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ECONOMIC DEVELOPMENT OPPORTUNITIES
IN NANO COMMERCIALIZATION

THURSDAY, MAY 4, 2006

U.S. SENATE,
SUBCOMMITTEE ON TRADE, TOURISM, AND ECONOMIC
DEVELOPMENT,
COMMITTEE ON COMMERCE, SCIENCE, AND TRANSPORTATION,
Washington, DC.

The Subcommittee met, pursuant to notice, at 3:17 p.m. in room
SD-562, Dirksen Senate Office Building, Hon. Gordon H. Smith,
Chairman of the Subcommittee, presiding.

OPENING STATEMENT OF HON. GORDON H. SMITH,
U.S. SENATOR FROM OREGON

Senator SMITH. Ladies and gentlemen, we call to order this hear-
ing of the Senate Commerce Committee. Thank you for your at-
tendance, and I appreciate so much your preparation. We apologize
for the voting schedule around this place. They don’t check with
Byron or myself when they schedule these votes. But we can go for-
ward now.

Today’s hearing will focus on economic development opportuni-
ties that exist within the field of nanotechnology; obviously, an
enormously exciting field that has tremendous potential to improve
the quality of life for our citizens, create high-paying jobs, and in-
crease U.S. global competitiveness. Unfortunately, the Federal Gov-
ernment has not made the economic development aspect of nano-
technology much of a priority. We're going to try to do that.

This hearing is going to highlight communities and companies
that are harnessing this potential and bringing jobs to their towns.
Hewlett-Packard, that has a large presence in Oregon, developed
the thermal inkjet technology, as one example of how advances in
nanoscience and microtechnology have generated tremendous eco-
nomic benefit and created high-paying jobs. It enabled the creation
of this breakthrough technology, and led to tremendous growth at
HP, and created numerous opportunities in our state, not only in
the Corvallis area, but also for thousands of others across the coun-
try.

With the growth of nanotechnology, I envision similar types of
job creation and advances in product development in the future.
Today, more than 40 initiatives at the community, state, and re-
gional levels are dedicated to nanotechnology commercialization
and economic development. Advancement of nanotechnology is also
evident, and quite competitive, on the global stage. Asian and Eu-
ropean countries are making significant efforts to reap economic
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benefits from commercializing this industry. Recent studies indi-
cate that by the year 2014 nanotechnology will affect most manu-
factured goods and represent manufacturing output of more than
$2 trillion.

At the same time, some have expressed concern regarding poten-
tial health and safety issues related to nanotechnology. These
issues need to be examined as we move forward. However, we
should not unfairly hinder this emerging field of science. With the
potential benefits that this technology offers, the Government
should do more to ensure the United States is a leader in commer-
cializing its technology and promoting its economic benefits.

We have five witnesses here today that will discuss important
issues as they relate to this topic. We thank you and look forward
to hearing from you.

And I would like to especially welcome Skip Rung, President and
Executive Director of the Oregon Nanoscience and Microtech-
nologies Institute, in Corvallis, Oregon, who’s here today. We wel-
come you, SKkip.

And, with that, let me turn to my colleague, Byron Dorgan from
North Dakota.

STATEMENT OF HON. BYRON L. DORGAN,
U.S. SENATOR FROM NORTH DAKOTA

Senator DORGAN. Senator Smith, thank you very much.

First of all, let me say, I appreciate your holding this follow-up
hearing. We’ve held one other hearing in our Subcommittee, on
nanotechnology. This hearing is about partnerships and commer-
cialization, and I think it is right on the mark, and I very much
appreciate it.

I'm not able to stay for the entire hearing, because of the time
problem that has occurred as a result of these votes, and I deeply
apologize for that. But let me take the front end of this, just for
a moment, to welcome Dr. Phil Boudjouk. At a hearing, I guess 5
or 6 years ago, in a room in this building, in a hearing room just
like this, with Senator Stevens and myself, Dr. Boudjouk testified
on issues, I think, dealing with EPSCoR at that moment. And, from
that meeting, out in the hallway we talked about what we could,
and should, do to make North Dakota State University a university
that is a participant in microtechnology and nanotechnology. From
that time, in the last 5 to 6 years, we have made remarkable
strides, through research contracts with the Department of Defense
and earmarks that I have included in legislation. The result of it
all is that we now have, at North Dakota State University, a Cen-
ter for Nanoscale Science and Engineering that is really quite a re-
markable place. This summer, a company called Alien Technology
will open the world’s largest plant for making radio frequency iden-
tification tags, RFID tags, right across the street from the Center
for Nanoscale Science and Engineering. A number of other high-
technology companies have now located in Fargo and are partici-
pating. We think what is happening there is almost breathtaking.

We're very interested in, I'm very interested, especially, in
marrying the opportunity to have Federal research join partner-
ships and the private sector to commercialize the kinds of things
that result from all of this technology.
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I think we’re just in the first baby step of the development of
what we will ultimately see in our lives from nanotechnology. But
in order to have a destination, you've got to know where you are
and where you want to be. And that’s the purpose of this hearing.
It’s the purpose of the research that we’re funding here in the Fed-
eral Government. And I just wanted to especially say that you don’t
have to be a New York University, Texas University, Massachu-
setts or California University, I mention those four, because, as you
know, the huge pile of Federal dollars go to about four or five
states for research, you don’t have to be in one of those states to
be world-class. We are creating, developing, and seeing world-class
opportunities in micro- and nanotechnology applications, that exist
in other areas of the country, including a world-class opportunity
that is now being built and existing in Fargo, North Dakota, at
North Dakota State University.

Much of the credit of that is due to Dr. Boudjouk. I'm really
pleased that I was able to invite him, and that you were willing
to allow him to testify today.

Senator SMITH. Of course.

Senator DORGAN. This is a great panel. I appreciate the input all
of you will provide this Senate on these important issues.

And, again, Mr. Chairman, thank you very much.

Senator SMITH. Thank you, Senator Dorgan. And I agree com-
pletely with your observation. You don’t have to be from one of the
big ones. You can be from Oregon or North Dakota and participate
in this, and maybe make the breakthroughs.

