related employment in the 
United States amounted to approximately 14 million jobs, one in ten U.S. workers. By 
2004 the comparable trade-related employment estimate had more than doubled, 
representing nearly one in five U.S. workers. 
 
U.S. enterprises are sometimes criticized for making foreign investments on the 
grounds that such investments come at the expense of the American economy and 
jobs.   However as Tom Friedman said, “The World is Flat”.  
 
Thus, as our competitors utilize the global opportunities – such as China, India and SE 
Asia -- to improve their cost structures, so must Xerox. We must do so to remain a key 
player in our industry and thereby sustain employment in US.  Xerox’s sales in China 
are through our minority-owned joint-venture, Fuji Xerox, so our main use of China is 
for component sourcing to support products designed and manufactured in Upstate 
New York.  This ability to utilize the best vendor base, anywhere in the world, assists 
our overall competitiveness.  
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However, there are downsides. We do see a significant attack on our core business, 
especially on our post-sale toner business, through counterfeit products many of 
which have their origins in China. Thus, Xerox would like to see a marked improvement 
in respect for Intellectual Property from this region as China’s development and 
manufacturing infrastructure continues to become more sophisticated, especially in 
the area of advanced R&D related to the information and communications industry. 
 
Vast Growth Opportunities 
As one of the first, truly global companies, Xerox understands how foreign demand for 
consumer products and capital equipment can create extraordinary opportunities for 
U.S. companies. Ninety-five percent of the world's population lies outside the United 
States.   The prosperity of emerging market economies represents significant 
potential for the sale of U.S. products and services. Today, almost 80 percent of the 
world's purchasing power is located in markets outside the United States. For the 
largest American companies included in the S&P 500, sales by foreign subsidiaries had 
increased from 25 percent of total corporate sales in 1985 to nearly 40 percent by 
2005. 
 
Be There to Sell There 
Relying solely on exports to penetrate foreign markets often does not suffice. 
Localized operations may be necessary to market products effectively, to cut 
transportation costs, to avoid tariff barriers, and to meet local content requirements. 
Services, the industry in which 61 percent of U.S. foreign affiliates are classified, and a 
major growth area for Xerox, often cannot be exported and must be supplied locally. 
 
The Race for International Competitiveness 
America’s major international competitors are not standing still. We cannot afford to 
either.  Every major trading nation in the world is actively negotiating free trade 
agreements, to ensure that their businesses and workers can compete successfully in a 
global economy and to secure strategic commercial, foreign policy and natural 
resource advantages. U.S. economic success demands that we continue to match the 
energy and urgency of other major traders. The alternative is an international 
economy where U.S. businesses and their workers compete at a disadvantage, and 
where the international economic landscape is shaped without the United States in a 
leadership role. 
 
To keep the United States on pace with our international competitors, the Congress 
and Administration have critical roles to play. TPA/Fast Track must be renewed based 
on an open and bipartisan discussion among the Administration, the Congress and 
stakeholders. Free Trade Agreements that have already been negotiated need to be 
implemented in the coming year, and ongoing FTA negotiations and the Doha Round 
must be concluded on commercially meaningful terms. 
 
 
Our Competitors Are Moving Forward, With or Without Us 
Approximately 300 FTAs have been negotiated globally with over half coming since 
2002.  In the Asia Pacific alone, the number of FTAs has tripled over the past five 
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years, from 57 in 2002 to 176 in October 2006.  This activity is occurring across many 
countries – indeed, FTAs have become a regularized part of the international 
landscape, and every country in the world has entered into at least one FTA. Today, 
more than 50 percent of world trade occurs through FTAs. 
 
Conclusion 
Xerox is an innovation based company – in 2005 we were awarded the National 
Medal of Technology by the President in recognition of over 50 years of innovation in 
marking, materials, electronics, communications, and software that created the 
modern reprographics, digital printing, and print-on-demand industries.  
 
As the upstate region looks to the future, our opportunities lie exactly where America’s 
opportunities lie.  We need to stay internationally engaged and competitive.  We need 
to take advantage of this region’s strong educational system, and encourage more 
students to go into math and sciences.  We need to continue to focus on innovation.  
 
The support we need is primarily fourfold: 

1. Continuous improvement in the quality of education, especially in technologies 
related to information and communications industry, as measured in relative 
global standards 

2. Protection from infringement or violation of our Intellectual Property, the 
majority of which is created in Upstate New York 

3. Relief on taxes and employee benefit costs to help make our US Operations 
more competitive globally 

4. Implementation of Free Trade Agreement and resolution of Doha round 
 
Our new CEO, Ursula Burns, recently wrote to all Xerox employees and quoted a 
former Xerox CEO (and Rochester area resident) David Kearns.  David was speaking 
over twenty years ago, but what he said remains true. It is true not only for Xerox, but 
for this region and the country as a whole: 

“We are in a race with no finish line.”   
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Panel  IV:   Discuss ion,  Quest ions  and Answers  
 
 HEARING COCHAIR MULLOY:  Thank you very  much.  I  want  to  thank 
Xerox for  having you tes t i fy  or  you coming because  some of  the  o ther  
mul t inat ional  companies  that  we wanted to  tes t i fy  d id  not  want  to  do i t .   So we 
apprecia te  you coming in  and giving us  that  perspect ive .  
 Commiss ioner  Blumenthal .  
 COMMISSIONER BLUMENTHAL:  There 's  been a  lo t  of  debate  about  
whether  the  world  i s  f la t  or  not  today.   Gal i leo ,  I  thought  he  put  that  to  res t .  
 [Laughter . ]  
 COMMISSIONER BLUMENTHAL:  But  I  have two quest ions:  one  for  Mr.  
Pat ton and one for  Mr.  Barons .  
 Given your  exper ience  on the  ground and in  ac tual ly  seeing some of  the  
compet i t ion  in  China  wi th  respect  to  opt ics  and lasers- -and you do a  lot  of  defense  
work on miss i le  guidance sys tems and thermal  imaging and these  sor ts  of  th ings--
what  do you see  coming up in  China  that  looks  to  be  of  s imi lar  qual i ty  that ' s  
worrying you in  terms of  outcompet ing you,  not  jus t  on pr ice ,  but  rea l ly  on 
qual i ty?  
 MR.  PATTON:  Wel l ,  I  think qual i ty ,  I  th ink they are  s t i l l  behind in  some 
of  those  f ie lds .   For  ins tance,  infrared detectors ,  the  U.S.  i s  many years  ahead of  
China  in  what 's  been developed through government  funding.   The uncool  detec tor-
-  I 'm not  sure  how famil iar  you are  wi th  tha t - -but  those are  very  important .  
 Night  v is ion,  the  tubes ,  and some of  the  bas ic  components  in  n ight  v is ion,  I  
th ink we 're  s t i l l  wel l  ahead,  but  China  does  provide  th ings  that  work.  I  mean 
everything works .   I t  might  not  be  qui te  as  good.   I t  might  not  have qui te  as  h igh a  
performance,  but  i t  works .  
 COMMISSIONER BLUMENTHAL:  Are  there  par t icular  areas  wi th in  the  
indust ry  that  they ' re  cut t ing  in to  your  market  share?  
 MR.  PATTON:  I  th ink so .   In  the  U.S. ,  in  the  opt ics  indust ry ,  I  think i f  i t  
wasn ' t  for  the  defense  indust ry ,  there  would be  very  l i t t le  opt ics  indust ry  lef t .   
When I  say  opt ics ,  I 'm saying,  lenses ,  lens  sys tems,  and th ings  l ike  that .  
 COMMISSIONER BLUMENTHAL:  Yes .   I s  that  the  same in  China  or  i s  
there  more--  
 MR.  PATTON:  Wel l ,  in  China ,  there  are  so  many large  plants  that  make 
opt ics .   I t ' s  a l l  done by hand,  and there  are  5 ,000 people  s i t t ing  a t  desks  and 
pol ishing th ings  on l i t t le  machines .  
 COMMISSIONER BLUMENTHAL:  What  about  the  demand?   Consumer  
demand?  I s  there  more--  
 MR.  PATTON:  Wel l ,  the  consumer demand is  h ighest  in  China .  
 COMMISSIONER BLUMENTHAL:  Yes .  
 MR.  PATTON:  Because  most  of  the  opt ics  that  a re  produced go into  
consumer  cameras ,  you know,  e t  ce tera ,  consumer  i tems.  
 COMMISSIONER BLUMENTHAL:  So there 's  more  consumer  demand in  
China  than--  
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 MR.  PATTON:  Wel l ,  there 's  more  consumer  products  us ing opt ics  made in  
China ,  Asia ,  Asia  per  se .  
 COMMISSIONER BLUMENTHAL:  I  see .   Mr.  Barons ,  I  a lso  would  l ike  to  
thank you for  tes t i fy ing,  and we do go back and for th  a  lo t  about  mul t inat ionals  
and the  ro le ,  and so  jus t  out  of  ignorance  rea l ly ,  my quest ion is  can you give  a  
genera l  explanat ion for  the  benef i t s  and value  that  a  company such as  yours  
provides  back here  in  the  Uni ted  Sta tes?  
 You say your  have opera t ions  and product ion and manufactur ing and 
research and development  in--  
 MR.  BARONS:  That 's  in  Monroe County,  7 ,000 people  I  th ink we--  
 COMMISSIONER BLUMENTHAL:  7 ,000 people--  
 MR.  BARONS:  I  th ink probably  about  25,000 nat ional ly .  
 COMMISSIONER BLUMENTHAL:  And bes ides  the  employees ,  what  o ther-
- I  mean your  prof i t s  are  kept  here?   Can you jus t  g ive  the  genera l  p ic ture?  
 MR.  BARONS:  Our  prof i t s  are  d is t r ibuted to  our  shareholders ,  many of  
which are  U.S.  pension funds ,  pr ivate  individuals ,  whatever .   Some of  the  prof i t s  
are  re inves ted .   We' re  an  American company.  We do get  about  $225 mil l ion PBT 
from our  inves tments  in  Fuj i  Xerox operat ions .   So those  are  a l l  repat r ia ted  back to  
the  U.S.  
 COMMISSIONER BLUMENTHAL:  Would you be  as  prof i table  i f  you 
weren ' t  opera t ing in  some of  these  other  places? 
 MR.  BARONS:  Wel l ,  we may be  bankrupt  i f  we weren ' t  opera t ing in  o ther  
p laces .  
 COMMISSIONER BLUMENTHAL:  Okay.   Thank you.   Again ,  my 
quest ions  are  f rom ignorance.  
 MR.  BARONS:  No,  I  mean,  David  Kearns ,  whom I  quoted a l ready,  for  
anyone who knows any his tory  of  Xerox,  went  out  to  Japan in  the  '70s ,  in  the  la te  
'70s ,  ear ly  '80s ,  when we were  get t ing ki l led  domest ica l ly .   We were  a  monopoly ,  
and as  soon as  compet i t ion  came in  f rom Japan,  we were  jus t  get t ing decimated,  
and we went  out  and found that  we had to  become much more  product ive  a t  home,  
but  a lso  g lobal ly  compet i t ive  in  what  we do,  and i f  tha t  meant  sourcing offshore  
where  i t  made sense  to  protec t  the  res t  of  the  jobs  back home,  that ' s  what  we had 
to  do.  
 COMMISSIONER BLUMENTHAL:  How would you compare  the  jobs  that  
are  back here  in  your  company,  back in  the  Uni ted Sta tes ,  wi th  the  jobs  around the  
world  in  terms of  sa lary ,  l i fes tyle ,  benef i ts ,  tha t  sor t  of  th ing?  The idea  behind 
f ree  t rade  was  that  be t ter  jobs  would come back here?   Are  you seeing that  sor t  of  
th ing?  
 MR.  BARONS:  Wel l ,  i t ' s  interes t ing.   This  i s  a  sunr ise  R&D discuss ion,  
and as  an  old  company,  you could  say our  sunr ise ,  our  f i rs t  sunr ise  was  in  the  '60s ,  
and we 're  going through a  change where  we 're  now moving away f rom physical  
hardware  to  software  and services ,  and a  lot  of  the  sof tware  and services ,  jobs  and 
technologies  in  the  service  indust ry  have to  be  c lose  to  the  customer .  
 So we are  seeing some of  that  migra t ion,  and one way we look a t  i t  i s  the  
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older  technologies  we 're  moving over  to  China ,  Southeast  Asia ,  th ings  l ike  that ,  
and qui te  f rankly ,  I  think India  i s  probably  more  of  a  threat  to  U.S.  sof tware  and 
service  jobs  than China.  
 COMMISSIONER BLUMENTHAL:  Thank you.  
 HEARING COCHAIR MULLOY:  Thank you.  
 Mr.  Pat ton,  in  your  very f i rs t  paragraph of  your  tes t imony,  you hi t  a  point  
that  came up ear l ier ,  that  i s  tha t  there 's  a  divergence  of  interest  that  has  happened 
in  th is  country  between the  nat ional  in teres ts ,  working people ,  country ,  and the  
mul t inat ional  corporat ions .  
 You s ta te- - the  sys tem we have is  focused on shareholder  value--you say we 
bel ieve  the  federa l  government  could  be  bet ter  a l igned wi th  indust ry and our  s ta te  
and local  governments ,  and then you a lso  say that  the  photonics  indust ry ,  i t ' s  very  
impor tant  that  i t  remain  on shore  here  in  the  Uni ted  Sta tes ,  and you say i t ' s  not  
only  an  economic  issue;  i t ' s  a  nat ional  secur i ty  i ssue .  
 Do you see  th is  d ivergence  between the  in teres t  of  the  corporat ions ,  and i f  
i t ' s  a  nat ional  secur i ty  i ssue ,  do you have ideas  on how we can br ing them back 
in to  a l ignment?  
 MR.  PATTON:  I  th ink on the  nat ional  secur i ty  in terests ,  there  are  an  awful  
lo t  of  today 's  weapons  sys tems that  have opt ics  on them,  that  are  dr iven by opt ics ,  