Our panel today will consist of Sean Murdock. He'll go first. He’s
the Executive Director of the NanoBusiness Alliance, in Skokie, I1-
linois; and then Robert “Skip” Rung, President and Executive Di-
rector of Oregon Nanoscience and Microtechnologies Institute, from
Corvallis; and Dr. Philip Boudjouk—did I say it right?

Dr. BounJouk. You did.

Senator SMITH. We welcome you, Doctor. He’s the Vice President
for Research, North Dakota State University, Fargo, North Dakota;
and David Rejeski——

Mr. REJESKI. Rejeski.

Senator SMITH.—Rejeski—TI’ll get it better next time—thank you
for being here, as well. He’s director of Project on Emerging Nano-
technologies, Woodrow Wilson International Center for Scholars, in
Washington, D.C.; and Jerry Gwaltney

Mr. GWALTNEY. Gwaltney.

Senator SMITH. Gwaltney, OK.

Mr. GWALTNEY. Yes, sir.

Senator SMITH. City Manager, City of Danville, Virginia.

Senator DORGAN. Mr. Chairman, you could have picked some
Smiths and some Olsons.

Senator SMITH. Yes.

[Laughter.]

Senator DORGAN. That’s a lot easier, but these are the experts.

Senator SMITH. We're honored to be joined by the Chairman of
the full Committee. Senator Stevens, we're glad you’re with us, sir.
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STATEMENT OF HON. TED STEVENS,
U.S. SENATOR FROM ALASKA

The CHAIRMAN. Thank you very much. I'm late but I'm happy to
join you for this important hearing.
Senator SMITH. Sean, take it away.

STATEMENT OF SEAN MURDOCK, EXECUTIVE DIRECTOR,
NANOBUSINESS ALLIANCE

Mr. MURDOCK. Thank you very much.

I would like to thank you, Chairman Smith, Ranking Member
Dorgan, Chairman Stevens, and the Members of this Senate Sub-
committee on Trade, Tourism, and Economic Development, for the
opportunity to testify on a topic of great importance to the Amer-
ican economy and to American competitiveness.

I would also like to thank you for introducing the Nanoscience
to Commercialization Institutes Act of 2005, which we believe will
}ﬁellp expand our Nation’s nanotechnology commercialization capa-

ilities.

My name is Sean Murdock, and I am the Executive Director of
the NanoBusiness Alliance. The Alliance is the industry association
policy advocate for nanotechnology innovators.

Developments in nanotechnology will boost a broad range of in-
dustry. Lux Research has predicted that nanotechnology will ac-
count for 15 percent of our global manufacturing output, totaling
almost $2.6 trillion in 2014. Those figures imply an expected im-
pact of almost 3.7 million U.S. manufacturing jobs within 10 years.
And the jobs that are created are likely to be very good ones, high-
paying ones. Small Times has estimated that the average annual
salary for an employee in the nanotechnology sector is almost
$100,000 a year.

States are making investments in nanotechnology economic de-
velopment with the hope and the expectation of attracting compa-
nies and capturing these new jobs. According to Lux Research,
state and local governments poured more than $400 million last
year into nanotechnology research facilities, business incubation
programs, and other resources, aiming to attract the further funds,
the billion dollars that are being disbursed at the Federal level.

Most of the $400 million was invested in a few large-scale
projects to build new buildings, and new facilities within those
buildings. Only a small portion of that money is actually going to
public/private partnerships that focus on connecting our research in
the infrastructure to the existing businesses that may be able to
use it, enhance their competitiveness, maintain existing jobs, and
create new ones.

There are several key challenges for realizing economic develop-
ment through nanotechnology. The first is the Valley of Death.
Companies need capital and time to bring innovations to market.
But VCs have been shying away from investment in early stage
platform technologies without the near-term products. According to
statistics from Small Times, investment in startup and seed-stage
companies has dropped significantly as a percentage of total invest-
ment by over 50 percent, with startups receiving only 3 percent—
early stage only 3 percent in 2005. Federal investment in basic re-
search without adequate commercialization capital for startup com-
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panies that are busy translating it into realworld applications will
not result in the economic development that we expect.

Second, to truly create revolutionary groundbreaking products,
often several innovations have to be realized and combined. It is
often not feasible for a single company to shoulder the burden of
infrastructure investment and development. Public partnerships
allow all parties to align their strategies for commercialization, to
leverage one another’s resources, and to create the kind of road-
maps that facilitate the coordinated activity. Currently, there is no
programmatic approach to foster these kind of public/private part-
nerships.

The third, startup nanotech companies are pioneers. They are
rich in potential, courage, and ambition, but are poor in resources.
As such, their ability to have a voice in policy discussions, to travel
and network, and even access and apply for the Federal programs
that we’ve put forward to help them, is extremely limited. Support
for organizations that work on a grassroots level to support those
startups and entrepreneurs, and act as a means for the companies
to meet, share strategies, and cooperate, is essential to regional
success for the industry.

We have a few recommendations. First, we strongly support the
Nanoscience to Commercialization Institutes Act of 2005, sponsored
by Senators Smith and Cantwell. This bill has the potential to sig-
nificantly impact job growth and revenues through modest Federal
investment. It achieves this by leveraging industry investments
and knowhow through sets of public/private partnerships. We be-
lieve the proposed commercialization centers will encourage appli-
cation-focused research, develop metrics and measurements for eco-
nomic growth to ensure that we’re pursuing this efficiently and ef-
fectively, inform policymakers with real data on the impact of Fed-
eral research funding so that we can make changes, going forward,
and provide strategic research guidance and meaningful, achiev-
able goals for various application areas.

We also believe that there must be more support for regional eco-
nomic development initiatives. These organizations are engaged
broadly in enabling efficient resource sharing, raising awareness of
Federal and State programs that are already out there, so that
they’re better utilized and have the impact that we hope, convening
stakeholders to promote cooperation not just within cities and
states, but across state boundaries, and giving the industry and the
entrepreneurs a voice when discussing policy at the regional, state,
and national levels.