and as  more  and more  of  the  jobs  get  displaced to  China  in  the  opt ics  indust ry ,  and 
more  and more  of  the  businesses  go away,  we 're  lef t  wi th  not  much in  new 
development ,  and there  are  new developments  that  happen in  opt ics .   They 've  been 
around for  many hundreds  of  years ,  but  there  are  new developments  a l l  the  t ime in  
shapes  and des igns  and th ings  l ike  that .  
 So we lose  that  oppor tuni ty ,  and we lose  that  super ior i ty  that  we have 
today.   One of  the  reasons why we are  so  super ior  i s  because  of  the  opt ics ,  because  
of  n ight  v is ion.  We own the  night  or  we have owned the  night ,  and so  to  lose  that  
super ior i ty  and to  lose  the  next  s tep ,  wherever  that  might  be ,  wherever  we go,  to  
have the  bas is  that  we have to  go buy the  technology,  i t  would  be  ter r ib le .   
 HEARING COCHAIR MULLOY:  Dr . .  Nasr ,  do  you have any comment  on 
that  quest ion?  
 DR.  NASR:  Wel l ,  I  bel ieve in  the  importance  of  manufactur ing to  nat ional  
defense  and economic secur i ty  and nat ional  secur i ty .  I t  i s  very  important  for  us  to  
have a  s t rong manufactur ing base  to  be  able  to  supply  our  mi l i tary wi th  a l l  the  
la tes t  equipment  and the  guidance  for  our  miss i les  and so  on.  So th is  i s  a  c lear  area  
of  importance  to  our  nat ional  secur i ty  and economic  secur i ty ,  as  wel l .  
 One thing I  would l ike  to  highl ight  i s  tha t  the  i ssue  wi th  China  is  tha t  we 
are  in  a  phase  in  the  development  of  the  Chinese  indust r ia l  inf ras t ructure .   I f  you 
take  a  look a t  examples  of  how they entered cer ta in  markets  wi th  thei r  indust r ia l  
pol icy  - -  and I  should  ment ion i t ' s  a  very  wel l  managed and f inanced indust r ia l  
pol icy  - -  they go in to  phases .  And many t imes  those  phases  have t remendous 
impact  on smal l  and medium-sized companies  in  the  U.S. ,  which are  basica l ly  the  
economic engine  for  us  and the  backbone of  our  indust ry  here .  
 I  th ink the  example  tha t  was  ment ioned ear l ier  about  the  t rade  show,  where  
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New York Sta te  does  not  have any presence  whi le  there  are  many other  countr ies  
inves t ing heavi ly  in  this  area ,  basical ly  shows the  misa l ignment  we have in  th is  
area .   But  I  can ' t  emphasize  enough the  importance of  our  manufactur ing sector  to  
our  nat ional  secur i ty  and economic secur i ty .  
 Our  mi l i tary  uses  a  lo t  of  equipment  today that  you cannot  mandate  has  to  
be  made in  the  U.S.  because  we wouldn ' t  be  able  to  supply  a l l  the  equipment  that  i s  
needed today.  
 HEARING COCHAIR MULLOY:  Yes .   As  I  unders tand i t ,  when a  major  
manufacturer  moves ,  there  are  lo t  of  guys  that  supply  the  major  manufacturers ,  and 
then they e i ther  have  to  move or  they go out  of  business ,  r ight?  
 DR.  NASR:  Right .   I  was  in  China  not  too long ago,  and we were  ta lk ing 
about  some of  the  Chinese  advisors  to  thei r  governments  in  the  indust r ia l  s ide  and 
address ing some of  the  evolut ion of  the i r  development  and thei r  indust r ia l  
infras t ructure .  
 And one of  the  th ings  that  we ta lked about  was  machine  tools .   Machine 
tools  are  very  di f f icul t  to  get  in to  that  business .   I t  takes  many,  many years ,  
especia l ly  when you go to  precis ion machining l ike  gr inding and so  on,  and they 
gave us  some real ly  in teres t ing examples  of  how thei r  approach i s  not  to  develop 
thei r  indust ry  in  th is  area  in  an  evolut ionary way.  
 They went  to  Germany and bought  some of  those  companies  that  were  in  
f inancia l  t rouble  and,  as  a  resul t ,  they have s ta te-of- the-ar t  equipment  
manufacturers  in  th is  area  that  are  very ,  very  s t rong.  And they brought  a l l  th is  
equipment  and the  German exper ts  to  China  to  make sure  that  they do this  
technology t ransfer .  
 HEARING COCHAIR MULLOY:  I f  my col leagues  wi l l  le t  me jus t  ask  one 
more  quest ion.   Mr.  Barons ,  I  was  reading Business  Roundtable  back in  1983.   I  
th ink there  was  a  guy named Reg Jones ,  General  Elect r ic ,  who was  the  head of  
Business  Roundtable .   He was  the  CEO of  General  Elect r ic .  
 And they gave thei r  l i s t  of  th ings  that  the  corporat ions  should  be  focused 
on,   communi ty ,  workers ,  and shareholder  value  was  l ike  number  s ix  on that  l i s t .   
And I  th ink something has  shi f ted here  in  the  las t  25 years ,  and you 've  been in  the  
company for  35 years .  
 Am I  mis taken or  has  there  been an emphasis  on shareholder  value  above 
everything e lse  that ' s  crept  in to  our  cul ture  in  the  las t  25 years?  
 MR.  BARONS:  Okay.   I 'm worr ied  I 'm going to  go too much off  scr ip t  
here .  
 [Laughter . ]  
 MR.  BARONS:  Let  me answer  this  ques t ion in  a  d i f ferent  way.   The 
current  CEO of  General  Motors  was  the  CFO.   The pr ior  three  CEOs a lso  came 
f rom t reasury ,  account ing,  and audi t .   And as  you begin  to  wonder  whether  
companies  lose  focus  of  the  customer  and earning success  f rom the  qual i ty  of  the  
product  and the  innovat ion of  the  product  and pleas ing and del ight ing the  
cus tomer ,  and I  when I  hear- -again ,  I 'm going way off ,  off  the  reservat ion here-- I  
th ink Xerox went  on a  path of  increas ing shareholder  value  through a  s tock buy-
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back scheme where  we s tar ted  buying s tock a t  15.   Today i t ' s  e ight ,  $7 .50.   Sorry .  
 So when you hear  companies  buying back s tock to  increase  shareholder  
value ,  you wonder  i f  there 's  not  a  bet ter  purpose  for  that  money such as  R&D, 
acquis i t ions ,  market  development ,  or  whatever .  
 So,  Commiss ioner  Mul loy,  I  th ink I  would  agree  to  that  s ta tement ,  tha t  I  
th ink the--actual ly ,  the  Internet  pressures  where  people  are  watching and 
daytrading the  market ,  the  expecta t ions  on the  quar ter ,  has  caused many companies  
to  ac t  very ,  very  tac t ical ly  quar ter - to-  quar ter ,  whereas ,  China ,  Japan,  cer ta in ly ,  
Southeas t  Asia ,  th inks  long term.   As the  Japanese  took us  on,  the  Koreans  are  
taking the  Japanese  on;  the  Chinese  wi l l  take  everybody e lse  on eventual ly .  
 And there  i s  no way we can cut  our  cos ts  to  compete  wi th  China  so  we have 
to  provide  something of  greater  value,  and I  think that  va lue  comes f rom 
inte l lec tual  proper ty .   So long answer  to  your  quest ion.   I  don ' t  know i f - -  
 DR.  LaVIGNE:  I  might  jus t  jump in  on that  as  wel l .   Af ter  having been 
wi th  two smal l  companies  who went  publ ic ,  not iceable  d i fference .  
 HEARING COCHAIR MULLOY:  Once they go publ ic?   
 DR.  LaVIGNE:  Yes ,  absolute ly .   My advice  to  my current  smal ler  
companies  i s  to  s tay  pr ivate  as  long as  you can.   In  New York Sta te ,  one  of  our  key 
medical  device  companies ,  Welch Al lyn,  i s  about  a  hal f  mi l l ion dol lars  a  year  in  
top- l ine  revenue,  s t i l l - -was family  owned,  k ind of  jus t  shi f ted  over  s l ight ly ,  but  
several  thousand employees .  
 I  th ink tha t  we need to  look a t  what 's  dr iv ing our  economy here  and 
unders tand that  the  bigger  companies  who have gone publ ic  and the  smal ler  ones  
who decided to  take  that  p lunge,  less  so  now as  the  economy is  the  way i t  i s ,  but  I  