The regional economic development initiatives are grassroots in-
dustry organizations through which small businesses can have a
voice and be heard and gain access to critical knowledge and re-
sources. Given the importance of small business to innovation, pro-
viding these regional initiatives with sufficient support will be an
important part of any nanotech economic development strategy.

Finally, we believe that we should enact nanotech R&D tax cred-
its to address the Valley of Death. This would enhance the avail-
ability of early stage risk capital while leveraging market forces to
decide which small businesses get the benefit. Investors will invest
based on commercial potential, so these tax incentives for seed-
stage investments will, through market means, encourage funding
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for companies most likely to produce the jobs and revenues that we
all hope and expect out of this investment.
Thank you, Mr. Chairman. I'd be happy to answer any questions.
[The prepared statement of Mr. Murdock follows:]

PREPARED STATEMENT OF SEAN MURDOCK, EXECUTIVE DIRECTOR,
NANOBUSINESS ALLIANCE

I would like to thank you, Chairman Smith, Ranking Member Dorgan, and mem-
bers of the Senate Subcommittee on Trade, Tourism, and Economic Development for
the opportunity to testify on a topic of importance to the American economy—nano-
technology and its role in increasing our GDP, creating jobs and providing America
with high-value goods to power our exports in the increasingly global economy. I
also want to thank you for introducing the Nanoscience to Commercialization Insti-
tutes Act of 2005, which will help expand our Nation’s nanotechnology commer-
cialization capabilities.

My name is Sean Murdock, and I am the Executive Director of the NanoBusiness
Alliance. The NanoBusiness Alliance is the nanotechnology industry association and
the premier nanotechnology policy and commercialization advocacy group in the
United States. NanoBusiness Alliance members span multiple stakeholder groups
and traditional industrial sectors, including newly formed start-ups surviving on
angel funding or government grants, Fortune 500 companies with multimillion dol-
lar commitments to nanotechnology R&D, academic research institutions, and pub-
lic-private partnerships working to derive economic development and growth
through nanotechnology. This wide group of stakeholders has come together because
we believe that nanotechnology will be one of the key drivers of quality-of-life im-
provements, economic growth and business success in the 21st century. The Alliance
provides a collective voice and a vehicle for efforts to advance the benefits of nano-
technology across our economy and society.

With that perspective in mind, I would like to share with you my thoughts on
the impact of nanotechnology on economic development in America.

Nanotechnology’s Potential for Economic Development

Developments in nanotechnology boost a broad range of industries. Today nano-
technology is found in approximately 80 consumer products, and over 600 raw mate-
rials, intermediate components and industrial equipment items that are used by
manufacturers. While the number is small at this juncture, the diversity of the
products and applications—stain resistant clothing, tennis racquets, cosmetics, cata-
lytic converters, fuel cells, solar cells, flat screen displays, molecular diagnostics and
cancer therapies—provide testament to its broad impact which will deepen in the
coming decade as more products come to market. Lux Research has predicted that
nanotech will account for 15 percent of our global manufacturing output totaling
$2.6 trillion by 2014.

The potential for economic development that nanotech represents is profound.
Nanotechnology will create more jobs and better jobs over the next decade. Accord-
ing to Lux estimates, the number of jobs in making nano-enabled products is set
to balloon from 47,000 globally today to more than 10 million in 2014—11 percent
of total manufacturing jobs in that year. Of these, the U.S. should capture at least
37 percent or 3.7 million. And, studies show that on a national level, nanotechnology
employees today have higher than average salaries and are highly educated. In the
United States, the average annual salary for an employee in the nanotechnology
sector is $97,978.

The State of Nanotechnology Commercialization in the U.S.

According to the NanoBusiness Alliance’s proprietary database on all companies
involved with nanotechnology worldwide, a little over 50 percent of the companies
are in the United States. However, if one is to believe the announcements made at
the ChinaNano2005 trade expo that China has almost 800 companies involved with
nanotechnology and a recent EU report claiming that Europe has 500, the share
would appear to be significantly lower. Unfortunately, it is notoriously difficult to
track commercial developments in nanotechnology, so we cannot be precisely sure.

Regardless of the international situation, the growth of new, venture backed
nanotech start-ups has been relatively stagnant over the past few years. This is,
perhaps, one of the most disconcerting indicators for nanotechnology in the U.S. The
entrepreneurial culture and deployment of risk capital, especially venture capital,
toward early stage technology companies has been a key source of competitive ad-
vantage for the United States.
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States are making investments with the hope and expectation of attracting nano-
technology companies and capturing these new nanotech jobs. According to Lux Re-
search, state and local governments poured more than $400 million last year into
nanotechnology research, facilities, and business incubation programs, aiming to at-
tract further funds from the nearly $1 billion being disbursed at the Federal level.

Most of the $400 million was invested in a very few, large projects to build new
research facilities and buildings to house those facilities. Albany Nanotech in NY,
The International Institute for Nanotechnology in Illinois, and The California Nano-
systems Institute are good examples.

Little money is actually going to public-private partnerships that focus on con-
necting those performing our federally funded research to the existing businesses
that may be able to use that technology and make use of the new facilities and in-
frastructure that have been created.

Barriers to Nanotech Commercialization in America
The following outlines some of the most prominent barriers to commercialization.

The Valley of Death

The trying period between a company’s formation and its achieving significant
cashflow, referred to as the “valley of death,” is particularly acute for nanotechnol-
ogy. Lab research holds the potential to develop game-changing products but re-
quires a significant investment in process knowledge and internal capabilities before
any revenues can be generated. This investment is required to identify a particular
product need, integrate the lab process with current manufacturing techniques, de-
velop the lab process so that efficient large-scale production is possible, handle com-
pliance with any regulatory statutes, and also fund the operational infrastructure
of the company.

Burned by the dot com bubble and needing to raise IRR’s in order to raise the
next fund, VC’s have been shying away from early stage technologies without near
term commercialization processes and end market economics. According to statistics
from Small Times, investment in startup and seed-stage companies has dropped as
a percentage of total investment, by 50 percent (with startups receiving only 3 per-
cent in 2005). Federal investment in basic research without adequate capital support
for the startup companies that translate it into real world applications will not result
in economic development.

Lack of a Level International Playing Field for American Companies

On a per capita basis and relative to GDP, the U.S. funding of nanotech innova-
tion and commercialization is matched or exceeded by its Asian competitors (par-
ticularly Japan and Korea). Also, Asian investments tend to be more focused on spe-
cific applications. While these competitors are not outperforming the U.S. in knowl-
edge development (i.e., overall patents), they are developing leadership in specific
areas, particularly electronics related applications. Foreign governments (particu-
larly in Asia) also provide direct subsidies for application development which creates
an un-level playing field for American nanotech startups.

The U.S. Government must be the “gold standard” as the most hospitable climate
for commercializing nanotech innovations. We must lead in the development of new
nanotech knowledge and research infrastructure. As such, our share of worldwide
government investment should be at least on par with our share of global GDP.

Insufficient Opportunities for Public-Private Partnerships

Turning the ideas and innovations being funded into manufactured products is
the key to the government seeing a return on its investment in research. However,
to create a truly revolutionary or ground-breaking product, often several innovations
have to be realized and combined. For example, developing a successful nanomate-
rial requires advances in measurement and metrology, materials engineering, prod-
uct integration and manufacturing process. This requires an extensive research in-
frastructure with multiple areas of specialization. It is not feasible for a single com-
pany to shoulder the burden of infrastructure investment and development.

Public-private partnerships allow both parties to align their strategies for com-
mercialization, leverage each others resources and help create fundamental road-
maps for economic growth and development. Currently, there are no institutions
that foster or house these partnerships.

Lack of Support for Regional Economic Initiatives

Startup nanotech companies are pioneers—rich in potential, courage and ambition
but poor in resources. As such, their ability to have a voice in policy discussions,
to travel and network and even to access and apply for Federal programs and sup-
port is extremely limited. Support for organizations that work on a grassroots level
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and act as a means for these companies to meet, share strategies and cooperate is
essential to regional successes in this industry.

Recommendations and Proposals

Create Commercialization Centers to Promote Public-Private Partnerships

We recommend creating centers for nanotech commercialization that allow public
and private stakeholders to share the costs of developing infrastructure for con-
ducting fundamental, application-focused nanotechnology research. We strongly sup-
port the Nanoscience to Commercialization Act of 2005 (S. 1908), sponsored by Sen-
ators Smith and Cantwell. This bill has the potential to significantly impact job
growth and revenues through a modest Federal investment. It achieves this by
leveli;aging industry investments and know-how through a set of public-private part-
nerships.

The proposed commercialization centers would:

e Encourage application-focused research.

e Developing metrics and measurements for economic growth in the industry and
publishing analyses of American competitiveness in this space.

e Informing policymakers with real data on the impact of Federal research fund-
ing in nanotech on job growth and revenues.

e Provide strategic research guidance and meaningful, achievable goals and chal-
lenges for various application areas.

The centers could act as the focal point for industry to develop roadmaps for
multi-component applications. This would help small businesses that have innova-
tions for one or more components to focus their development and collaborate to cre-
ate the larger application.

In addition, the data being generated at these centers can streamline Federal re-
search investments so that dollars are being spent to achieve a maximum return.
It can also draw on regional initiatives to develop effective and relevant strategies
for dealing with commercialization challenges. Finally, by focusing on areas that do
not already have nanotechnology centers, the bill promotes an expansion of the Na-
tion’s nanotechnology infrastructure.

Providing Funding for Regional Economic Initiatives
Regional economic initiatives are engaged, broadly, in the following missions:

e Developing nanotech clusters to allow resource sharing.

e Raising awareness of Federal and state programs and infrastructure available
to startups.

e Convening conferences to promote cooperation across geographies.

e Giving the nanotech industry a voice when discussing policy at the regional,
state and national levels.

There are over 40 nanotech initiatives throughout the U.S. dedicated to devel-
oping tactical plans to realize the strategy above. To date, two workshops have been
held by the NNCO to facilitation coordination across these initiatives. The main
focus of these workshops has been to compare strategies for acquiring funding and
models for building working nanotech clusters in the various regions. The product
has been the development of some “best practices” and a series of recommendations
on how to structure an initiative and best utilize the scarce resources.

The regional economic initiatives are the grassroots industry organizations
through which small businesses can have a voice and be heard. Given the impor-
tance of small business to innovation, providing these regional initiatives with suffi-
cient support must be an important part of any nanotech economic development
strategy.

Provide a Tax Incentive for Investment in Small Business

A recommendation for addressing the “valley of death” and the un-level playing
field is to develop tax incentives for investors in small businesses engaged in trans-
lating research from labs into applications and products.

The R&D Tax Credit in section 41 of the Tax Code is, of course, an important
incentive. However, it does not benefit many small nanotechnology companies, be-
cause they do not have profits and thus do not have taxes against which the credit
can apply. Furthermore, our experience is that investors do not factor the future
availability of credit “carry-forwards” into account, especially for small companies.
Thus, many small nanotechnology companies will fail from a lack of capital before
the credits are available.
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States have successfully used tax credits to dissuade nanotech companies from mi-
grating to other states (e.g., in Wisconsin). The same can be accomplished on a na-
tional level, thereby preventing off-shoring of nanotech development. In addition,
this approach would rely on market forces to decide which small businesses get the
benefit; in other words, investors still will invest based on which nanotech compa-
nies have the highest potential for commercialization (and other business-driven fac-
tors). As a result, tax incentives for seed-stage investments will, through market
means, encourage funding for companies most likely to produce jobs and revenues.

Thank you Mr. Chairman. I would be happy to answer any questions.

Senator SMITH. Sean, I'm curious, and I would like to ask a ques-
tion. What I’d like to do, if it’s all right with my colleagues, is, as
each one gives his testimony, if you have questions, we’ll just take
them up right then and have a fuller free exchange.