can te l l  you that  i t  def in i te ly  took us  off  our  s t rategic  p lan ,  and for  a  young 
company you cannot  af ford  to  do that .   You jus t  don ' t  have the  resources .  
 So I  th ink that  we as  an  overa l l  economy need to unders tand how to  focus  
on our  smal l  and medium companies ,  who are  dr iving so  much of  our  economy,  and 
a lso  have a  s t ra tegy for  the  larger  companies  who--absolutely-- that  analys t  cal l  
every  quar ter  i s  what  you a l l  l ive  and die  for ,  and when i t  comes  to  a  point  when 
even doing an acquis i t ion can cause  your  s tock value  to  go down,  you know,  
people  are  sor t  of  guess ing a t  what  the  bes t  s t ra tegy is  from day to  day.  
 HEARING COCHAIR MULLOY:  Thank you.   That ' s  a  very  helpful  point .   
 Commiss ioner  Slane .  
 COMMISSIONER SLANE:  Mr.  Pat ton,  on March 24,  we had hear ings  in  
Washington on why American high- tech companies  are  moving to  China .   And one 
of  the  indust r ies  that  tes t i f ied  was  the  optoelect ronics  indust ry ,  and the  tes t imony 
f rom the  t rade  associa t ion  was  that  due  to  mass ive  subsidies  by the  Chinese  
government ,  the  ent i re  indust ry  wi th  the  except ion of  some chip  manufactur ing 
plants  has  moved to  China .  
 And when we asked them about  some of  the  incent ives ,  they said  to  us  what  
the  Chinese  had offered them was f ive  years  of  no income taxes  af ter  they s tar ted  
making a  prof i t ,  and af ter  tha t ,  the  ra te  was  a t  15  percent ,  the  rebate  of  the  17 
percent  VAT tax on expor ts ,  and the  most  impor tant  th ing was  f ree  R&D, which 
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they sa id  in  some companies ,  i t ' s  ten  to  hundreds  of  mi l l ions  of  dol lars  a  year  that  
they spend on R&D. 
 And i t  seems to  me that  unless  we are  able  to  inst i tute  some kind of  
nat ional  s t ra tegy to  deal  wi th  that ,  the  s i tuat ion,  a t  leas t  in  your  indust ry ,  i s  a lmost  
hopeless .   I  mean can you ta lk  about  that?  
 MR.  PATTON:  I  don ' t  think i t ' s  necessar i ly  jus t  our  indust ry .   I  th ink i t ' s  
a l l  indust r ies  ac tual ly .   Way back when,  I  was  wi th  a  company-- i t  was  EG&G 
Optoelect ronics ;  i t ' s  now PerkinElmer .   And they had a  company that  they bought  
f rom GE in  Pennsylvania .   I t  was  probably  the  or ig inal  h igh-power  laser  d iodes  
that  GE had developed.   I t  was  in  Pennsylvania .   Wel l ,  the  incent ives  were  in  
Canada to  move i t  there  so  i t  moved to  Canada.  
 I 'm not  sure  about  the  pol ic ies  of  the  U.S.  and the  incent ives  tha t  we give  
other  countr ies  to  br ing technology here .   I  don ' t  know i f  i t  exis ts ,  but  I  do  know 
that  cer ta inly  China i s  g iving incent ives  for  businesses  to  be  there .  
 I  th ink i t ' s  a lso  above and beyond that .   I  th ink in  our  case ,  and what  I 've  
seen on a  smal ler  bas is ,  i s  i f  you ' re  not  in  China ,  and there  i s  a  market  there  in  
China ,  then i t ' s  very  hard  to  compete .   There  are  markets  for  us  in  China ,  because  
of  specia l  k inds  of  th ings  that  we do,  and i f  we ' re  t ry ing to  se l l  i t  f rom the  U.S. ,  
there 's  not  as  much interest  than i f  you had a  fac i l i ty  in  China .  
 But  there  are  great  incent ives .   There  are  great  tax  incent ives  and they have  
the  f ree  t rade  zones ,  and that  was  where  we se t  up our  fac i l i ty .   I t ' s  there .  
 DR.  LaVIGNE:  I  would  jus t  point  out  as ,  one  of  our  former  speakers  was  
saying,  he  has  a  t ie  to  th is  region,  he  wants  to  s tay  in  th is  region,  and I  th ink we 
need to  capi ta l ize  on that .   Where  we force  an  individual  l ike  that  to  go-- I  th ink i t  
was  Mr.  Vargovich-- is  when we do not  coordinate  our  resources  a t  a l l ,  and f rankly  
that ' s  what  i t  looks  l ike  to  a  lo t  of  these  companies .  
 Complete ly  put  together  comprehensive  package that  i s  unbeatable  versus  
20 di f ferent  organizat ions  I  have to  go to  and beg them to  g ive  me anything.   And 
then I  have to  hope that  I  can ac tual ly  put  the  resources  to  fu l f i l l  those  promises .   I  
th ink that ' s  the  choice  we 're  put t ing in  f ront  of  people .    
 We only  have to  improve this  package a  l i t t le  bi t  to  le t  them say i t ' s  wor th 
me s taying here  in  New York and in  the  Uni ted  Sta tes .  
 COMMISSIONER SLANE:  We constant ly  hear  that  you can ' t  do  business  
in  China  unless  you ' re  there ,  and maybe what we have to  say to  the  Chinese  i s  you 
can ' t  do  business  here  unless  you ' re  here .  
 MR.  PATTON:  Good point .  
 COMMISSIONER SLANE:  Thank you.  
 HEARING COCHAIR SHEA:  Chairman Bar tholomew.  
 CHAIRMAN BARTHOLOMEW:  Thank you very  much for  very  in teres t ing 
tes t imony.  
 Fi rs t ,  Mr.  Barons ,  that  was  a  very  in teres t ing observat ion about  the  CEOs 
coming out  of  t reasury  and audi t ,  which is  not  out  of  s t ra tegic  p lanning or  product  
d ivis ion or  any of  these  th ings  that  we ' re  ident i fy ing.   
 Several  years  ago,  I  had dinner  with  the  senior  management  of  an  American 
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manufactur ing company,  and I  remember  d is t inct ly  they were  ta lk ing about  what  
they create  i s  shareholder  va lue ,  and I  said  but  you a lso  create  product .  This  i s  a  
manufactur ing company;  you create  product .   And they burst  out  laughing,  and 
they sa id  to  me,  oh,  you ' re  so  naive .  
 And perhaps ,  perhaps  th is  g lobal  economic cr is is  and the  economic  cr is is  
we ' re  fac ing here  wi l l  g ive  us  the  chance to  press  the  rese t  but ton and s tar t  
th inking about  the  longer- term heal th  of  some of  the  companies .  
 You a l l  represent  sec tors  tha t  are  a  b ig  propor t ion of  what  many exper ts  say  
i s  the  economic  fu ture  of  th is  country ,  and ear l ier  today we heard  f rom Ed 
Kowalewski ,  who is  the  Director  of  In ternat ional  Trade Programs for  Empire  Sta te  
Development ,  and the  i ssue  came up about  encouraging Chinese  inves tment .  
 This  i s  a  s l ight ly  d i f fe rent  d i rec t ion than Mr.  Slane was  going.   But  when 
you l ink i t  wi th  what  Dr .  Nasr  sa id-- I  th ink i t  was  you who sa id-- that  the  Chinese  
were  buying German companies ,  German know-how,  German technology,  i s  th is  a  
good idea  to  be  encouraging Chinese  inves tment  in  some of  these  sectors?  
 Mr.  Kowalewski  speci f ica l ly  sa id  the  Chinese  investors  are  looking a t  
knowledge-based indust r ies  such as  solar  energy,  b iotech and pharmaceut ica ls .   
Are  we going to  f ind out  tha t  this  i s  kind of  a  shor t - term infus ion of  capi ta l  in to  
companies  and sectors  that  end up being hol lowed out?   Can you speak to  your  own 
sector  about  that?   
 DR.  LaVIGNE:  I ' l l  comment  that  I  do  th ink " the  world  is  f la t , "  and we 
have to  f igure--  and our  sector  I  think i s  a  l i t t le  di f ferent  than some of  the  others- -
so  l i fe  sc iences ,  f i rs t  of  a l l ,  for  any of  the  Chinese-based companies  to  market  
anything here ,  they need to  get  through our  regulatory  sys tem,  and we have the  
opposi te  i ssue .  So they have a  lo t  of  incent ive  to  work wi th  us ,  and I  ac tual ly  
bel ieve  we need more  ta lent  to  f igure  out  the  best  win-win for  everyone in  tha t  
ar rangement .  
 So they need us ;  we need them.   I  don ' t  fee l  tha t  taking thei r  dol lar  i s  going 