The CHAIRMAN. How long are you going to take on each one of
us on that first round?

Senator SMITH. Not long at all.

The CHAIRMAN. OK.

Senator SMITH. Sean, how is America relative to our competitors
in nanotechnology commercialization? Where do we stand?

Mr. MURDOCK. We have about half of the nanotechnology startup
companies, if you will, located in the United States.

Senator SMITH. And where are the others located?

Mr. MURDOCK. They are distributed across the entire globe—in
Europe, and concentrated heavily in Asia, in Japan, in China. If
you are to believe some of the statements that have been made by
the Chinese, we don’t have the majority of the companies. There
was a statement made at one of their trade shows that they have
800 companies working on nanotechnology commercialization. We
have no way of verifying that. But that would put them in the lead,
if it was, in fact, true.

Senator SMITH. Do you have a question for him?

STATEMENT OF HON. GEORGE ALLEN,
U.S. SENATOR FROM VIRGINIA

Senator ALLEN. Let me just add something to Mr. Murdock’s
statement. Your colleague, from Oregon, and I have been leaders
in the Senate working with our colleagues here, on nanotechnology,
and making sure the United States is a leader in it. And there’s
been over a billion dollars in funding. A lot of it’s now getting fo-
cused in energy and other areas. In China—you mentioned China—
we do need to stay in the lead; otherwise, European or Asian coun-
tries will be in the lead.

In the applications in a round-the-world trip that brought us to
India and also to China, I looked at China nanotechnology, because
I was interested in this very question you asked. Nanotechnology
can be everything from life sciences to energy to materials engi-
neering to electronics. China seems to be focused mostly in the ma-
terials engineering, and they seem to—and if you want an analogy,
they're like—and I know you like baseball—they’re like George
Steinbrenner. They will pay what it takes to get the best engineer
in materials engineering and engineers who understand the carbon
nanotubes, which are part of materials engineering. And they are
a directed economy, and they are focused, and they want to take
the lead in that aspect of it, in the materials, which are lighter and
stronger nanomaterials, as opposed to some of the life sciences or



10

?eagth sciences aspects of nanotechnology. So, we need to be in the
ead.

Senator SMITH. Yes.

Senator ALLEN. And whether it’s research through Federal agen-
cies, colleges, universities, the private sector, and the states, which
is part of what your bill aims to do, I think that’s a very important
component of it, and recognize our competition, if we didn’t move,
would actually be gaining ground, and, in fact, surpassing us over
a period of time.

Senator SMITH. And in those various areas that Senator Allen
named, Sean, are we in the lead or behind in any of those, or are
we leading in some, and not in others?

Mr. MURDOCK. We have a very strong foundation in the basic re-
search across the board. We have good leadership there. We
haven’t been—you asked the question about the translation of that
into products, and there, we’re not as strong. We do well in the bio-
medical arena, healthcare arena, because we have such a strong
biotech industry here. In the electronics arena, we're already find-
ing that many of the nanotech startups have applications relevant
to electronics are having to go over to Asia to find their partners
and to partner to commercialize the technologies there.

Senator SMITH. Senator Stevens?

The CHAIRMAN. I have two short, but sort of stupid questions. Is
your headquarters in Illinois?

Mr. MURDOCK. Yes, it is.

The CHAIRMAN. How did that happen? I mean, that’s not a nor-
mal place for a national center, is what I'm saying.

Mr. MURDOCK. Well, it happened from a few things. One, I'm
based in Illinois, and I have been for a while. I grew up in the
Chicagoland area, but also

The CHAIRMAN. Did you name yourself the “Center,” or do you
really have a lot of members?

Mr. MURDOCK. No, there’s a lot that—well, the Alliance is a na-
tional organization, so we have members around the country. But
there is quite a bit of capability in the Chicagoland area—Argonne,
Northwestern——

The CHAIRMAN. My not-so-stupid question is—we’re working in
this Committee to try and deal with the problem outlined by the
report “Rising Above the Gathering Storm” that shows us that
there is a decline in the production of graduate students in science,
technology, and engineering. Having this separate nano division
now, is that producing a competition within the numbers we are
projecting? I mean, after all, it looks like China and India are pro-
ducing about 1.1 million engineers while we’re producing 70,000.
That doesn’t sound like there are a lot of engineers who work on
nanotechnology. Are we splitting our forces too much?

Mr. Murpock. Well, I think that having the focus on nanotech-
nology is actually quite powerful. As we talk about some of these
grand challenges of clean renewable energy or high-powered com-
puting, et cetera, it serves to motivate the children and the young-
er students to think about how this will tangibly affect their world.
And at least from the people I've interacted with at the grade
school and the high school levels, it’s getting excitement where
they’re going to consider going into the engineering disciplines. But
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I think we need to have not just a—what I would characterize as
a “push” strategy, which is throw more money about it in the edu-
cational infrastructure, but a “pull” strategy, where they start to
see that there are going to be good, high-paying, dynamic, fun, ex-
citing jobs that will change the world through the commercializa-
tion of nanotechnology, and then we will get more people going into
the engineering disciplines. I think we have to do both.

The CHAIRMAN. Did you participate in the Augustine study and
report?

Mr. MURDOCK. No, I did not.

Senator SMITH. Senator Dorgan’s schedule is going to have him
leaving earlier than the conclusion of this hearing, so, in the inter-
est of his time, we’ll go to Dr. Boudjouk, and then we’ll go back to
Skip Rung.

STATEMENT OF PHILIP BOUDJOUK, PH.D., VICE PRESIDENT
OF RESEARCH, NORTH DAKOTA STATE UNIVERSITY

Dr. BounJouk. Thank you.

Chairman Smith, Ranking Member Dorgan, and members of the
Committee, thank you for the opportunity to discuss the impor-
tance of helping to commercialize discoveries nanotechnology and
some of the critical roles that universities could play.