to  crea te  a  problem for  us  in  the  future .   They have markets  we want  to  ge t  into ,  
and the  rea l i ty  i s  a t  the  federa l  level ,  I  would  tel l  you that  in  terms of  regula t ion 
of  medical  devices  and other  products  l ike  therapeut ics ,  we need to  have more  of  a  
re la t ionship  so tha t  they ' re  not  keeping us  out  of  thei r  markets  as  wel l  as  you ' re  
seeing in  these  other  cases .  
 I  would  argue that  we have to  s tar t  opening up,  and par t icular ly  in  b iotech,  
because  i t  i s  a  vi r tua l  supply  chain ,  no quest ion about  i t ,  and i t  i sn ' t  jus t  
manufactur ing,  but  we ' re  ac tual ly  seeing a  lo t  of  R&D taking off  in  China ,  and 
some of  i t  i s  very  high qual i ty,  but  they can ' t  do  i t  a l l ,  and they a lso  seem to  lack 
some of  the  re la t ionships  here  tha t  our  fee t  on the  s t ree t  can provide .  
 So I  would  argue tha t  we have to  f igure  out  a  bet ter  way to  work together  
than necessar i ly  s taying away f rom them.  
 CHAIRMAN BARTHOLOMEW:  Mr.  Pat ton.  
 MR.  PATTON:  I  def in i te ly  agree .   I  th ink i t  i s  a  smal l  wor ld  today,  and I  
th ink there  are  some th ings  that  can be  done to  protec t  ourse lves .   I  th ink the  
protect ion of  the  IP ,  not  sending out  del ibera te ly ,  you know,  cer ta in  th ings  l ike  
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tha t  that  we should  be  doing,  but  as  far  as  jus t  f ree  t rade ,  and I  think we need to  
f igure  the  way out .  
 We 're  a  creat ive  c iv i l iza t ion--  look a t  us ,  in  the  shor t  per iod of  t ime where  
we are  today,  and we 're  a  very  creat ive  people  so  I  have no doubt  we can f ind our  
way through i t ,  but  I  th ink there  are  cer ta in  th ings  that  need to  be  looked a t ,  and I  
hate  to  use  the  word,  but  regula ted.   And IP,  I  th ink,  i s  one of  those .  
 CHAIRMAN BARTHOLOMEW:  Dr .  Nasr .  
 DR.  NASR:  I 'd  add my observat ion.   In  the  automot ive  indust ry ,  many of  
the  medium-size  companies  tha t  were  ac tual ly  seeking investment  f rom Chinese  
counterpar ts  ended up over  t ime becoming a  market ing arm for  them here  in  the  
U.S. ,  and a l l  the  manufactur ing operat ions  that  exis ted  here  are  gone.  
 CHAIRMAN BARTHOLOMEW:  I t  was  branding.   They wanted the  brand.  
 DR.  NASR:  I t  was  entry  to  market  and the  know-how.  We have s ignif icant  
examples  of  companies  where  we have seen that  happen over  t ime.  
 So the i ssue ,  I  think,  in  terms of  inves tment  f rom China or  any other  
country ,  i s  rea l ly  how do we govern that  and how do we develop a  pol icy  or  a  
long- term plan or  guidel ines  to  make sure  that  many of  the  smal l  and medium-sized 
companies  tha t  ac tual ly  enter  th is  ar rangement  are  a lso  protec ted?    
 Companies  l ike  GE,  when they actual ly have deals  wi th  China ,  face  cer ta in  
ru les  in  terms of  how much work has  to  be  done in  China ,  how many par ts  you 
should  get  in  China .  The government  requires  them to  t ransfer  some know-how to  
some of  thei r  suppl iers  to  make sure  that  they can do that  in  China .   So I  th ink 
many of  our  smal l  and medium-sized companies ,  for  example ,  when they enter  in to  
th is  k ind of  ar rangement ,  don ' t  have anything to  protec t  them,  and we don ' t  have 
the--wel l ,  the  sens i t ive  i ssue of  an  indust r ia l  pol icy  a lways  comes up when you 
discuss  something l ike  th is .  
 CHAIRMAN BARTHOLOMEW:  Mr.  Barons .  
 MR.  BARONS:  I  th ink you have to  p ick your  bat t les .   I  was  involved in  
Brazi l  in  the  '90s ,  and I  used to  cal l  i t  "Fort ress  Brazi l"  because  they had high 
import  tar i f fs ,  local  manufactur ing requirements ,  and any country  or  company l ike  
that  to  me is  inherent ly  uncompet i t ive  and unsusta inable .  
 Absolutely  defense ,  things  l ike  that ,  a re  very ,  very important .   I  th ink we 
have to  be  very  s t ra tegic  about  the  indust r ies  we look to  protect .  We had the  same 
angst  in  the  '80s  when the  Japanese  were  so  s t rong and were  buying up the  golf  
c lubs  and the  s tudios  and manufactur ing and whatever ,  and that  hasn ' t  proved to  be  
the  end of  America .  
 I  bel ieve that  the  Panama Canal  i s  serviced and managed by a  Chinese  
company,  and i f  14  percent  of  the  world 's  GDP goes  through that ,  and the  Chinese  
have control  over  the  locks ,  I  would  say that  would  be  a  l i t t le  more  worrying than 
them taking over  the  auto  indust ry ,  which,  in  fac t ,  i s  my his tory  because  I  worked 
for  Br i t i sh  Leyland,  and MG was f inal ly  bought  out  by a  Chinese  company.  
 So I  th ink consumer  goods ,  th ings  l ike  that ,  a re  cer ta in ly  nonst ra tegic ,  but  
mi l i tary ,  defense ,  logis t ics  l ike  the  Panama Canal ,  absolute ly ,  we should  be  very ,  
very  concerned about  that .  
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 CHAIRMAN BARTHOLOMEW:  Thank you.  
 HEARING COCHAIR SHEA:  I ' l l  ask  the  las t  quest ions .   I  apologize  for  
miss ing par t  of  your  tes t imony.  
 I  jus t  want  to  get  back to  this  i ssue  of  shor t - term approach,  corpora te ,  the  
pressure  on corporate  management  to  take  the  shor t - term approach.   What  can we 
do?   What  pol icy  recommendat ions  would you suggest  to  encourage companies  to  
take  more  of  a  longer  v is ion? 
 Should  we abol ish  the  10-Q and jus t  have an annual  repor t  or  a  semi-annual  
repor t ,  or  should  we change  the  incent ive  s t ructure  for  Wal l  St ree t  analys ts  who 
watch these  companies  l ike  hawks-- the  share  pr ice?   Any ideas?  
 DR.  NASR:  I  can te l l  you my idea  here .   I  th ink in  my mind the  
government  cannot  change a  lo t  of  th is  s t ructure  that  exis ts  in  indust ry .   However ,  
they can heavi ly  inf luence i t .   And I  would  say that  the  incent ive  for  R&D, many,  
many other ,  many in i t ia t ives  can happen f rom the  government  regarding suppor t  
for  R&D, incent ive  for  R&D, that  happen wi thin  the  company,  as  wel l  as  the  
government  funding for  R&D, and put t ing some of  the  caveats  to  ensure  that  a  
company is  going to  develop a  long- term plan for  compl iance  wi th  some of  these  
requirements  can help  inf luence  that .  
 DR.  LaVIGNE:  I 'm not  sure  i f  I  can speak to  the  publ ic  company scenar io ,  
but  the  pr ivate ly-held  company,  when we incent iv ize  pr ivate  investors ,  whether  
that ' s  angels  or  VCs,  to  actual ly  s tay  in  for  the  long haul ,  so ,  in  o ther  words ,  you 
create  an  inves tment  fund that ' s  publ ic  dol lars ,  but  i f  i t ' s  going to  be  used and 
matched,  tha t  has  to  be  for  a  f ive-year  to  seven-year  to  ten-year .   
 Right  now any of  our  young companies ,  whi le  they ' re  not  publ ic ly  t raded,  
they s t i l l  have those  investors  who are  knocking on thei r  door  saying I  want  out  in  
18 months  or  three  years  or  whatever  the  case  may be .    
 So we do know that  we can create  those  programs,  and there 's  a  number  of  
s ta tes  who have effect ively  done that ,  and I  fee l  tha t  we need the  federa l  
government  to  help  pressure  the  s ta tes  to  move in  that  d i rec t ion.   New York Sta te  
has  ac tual ly  been regress ing,  as  many of  you might  surmise ,  over  the  pas t  couple  
of  years .    
 Our  economic  development  programs have actual ly  gone back to  more  
t radi t ional  s i los ,  and we real ly  have kind of  los t  focus  on moving to  the  new 