There’s a big future in small things, and the consequences for
our economy can be enormously positive if we harness the potential
of nanotechnology. By “harness,” I don’t mean probing the depths
of understanding of what nature is telling us when we “go nano.”
I mean “harness” in the sense of developing and commercializing
technologies that will find places in the market because they meet
the needs of our citizens.

Enhancing our understanding comes from our efforts in science.
Implementation, and, therefore, economic development, however,
derives from advancing technology. There will always be important
questions for science to answer about nanomaterials, and, just as
important, about energy on the nanoscale; for example, devices
using only nanowatts of energy. But I wish to emphasize that we
know enough now that we can move forward today to the market-
place by pushing the nanotechnology envelope.

This is the time to forge the links to our economy. This can be
done by providing incentives for efficient pipelines, from science to
technology to economic development. For the topic today, the focus
would be nanoscience to nanotechnology, but—and here comes the
good part—to macroeconomic development. The economic develop-
ment payoff could be enormous.

In North Dakota, we have made important progress in converting
nanotechnology into economic development. Thanks to the vision
and support of Senator Dorgan, we have been able to forge partner-
ships with the private and Federal sectors to develop microdevices
that operate at the nanowatt level. These devices have the critical
advantage of emitting virtually undetectable signals, a property
very important in matters of national defense and security.

While our original work was focused on meeting the needs of the
Department of Defense, our partnerships with the private sector
have led to sophisticated, yet practical, joint efforts to address com-
mercial needs and markets. The value of the partnerships in incal-
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culable, because now the considerable intellectual capital and re-
markable technical infrastructure put in place at North Dakota
State University to address Federal needs has been, and will con-
tinue to be, targeted to the commercial sector. And targeting is
what we universities need.

Universities are generally not savvy to the marketplace. Never
have been, likely never will be. It has the partnership with the pri-
vate sector that enables the efficient leveraging of our tremendous
resources. We universities—not all of us, perhaps, and probably not
all aspects of a university, but surely parts of many universities,
should be tuned to the markets. And that tuning would best be
done in collaboration with our partners in the private sector. This
is a win-win on a grand scale.

For us, in Fargo, North Dakota, an area not previously known
for high-technology-based industries, we now have Microsoft Great
Plains, John Deere, Ingersoll Rand, and, this month, Alien Tech-
nology, the world leader in radio frequency identification tech-
nology will open its doors in the North Dakota State University Re-
search and Technology Park. They are in Fargo because Senator
Dorgan challenged us to form a three-part partnership—Federal,
State, and private—and North Dakota has. Our Governor, our leg-
islators, and our State Board of Higher Education have provided
the necessary local leadership and support to make great things
happen. The rewards have been enormous. The Senator’s vision
has led to the Red River Valley Research Corridor, anchored by our
two research universities, North Dakota State University and our
sister institution, the University of North Dakota, forming one of
the most powerful marketing tools in the Upper Midwest, and the
birthplace of the high-technology sector in that region.

The NDSU Research and Technology Park is a remarkable
achievement for the community, the state, and the region. What
was once 55 acres of sunflower test plots is—now supports 250,000
square feet of research and development space where 400 people
come to work every day in high-technology industries. Next year,
that will be 300,000 square feet and 600 people. Seventy-five per-
cent of those people were not in North Dakota 5 years ago. The av-
erage salary is more than double that average—the average in
Fargo.

We now have, as a result of these partnerships with the private
sector, nanotechnologies that I am confident will be commercial
products within 3 years. Some examples are nanostructured coat-
ings to inhibit corrosion on aircraft; nanostructured coatings to re-
duce fouling on ships and enhance their fuel efficiency and improve
maneuverability; nanowatt-level devices for sensors, detecting toxic
materials, specific radio frequencies and emissions, changes in tem-
peratures in magnetic fields; nanowatt technologies for tracking
livestock and other elements of our food supply.

We have had great success in this area, and I'm delighted to an-
swer questions. But first, let me thank you for this opportunity. I'm
gratified that your Committee is addressing these issues. And I am
honored to have had the opportunity to offer my comments.

Thank you.

[The prepared statement of Dr. Boudjouk follows:]
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PREPARED STATEMENT OF PHILIP BOUDJOUK, PH.D., VICE PRESIDENT OF RESEARCH,
NORTH DAKOTA STATE UNIVERSITY

Chairman Smith, Ranking Member Dorgan and Members of the Committee:

Thank you for the opportunity to discuss with you today the importance of helping
to commercialize discoveries in nanotechnology and some of the critical roles that
universities could play.

There is a big future in small things and the consequences for our economy can
be enormously positive if we can harness the potential of nanotechnology. By har-
ness, I do not mean probing the depths of understanding of what Nature is telling
us when we “go nano.” I mean harness in the sense of developing and commer-
cializing technologies that will find places in the market because they meet peoples’
needs.

Enhancing our understanding comes from our prodigious efforts in science. Imple-
mentation, and therefore economic development, however, derives from advancing
technology. There will always be important questions for science to answer about
nanomaterials, and, just as important, about energy on the nanoscale, e.g., devices
using only nanowatts of energy. But, I wish to emphasize that we know enough now
that 1We can move forward, today, to the marketplace by pushing the nanotechnology
envelope.

This is the time to forge the links to our economy. This can be done by providing
incentives for efficient pipelines from science to technology to economic development.
For the topic today, the focus would be: NANOscience to NANOtechnology but, and
here is the good part, to MACROeconomic development. The economic development
payoff could be enormous.

In North Dakota, we have made important progress in converting nanotechnology
into economic development. Thanks to the vision and support of Senator Dorgan we
have been able to forge partnerships with the private and Federal sectors to develop
microdevices that operate at the nanowatt level. Those devices have the critical ad-
vantage of emitting virtually undetectable signals, a property very important in
matters of defense and national security.

While our original work was focused on meeting the needs of the Department of
Defense, our partnerships with the private sector have led to sophisticated, yet prac-
tical, joint efforts to address commercial needs and markets. The value of the part-
nerships is incalculable because now, the considerable intellectual capital and re-
markable technical infrastructure put in place at North Dakota State University to
address Federal needs has been and will continue to be targeted to the commercial
sector. And targeting is what we universities need.

Universities are generally not savvy to the marketplace; never have been, and
likely never will be. It is the partnership with the private sector that enables the
efficient leveraging of our considerable resources. We universities, not all of us per-
haps, and probably not all aspects of a university, but surely parts of many univer-
sities, should be tuned to the markets. And that tuning would best be done in col-
laboration with our partners in the private sector.

This is a win-win on a grand scale. For us, in Fargo, North Dakota, an area not
previously known for high technology-based industries, we now have Microsoft
Great Plains, John Deere, Ingersoll Rand and, this month, Alien Technology, the
world leader in Radio Frequency IDentification technology will open its doors in the
North Dakota State University Research and Technology Park. They are in Fargo
because Senator Dorgan challenged us to form a three part relationship: Federal,
State, and private. And North Dakota has. Our Governor, our legislators and our
State Board of Higher Education have provided the necessary local leadership and
support to make great things happen. The rewards have been enormous. The Sen-
ator’s vision has led to the Red River Valley Research Corridor, anchored by our two
research universities, NDSU, and our sister institution, the University of North Da-
kota, forming one of the most powerful marketing tools in the Upper Midwest, and
the birthplace of the high technology sector in that region.

The NDSU Research and Technology Park is a remarkable achievement for the
community, the state and the region: what was once 55 acres of sunflower test plots
in the northwest corner of our campus 6 years ago now supports over 250,000
square feet of research and development space where 400 people come to work every
day in high technology industries. By this time next year the numbers will be more
than 300,000 square feet and 600 employees. Seventy-five percent of those people
were not in North Dakota 5 years ago. The average salary is more than double the
average wage in Fargo.

We now have, as a result of these partnerships with the private sector, nanotech-
nologies that, I am confident, will be commercial products within 3 years. Some ex-
amples are:
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1. Nanostructured coatings to inhibit corrosion on aircraft;

2. Nanostructured coatings to reduce fouling on ships that will greatly enhance
their fuel efficiency and improve maneuverability;

3. Nanowatt level devices for sensing toxic materials, specific radio emissions
and changes in temperature and magnetic fields as well as for item tracking
and for displays; and

4. Nanowatt level technologies for tracking livestock and other elements of our
food supply.

We are presently working with companies to develop nano-based products to im-
prove lifetimes of body replacement parts, increase complexity of the smallest elec-
tronic components available today and increase the production of nanomaterials as
feedstocks for industry. The key here is that our focus is the market and we are
getting the right kind of guidance. Any efforts to better connect the universities to
the market will be greatly rewarded in terms of enhanced economic development.

The pipeline from science and technology on our campuses to product development
and commercialization has to be put in place wherever we can. The critical step is
the forging of links between campus developed nanotechnologies to the private sec-
tor. This is no time for gaps. We all know that we are in a global competitive envi-
ronment and markets move quickly. Missing a product cycle is damaging to every
company but it can be fatal for a small enterprise.

I am gratified that your Committee is addressing these issues and I am honored
to have had this opportunity to offer my comments.

Thank you.

Senator SMITH. Well, thank you, Doctor. Obviously, you're setting
a very good example for the rest of the country in how you commer-
cialize this.

Senator Dorgan, do you have a question?

Senator DORGAN. First of all, thanks to Dr. Boudjouk for the
leadership.

On the issue of RFID technology, the radio frequency identifica-
tion tags, it’s going to be a big part of our future, and we are poised
to play a significant role in that. I understand that the chips, for
example, that will be produced by Alien Technology are microtech-
nology. They are defined as microtechnology. But the energy used
to power them is nanotechnology. Can you explain that, number
one? And, number two, how far away are we from commercializing
the research that is done on nanotechnology as it relates to energy
on a larger scale?

Dr. BounJoUK. The chips are, indeed, very small, require very
little bits of energy. And if the demand on them—you can have a
variety of demands on those chips—if the demand is in the form
of just item tracking, let us say, as an elegant barcode, then you're
going to need less information—Iless energy than if you're involved
in the sensing mode, where you really want to process lots of infor-
mation. But most importantly is that you would only query these
chips periodically and rarely. And most of the time they would go
into a mode still alive where they are emitting a barely or
undetectable amount of energy. And so, whereas we've seen, even
with computers in a sleep mode, they are warm and they stay
warm, and they eventually generate quite a bit of heat, that type
of technology reduces that to a very small level.

In terms of the second question, Senator, the products are in the
market now. Alien Technology will be making, in the year begin-
ning, I'd say, this September, 10 to 20 billion radio frequency iden-
tification tags for the market.

Senator DORGAN. Thank you.

Senator ALLEN. Say that again. Could you repeat that?
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Dr. BoubnJoUK. That would be “b,” as in

Senator ALLEN. The whole sentence again.

Dr. BounJouKk. Within a year, beginning in September 2006,
Alien Technology will be producing, in Fargo, North Dakota, 10 to
20 billion—*“b,” as in “burger”—billion chips for devices to be used
in the market. So, we’re there.

Senator SMITH. You’re not burgling anything, though. You're sell-
ing it.

[Laughter.]

Senator SMITH. Senator Stevens, do you have any questions for
this witness?

Senator Allen, do you have any?

Senator ALLEN. I would just commend you all, there at North
Dakota State. This is an example that I would like to see. I'm glad
we have the economic developer, city manager of Danville, but this
is what I think that all of us would like to see, particularly the con-
vergence of university research, the private sector, and the applica-
tion. And I can tell by your accent it’s not the usual, “You ot-ta go
to North Da-ko-ta” accent.