economy,  and there 's  a  lo t  of  verbiage  around new economy,  but  the  real i ty  i s  
those  programs are  not  happening.   
 So,  r ight  now,  in  New York Sta te ,  the  comptrol ler  has  been doing a  sweep 
across  the  s ta te ,  ta lk ing about  common re t i rement  funds,  and how they ' re  seeing a  
30 percent  IRR,  which i s  terr i f ic .  
 The group in  Buffa lo  that ' s  handled the  funds  has  ac tual ly  seen over  50 
percent  IRR so  we 're  thr i l led wi th  tha t .   But  we 're  saying move s l ight ly  ear l ier  in  
the  p ipel ine  and incent ivize  our  pr ivate  sec tor fo lks  to  jump in  next  to  you because  
now this  Val ley  of  Death ,  we can address  this  wi th  pr ivate  money and publ ic  
money for  a  long haul .  
 HEARING COCHAIR SHEA:  Let  me ask one f inal  quest ion.   Tel l  me a  
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l i t t le  b i t  about  the  tax  and regula tory  environment  in  New York Sta te .   I s  i t  
d i f f icul t?   How would you rank i t?   You 've  t raveled,  you 've  been in  o ther  locat ions  
in  the  Uni ted  States?  
 DR.  LaVIGNE:  Yes ,  c lear ly  i t  i s  among the  wors t ,  and so  you a lmost  
wonder  how we can manage to  keep companies  here ,  and that ' s  why I  te l l  you that  
th is  package--Mr.  Vargovich,  t ru ly ,  there  i s  something that  keeps  folks  here .   We 
do have ta lent ;  we have a  lo t  of  o ther  p ieces .   But  that  i s  absolute ly  the  wors t  
p iece  of  i t .  
 So we cer ta in ly  are  on the  most  ext reme end of  the  spect rum on both  of  
those  issues ,  and i t  i s  only  get t ing  worse ,  and so  what  ends  up happening is  our  
economic development  programs end up  being a  way to  counterbalance  the  
excess ive  taxat ion and regula t ion.  
 HEARING COCHAIR SHEA:  Okay.   Do you want  to  add anything,  Mr.  
Barons  or  Mr.  Pat ton?   You feel  l ike  you 've  been off  the  scr ip t  too much today.  
 [Laughter . ]  
 MR.  BARONS:  I f  we have the  Empire Sta te  inves tment- - I 've  c losed down a  
lo t  of  fac tor ies  which were  put  up for  tax  reasons .   Al l  r ight .  
 CHAIRMAN BARTHOLOMEW:  I 'm sorry?   They were  put  up? 
 MR.  BARONS:  They were  put  up for  tax  reasons .  
 CHAIRMAN BARTHOLOMEW:  They were  bui l t  for  tax  reasons?  
 MR.  BARONS:  Yes ,  bui l t  for  market  access  or  tax  reasons  in  India ,  in  
Brazi l ,  or  wherever .   And you have to  have the  incent ive--you can ' t  br ibe .  You 
know an incent ive  is  c lose  to  a  br ibe .   So i f  you have to  br ibe  people  to  go 
somewhere ,  there 's  something wrong.  
 So the  bes t  that  we can do is  to  keep the  ta lent  base ,  the  infras t ructure ,  the  
resources  here ,  and then take  away the  barr iers  tha t  suppress  that ,  and I 'd  ra ther  
see  lower  taxes  that  br ibes .   Right .   I 'd  l ike  to  see  a  more  proact ive  business  
environment .  
 I  went  over  to  I re land to  se t  up a  fac tory  over  there .   The I r i sh  
Development  Agency were  unbel ievable  in  terms of  the  way they networked wi th  
the  companies .   I  asked the  head of  In te l  who jus t  bui l t  a  $5  b i l l ion fac i l i ty  why 
did  you come to  I re land,  expect ing the  answer  to  be  because  i t ' s  12 .5  percent  tax  
ra te ,  and he  sa id  because  when we came to  bui ld  the  fac i l i ty ,  every  place  in  the  
world  had a  def ic i t  of  cr i t ical  ski l l s ,  and I re land was  the  only  place  that  had the  
cr i t ica l  ski l l s .  
 CHAIRMAN BARTHOLOMEW:  That 's  in teres t ing.  
 MR.  BARONS:  So i f  we can get  the  good things  r ight  and take  away the 
bad th ings ,  we ' l l  ge t  i t  r ight .   But  we 're  carrying a  hel l  of  a  burden,  as  Dr .  LaVigne 
says ,  in  terms of  regula t ion and taxes  and benef i ts  and infras t ructure .  
 DR.  LaVIGNE:  I  would  a lmost  toss  out  to  you,  as  a  New York Sta te  
res ident ,  I 'm s tymied a t  how to  change any of  th is .   I t ' s  so  c lear  that  we have too 
many people  who own these  programs.   The CAT program that  I  ment ioned wi th  
the  20- to-one re turn  on economic impact ,  i t  was  on the  chopping block las t  
December .   So I  spent  three  months  doing advocacy work.    
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 HEARING COCHAIR SHEA:  Educat ional  work.  
 DR.  LaVIGNE:  Educat ional  work.   But  my point  i s  when I  looked in to  i t ,  i t  
wasn ' t  tha t  people  rea l ly  unders tood the  program.   I t  was  that  we have so  many 
layers  here  in  New York Sta te  government  and I ,  as  a  c i t izen,  I  honest ly  do not  
know what  to  do about  i t ,  and I  don ' t  know i f  the  federal  government  can ass is t  us  
wi th  that .   But  we 're  s tuck.  
 CHAIRMAN BARTHOLOMEW:  I  don ' t  th ink you ' l l  see  the  federa l  
government  te l l ing  the  s ta te  what  to  do on some of  these  th ings ,  but  again ,  Mr.  
Barons ,  i t ' s  in teres t ing.   What  you point  out  wi th  the  I re land example  i s - -and I  
th ink my col leagues  who have been on th is  get  r id  of  taxes  theme here--but  having 
the  t ra ined workforce  i s  something that ' s  not  sor t  of  a  t radi t ional  bot tom l ine  as  
you look a t  the  corporate  expenses  or  the  corporate  prof i t s .   And having that  
t ra ined workforce  is  paid  for ,  the  t ra in ing is  paid  for  by the  taxes  that  people  pay 
in  th is  society .  
 So i t ' s  not  s imply that  i f  you reduce the  taxes ,  then the  problems a l l  go  
away because  i f  you reduce the  taxes ,  you of ten  are  los ing the  services  that  add up 
to  these  in tangibles  tha t  a re  the  reason that  people  are  where  they are .  
 I  mean I 've  heard  severa l  t imes  jus t  in  the  pas t  day in  Rochester  tha t  there 's  
an  incredible  qual i ty  of  l i fe  here ,  a l l  of  the  problems as ide,  which is  an  incent ive  
for  people  to  want  to  l ive  in  a  communi ty where  they feel  that  there  are  cul tural  
ac t ivi t ies  or  a  lot  of  interest ing  things  going on.   There  are  a lways  those  
in tangibles  tha t  go  in to  i t ,  and I  would just  counsel  my col leagues  to  remember  
that  those intangibles  are  of ten  paid  for- -  
 COMMISSIONER BLUMENTHAL:  We 're  a  b ipar t i san  Commiss ion.  
 CHAIRMAN BARTHOLOMEW:  - -by taxes .  
 [Laughter . ]  
 MR.  PATTON:  Wel l ,  I  moved,  20 years  l iv ing in  Flor ida  to  New York,  you 
know,  rea l ly  moved a  year  ago.   I  commuted for  a  year .  I t ' s  out rageous  l iv ing here  
as  far  as  the  tax  burden.  
 CHAIRMAN BARTHOLOMEW:  And the  weather .  
 MR.  PATTON:  No,  the  weather  was  f ine .  I  grew up in  the  Northeas t - - i t  
was  okay--but  rea l  es ta te  taxes ,  e t  ce tera .   Rochester  i s  a  grea t  c i ty .   I t  has  very  
wel l  educated people .   Everything is  c lose .   I t ' s  a  wonderful  th ing.   There 's  been 
Bausch & Lomb,  Xerox,  Kodak.   So you have a l l  these  people ,  cul tural  th ings ,  but  
creat ing jobs  here ,  I  mean i t  has  to  be  di f f icul t .   I  moved here ,  but  I  can ' t  see  a  lo t  
of  o ther  people  moving.  
 CHAIRMAN BARTHOLOMEW:  In teres t ing.   Thank you.  
 HEARING COCHAIR SHEA:  Thank you a l l  for  your  t ime and the  ef for t  
you put  in to  prepar ing your  tes t imony,  and I  off ic ia l ly  c lose  the  wi tness  panels  of  
the  hear ing,  and in  about  f ive  minutes ,  a t  four  o 'c lock,  we wi l l  accept  any 
s ta tements  f rom the  publ ic .  
 Thank you.  
 [No ora l  publ ic  comments . ]  
 [Whereupon,  a t  4 :05 p .m. ,  the  hear ing was  adjourned. ]  
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PUBLIC COMMENT SUBMITTED FOR THE RECORD 
 
 
Submitted via email by Jean Public of Florham Park, New Jersey on June 22, 2009 
 

“I think we need to make food and start again to manufacture products in the United 
States. China is clearly sending us poison and inferior products. Our pets died. Our kids got milk 
with poison in it. We have had lead in kids’ jewelry that will harm our children. The tires break 
on us so that lives are imperiled. We have had many products from China that are admittedly 
cheap but are also admittedly harmful. I think all trade with China needs to be downsized. It is 
clear that using those large ships to bring over products is in fact harmful to our seas, with much 
marine life being lost and oil being thrown into the sea from these large ships bringing in 
products. That is the environmental cost. It is time the environmental cost is part of all trade 
agreements. The ships are in fact guilty of throwing their oil right into our seas, poisoning and 
polluting marine life and our coasts. We need to downsize trade. We need to make sure what we 
use in the United States is safe. I don’t think China is interested in that, they even kill their own 
people; much less have any concern for American citizens. It is clearly not in our interest to 
continue this massive trade. We want downsizing of all trade with China.” 
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ADDITIONAL MATERIAL SUPPLIED FOR THE RECORD 
 
S ta tement  of  Dr .  Sam Natapoff ,  Senior  Advisor  to  New York Sta te  Governor  
David  A.  Paterson and Deputy  Commiss ioner  for  Internat ional  Development  
a t  the  New York Sta te  Depar tment  of  Economic Development ,  New York,  NY 
 

iU.S. – CHINA ECONOMIC &  
SECURITY REVIEW COMMISSION 

PANEL III 
THURSDAY, JULY 23, 2000 

 
 

Testimony by Sam Natapoff, Senior Advisor to New York State (NYS) Governor David A. 
Paterson & NYS Department of Economic Development Deputy Commissioner for 
International Development 

 
 

 
On behalf of New York State Governor David A. Paterson, I would like to thank 

the U.S.-China Economic & Security Review Commission for holding their field 

hearing here in Rochester, New York.  It is fitting that this city, with its strong 

record of business excellence be the site of such an inquiry.  Rochester has a proud 

history as a center of advanced manufacturing, cutting-edge research, and 

academic achievement.  Rochester has been home to Eastman Kodak, to Xerox, 

and to Bausch and Lomb, globally recognizable New York companies that have 

played a significant role in defining the success of American business domestically 

and around the world.  Rochester companies have also contributed significantly to 

American style and culture, with Ray-Ban sunglasses and Jello leaving their marks 

in American history.  Rochester is also the long-time home of Empire State 

Development CEO Dennis Mullen, whose superb work in government and the 

private sector here has strengthened and benefitted both the city and the region.  
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Given the focus of this panel on current opportunities for growth in New York 

State, my role as Deputy Commissioner of NYS’s Department of Economic 

Development for International affords me a view of the tremendous potential for 

economic growth for this state and its companies in international markets.  New 

York State companies are innovative, aggressive, and poised for tremendous 

success in exporting abroad, as well as attracting international capital to buttress 

their efforts at home.  This success is however far from guaranteed.  Competition 

from established and emerging market companies is intense and has consistently 

put our companies under pressure.  The U.S. market is the most open in the world, 

so New York companies must contend not simply with challengers from Montana 

but also from Mongolia and Moldova among others.  Local companies must work 

hard to create cutting-edge products, keep costs and prices under control, and 

remain competitive with their U.S. and international rivals.  What New York’s 

state government can offer our firms in their difficult endeavor is assistance in 

reducing trade barriers, finding partners and connections in international business, 

and gaining access to previously untapped or protected foreign markets.  Governor 

Paterson believes that competition reveals merit, but he understands that only fair 

competition can produce a fair outcome.  That is why he is committed to assisting 

New York’s companies to compete on a level international playing field, so that 

the results will reflect the strengths of the players, not the biases of the process. 

 

The International Division of Empire State Development manages the international 

economic strategy of New York, a strategy intended to support local firms and 

bring economic resources from overseas to New York.  It maintains 12 
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international trade and investment offices around the world, whose primary 

missions are to serve as local agents of NY companies to find outlets for their 

products and services, as well as to inform and direct foreign investors to the 

economic opportunities within New York State.  We have identified several 

overseas markets that have significant economic potential in the near term; the 

People’s Republic of China is certainly one of them.   

 

Economic relations between New York State and the People’s Republic of China 

have been developing rapidly over the past several years.  This has resulted in 

significantly improved export sales from New York State firms and increased 

foreign direct investment (FDI) attraction for New York State.  New York’s 

commodity exports to China have grown by double-digit percentages over the past 

few years, from $2.189 billion in 2006 to $2.5 billion in 2007 and $2.82 billion in 

2008.1  It is important to note the high quality nature of many of these exports; 

over the past three years, New York’s two largest commodity export areas to China 

have been Industrial Machinery (including computers) and Electric Machinery 

(including sound equipment, TV equipment and others).2  These value-added 

sectors help create and maintain quality jobs in New York State and China is 

proving to be a growing market for New York’s companies and products in these 

areas, as well as others.  At the same time, China’s foreign direct investment in 

New York State has also increased.   

 

Our attempts to improve access for New York firms within China’s markets have 

 
1 WISER Trade Database 7/16/09 
2 WISER ibid 
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yielded strong results thus far.  Currently, ESD International maintains three 

economic development offices in China, located in Beijing, Shanghai, and Hong 

Kong.  While only recently established, they have already been successful in 

assisting companies all around the state sell millions more in exports to China and 

they will serve as critical infrastructure for New York’s economic strategy with 

China.     

 

New York has been actively negotiating with the Chinese government to provide 

market access for our firms there and investment in our communities here.  In 

April 2009, New York State signed two significant Memoranda of Understanding 

(MOU) with Chinese government organizations.  On April 22, 2009, ESD signed 

an agreement establishing the Joint Economic Commission between New York 

State and the Jiangsu Province Provincial Government.  The mandate of this joint 

economic commission was to promote two-way investment, social and economic 

cooperation between the two governments.  Specific sectors were given primary 

focus for investment, including financial services, clean technology, life sciences, 

information technology and nanotechnology, and education, areas where New 

York State has consistently demonstrated national and international leadership.  

New York’s links with the Jiangsu Province are strong, we have maintained a 

Sister State relationship for 20 years, and this agreement is the logical acceleration 

of the long-standing and strategically important economic partnership, as Jiangsu 

Province is the second richest province in China and has a population of nearly 75 

million people. 

 

Five days after the first MOU was signed, on April 27, 2009, on behalf of New 
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York State, ESD  signed a Memorandum of Understanding with the China 

Investment Promotion Agency (CIPA) on Investment Promotion Cooperation.  

This MOU with China’s central government also designated as priority investment 

sectors financial services, clean technology, financial services, life sciences, and 

education.  New York State and CIPA agreed to share information regarding 

investment policies, laws, and regulations, investment environments, investment 

promotion activities and investment projects. 

 

With these two MOUs, New York State has begun to implement a longer-term 

strategy to engage key actors within China’s government and economy to assist 

New York companies to increase their exports to China and to attract Chinese 

investment to New York.  

  

China has consistently participated in Empire State Development’s efforts to 

improve access for NYS firms to foreign markets.  For example, representatives 

from both the Chinese Consulate and the Hong Kong Trade Development Council 

attended both recent internal trade missions organized by ESD this year, efforts to 

introduce NY firms to economic gatekeepers from countries around the world.  

The first mission brought 33 foreign delegates from 27 countries to Albany for a 

two-day mission, introducing them to trade and investment opportunities in New 

York’s Capital Region.  The second mission brought 65 foreign delegates from 36 

countries to the Buffalo/Niagara area for two days, again highlighting the trade and 

investment opportunities of Western New York.  We plan to bring a trade mission 

here to Rochester in the near future, in order to demonstrate Rochester’s business, 

research, and academic achievements to potential partners and investors from 
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China and other international business decision makers. 

 

New York is a common destination for high-level delegations of potential foreign 

buyers and investors.  Only last week ESD met with a delegation of Chinese 

procurement officers from their Ministry of Commerce, whose U.S. tour was 

organized by the U.S. Trade and Development Agency.  Such delegations give us 

the opportunity to introduce NY companies to potential foreign partners, buyers, 

and investors.  In March 2009, we were visited by a delegation from China’s 

Hunan Province of heads of the provincial government, chambers of commerce, 

and development agencies.    And in April 2009, senior members of the Jiangsu 

Province government visited New York State to strengthen economic ties and to 

sign the Joint Economic Commission Agreement to permanently establish a new 

level of economic cooperation. 

 

Given New York’s international openness and orientation, this state is increasingly 

becoming an overseas home to both Chinese government and business institutions.  

The City of Shenzhen recently opened an official representative office in New 

York City.  More recently, several major Chinese banks opened branch offices in 

New York as well, including the China Construction Bank and the China 

Merchants Bank.  The Chinese company Beijing Vantone recently signed a lease at 

Ground Zero to open The China Center, which will serve as a home to Chinese 

companies that wish to locate offices in the United States.  Clearly, New York is a 

prestigious location for Chinese as well as foreign companies from around the 

world.   
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With the largest public university system in the United States, over 250 colleges 

and universities, and one of the highest densities of institutions of higher learning 

in the world, New York’s educational system is another pillar in this state’s 

international and economic competitiveness.3  New York’s colleges and 

universities have long served as a strong lure to foreign students to come study 

here, as well as a tremendous engine of human capital generation.  In 2006-7, there 

were approximately 65,000 foreign students studying in New York, directly 

contributing some $1.86 billion to the statewide economy.  Today, there are some 

74,000 foreign students studying in New York and that number continues to grow.  

I am glad to testify in conjunction with Nicholas Rostow, representing the State 

University of New York (SUNY), which has proven to be one of the most 

internationally active state universities in the country.  For example, there are 

approximately 1,800 Turkish students enrolled in dual-diploma programs between 

SUNY institutions and nine Turkish universities.  It is however SUNY’s China 150 

Project that deserves considerable praise.  On May 12, 2008, China’s Sichuan 

Province was hit by a terrible earthquake that killed some 70,000 people and 

destroyed their university.  In a wonderful and generous gesture, the State of New 

York through SUNY hosted 150 Sichuan university students to study here in New 

York for a year, until their university could be rebuilt.  It is through efforts such as 

these that binding ties are built.  As a result, in September 2008 when PRC Premier 

Wen Jia Bao visited Governor Paterson in New York City, it was for the China 150 

Program that he reserved his most appreciative and glowing remarks. 

 

Governor Paterson and CEO Mullen believe that international commerce and 

 
3 TurkofAmerica, May/June 2009, pg 42 
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investment can serve as a significant source of economic growth for New York 

State in the immediate, medium, and longer terms.  New York’s firms are among 

the most vibrant, innovative, and competitive in the world, and Governor Paterson 

has vowed to support their increasing international expansion in terms of exporting 

abroad as well as attracting investment back to our state.   

 

 

Thank you very much.    
 
 
 
                     
 
 
                       Statement of Senator Charles E. Schumer 

 
U.S.-China Economic and Security Review Commission 

 
Hearing on “The Impact of Trade with China on New York State and 

Opportunities for Economic Growth” 
 

Rochester, New York 
July 23, 2009 

 
I applaud the U.S.-China Economic and Security Review Commission for 

convening this important public hearing today at the Rochester Institute of 
Technology.  New York State, and Rochester in particular, has a long and rich 
history of industrial and technological innovation.  I cannot think of a better setting 
for a discussion of the complex role Chinese trade plays in our economy and the 
impact it has on our communities. 

 
China and the United States have a deeply symbiotic and, in many ways, 

troublesome trade relationship.  To understand the sheer magnitude of this 
relationship, consider this:  Last year, China sold $338 billion worth of goods to 
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American consumers—more than any other country in the world.  That is more 
than the combined annual revenue of Microsoft, Apple, Pepsi, Boeing, Johnson & 
Johnson, and Goldman Sachs.  American businesses, however, sold only $71 
billion worth of goods to the Chinese. There are many factors that have contributed 
to this imbalance, but let me be clear:  One of my top priorities is to fight for trade 
policies that ensure that free trade is also fair trade, and that our workers have a fair 
chance to compete.   

 
Our massive trade deficit with China is a relatively recent phenomenon.  As 

late as 2001, China's current account surplus—the value of exports minus the value 
of imports—was only 1.3 percent of its GDP.  Last year, it was a whopping 10 
percent, according to the World Bank.  One reason China’s surplus has soared is 
increased American demand for Chinese goods, such as inexpensive shoes, toys 
and electronics.  There’s no doubt that the American consumer is price-sensitive, 
and there is nothing inherently wrong with this fact.  However, the policies of the 
Chinese central government have the effect of giving their goods a 30 to 40 percent 
price advantage over ours, which makes it harder for U.S. firms to compete.  I 
remember touring upstate New York several years ago and hearing from numerous 
CEOs, “We can compete with the labor cost differential because our workers are 
more productive and better-trained.  But it’s hard to compete with the built-in price 
advantage that the currency differential gives the Chinese.”  Well, we have not 
done a good job as a nation over the past decade of ensuring that our largest and 
fastest-growing competitors – countries like China – follow the agreed-upon rules 
of the international trading community.  I am working hard with the Obama 
Administration and new United States Trade Representative Ron Kirk to make sure 
that happens now, and I think the new Administration is off to a good start when it 
comes to trade enforcement. 
 

When it comes to trade with China, my main focus has been on the currency 
issue.  China’s manipulation of its currency undermines U.S. businesses at home 
and abroad.  The central government’s actions keep China’s exports to the U.S. 
cheap while raising the prices on U.S. exports to China.  Partially as a result of 
these currency practices, the United States has lost over 5.3 million manufacturing 
jobs in the last decade.  New York has lost approximately 275,000 manufacturing 
jobs over the same time period.  I have been working on the issue of China’s 
currency manipulation with my colleague Lindsay Graham of South Carolina for 
more than five years, and while we have had some successes, there is much more 
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work to be done. 
 
Since China originally de-pegged the renminbi in July 2005, the currency 

has appreciated by about 17 percent against the dollar (8.28 renminbi to the dollar 
in July 2005, compared to 6.83 today).  But during that time, China’s current 
account surplus has not appreciably declined.  The IMF reports that China’s 
current account surplus will remain at least 10 percent of GDP as far as the eye can 
see.  Moreover, China’s currency has barely appreciated this year at all.  According 
to a new study by William Cline and John Williamson of the Peterson Institute for 
International Economics, China’s currency remains between 21 and 40 percent 
undervalued against the dollar.  This is fundamentally the same level of 
undervaluation that existed in 2005, even considering the movements in the 
currency since then. 

 
These realities make the legislation that I am pursuing with Senator Graham 

no less important today than it was three years ago.  Our bill, The Currency 
Exchange Rate Oversight Reform Act of 2009 would create a new, objective rubric 
by which currency manipulation is measured, eliminating the need to prove that 
currencies are misaligned due to clear government intent to manipulate.  Instead, 
the bill would create a new category for “fundamentally misaligned currencies,” 
referring to currencies that are misaligned for any reason, including government 
manipulation. The bill also provides Treasury with a specific set of tools and 
penalties to use to go after and eliminate misaligned currencies.  China’s 
“undervalued” renminbi, as labeled by Treasury in last month’s report, would 
likely fall into the new category of “currencies in fundamental misalignment.”  
Plus, I am advised that our bill is likely to be compliant with WTO rules. 
 

The bill, identical to the bill that was reported out of the Finance Committee 
on a 20-1 vote in 2007, would: 

 
• Create a new overall approach to identifying currency manipulators by 

requiring that the Treasury Department develop a biannual report that 
identifies “fundamentally misaligned currencies, including those that are 
caused by clear policy actions by the relevant government; 
 

• Require the Treasury Department to engage in immediate consultations with 
all countries cited in the report.  For “priority” currencies, Treasury would 
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seek advice from the International Monetary Fund (IMF), as well as key 
trading partners; and  
 

• Establish important consequences immediately upon designation, 
moderately severe consequences if consultations have not resulted in 
appropriate policies and identifiable actions to eliminate misalignment after 
90 days, and more severe consequences if consultations have not resulted in 
appropriate policies and identifiable actions to eliminate misalignment after 
360 days. 
 

This is a strong, aggressive bill that will rectify the actions of countries that refuse 
to play by the rules.  I recognize, however, that some of my colleagues favor a 
different approach to addressing China’s currency manipulation, and I have 
committed to supporting the strongest possible currency reform bill that reaches 
the Senate floor.  I will push hard for currency reform legislation to be considered 
during the 111th Congress. 
 

To be sure, creating a stable, win-win trading relationship with China over 
the long term will require more than just currency reform.  The economic 
prosperity of both countries is inextricably linked and cooperation in pursuit of free 
and fair trade is the path forward. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Statement  of  Kirsten E.  Gi l l ibrand,  a  U.S.  Senator from the State  of  New 
York 
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Statement of Louise M. Slaughter, a U.S. Congresswoman from the State of New 
York 
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