And so—and the other thing—Mr. Chairman, I know we care
about enticing more young people into the areas of technology, and
technology jobs pay, on average, for the whole country, about 85
percent, or nearly double, average wages. And here we are—just 2
days ago, Senator Cornyn and I and a few others introduced a bill
to get H1B visas increased, to get more people in from other coun-
tries. There’s a tremendous demand for technology workers in this
country. And I'm for these H1B visas. In fact, we ought to attach
a visa to any graduate—I don’t care if they’re from India or France
or wherever they’re from—if they get a degree in one of these
fields. But it—there’s tremendous demand, and we need to get
more young people, women, African Americans, and Latinos, in
particular, that are disproportionally low in the number of sci-
entists, engineers, and technologists in this country. And if you can
do it at North Dakota State, you've set a model for this country.
And congratulations. And I commend you and the vision of Senator
Dorgan, your legislators, and your Governor, as well.

Senator DORGAN. Senator Allen, I might just point out, he is an
import, but he’s been there many, many years, and he wasn’t much
until he got there.

[Laughter.]

Senator DORGAN. And now he’s world class.

[Laughter.]

Senator DORGAN. And what he’s building is world class. And
we're enormously proud of Dr. Boudjouk.

Dr. BOUDJOUK. Senator, thank you.

Senator SMITH. Thank you very much, Dr. Boudjouk.

We'll now turn to an Oregonian. Skip Rung, tell us about your
great center.

STATEMENT OF ROBERT D. “SKIP” RUNG, PRESIDENT/
EXECUTIVE DIRECTOR, OREGON NANOSCIENCE AND
MICROTECHNOLOGIES INSTITUTE (ONAMI)

Mr. RuNG. Chairman Smith, Ranking Member Dorgan, Chair-
man Stevens, and members of the Committee, thank you for the



16

opportunity to speak with you today, and thank you, Senator
Smith, for taking leadership to introduce Senate bill 1908.

My name is Skip Rung, and I am the President and Executive
Director of Oregon Nanoscience and Microtechnologies Institute,
which is the State of Oregon’s first signature research center, and,
as such, a deep collaboration among industry, investors, govern-
ment agencies, and research institutions, including the Pacific
Northwest National Laboratory in the State of Washington.

Our theme, nanoscience combined with microtechnologies, was
selected because it was the optimum overlap of research excellence,
high-wage job-creation potential, and our existing industry
strength. Indeed, although Oregon is a small state, we have the
third largest semiconductor workforce, and, even more important
than that, we have the world’s top industrial research and develop-
ment assets in the fields of nanotechnology and microtechnology.
Intel Corporation and Hewlett-Packard both have their most ad-
vanced operations in the State of Oregon, and FEI company is one
of our homegrown successes; FEI, of course, being the world leader
in tools for nanotechnology. So, Oregon is both a high-tech and a
manufacturing leader, and our future prosperity and supply of
high-wage jobs requires that we remain so.

Prior to ONAMI, I worked, for 25 years, at Hewlett-Packard,
most recently as the RD director for HP’s world-leading thermal
inkjet technology, which ranks among the most successful nano-
science and microtechnology innovations of all time. Overcoming
many daunting challenges, this breakthrough technology took back
the PC printer business from the Far East and created thousands
of high-wage jobs across the United States. HP’s Corvallis, Oregon
site grew from 3 buildings to 11 large buildings in the space of 8
years, and we were always hard pressed to keep up with customer
demand and to stay ahead of the competition. But the only down-
side to this story is that no one innovation keeps giving forever. We
knew that the inkjet business would mature approximately in
2005, and we worried that our site and community were both at
risk without a robust diversification plan. So, it was in 1997 that
we began to take a much greater interest in new business creation,
using both internal efforts and working with the universities in our
region.

I wish, frankly, that we had started sooner, because it may be
that no single opportunity will be as large as inkjet. And, indeed,
there is lower employment in Corvallis right now in manufacturing
than there was at the peak of inkjet development.

In the news recently, we have read that the personal computer
market is also maturing and that this is driving reinvention discus-
sions in other technology powerhouse companies such as Intel Cor-
poration. The common theme, again here, is that innovation, by its
very nature, means reinvention, and success or failure at this re-
invention is going to have dramatic impact on employment levels,
wage levels, and community health across the country.

Now, my reason for going through all of this is to introduce five
conclusions I have reached after many years of thought regarding
innovation, nanotechnology, and economic development.

The first is that traded-sector competitiveness is the key to high
relative productivity, which, in turn, is the only dependable basis
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for the high-wage jobs and prosperity Americans have come to ex-
pect.

The second is that innovation, in the form of trained people and
protected intellectual property, is the key to competitiveness. Head-
to-head global competition in traded-goods manufacture simply
cannot deliver the wage differentials we want. Being 20 percent
more efficient will not enable us to pay 20 times higher wages.

The third point is that continued leadership in prosperity based
on innovation carries a price tag of constant change, sacrificial in-
vestment, hard work, and, frankly, a fair amount of stress. If
emerging global competitors embrace future opportunities with
greater focus, defer more gratification to prepare their citizens, and
simply work harder, I fear it will go very hard with us and with
our children.

The fourth conclusion is that “nanotechnology,” which in some-
what oversimplified terms means the current state of progress in
the physical sciences, is the frontier, the battlefront in the global
innovation competition. We will keep, or lose, our prosperity, and
all that comes with it, based on the outcome of this one global com-
petition.

The fifth conclusion is that we must find a way to get the most
out of our fabulous national assets: the world’s best universities,
the world’s best system of entrepreneurship and new-venture fi-
nancing, superior industrial research and manufacturing sites, and
outstanding Federal laboratory and science agency capabilities. So,
specifically, I mean that we need not only to invest in research and
education as if they were our future, which they are, but also to
accelerate the commercialization of innovation by funding and
measuring this specific outcome, and removing the barriers to more
powerful and effective collaboration between businesses and re-
search institutions.

So, with these concerns always in mind, I have been encouraged,
this year, by both the President’s American Competitiveness Initia-
tive and Senate bill 1908 under consideration by this Committee.
By taking a hard look at where growth in high-wage jobs is most
likely to be found and ensuring intimate involvement by industry
and investment professionals in all aspects, the probability of suc-
cess will be maximized.

ONAMI is, itself, a bold experiment for the State of Oregon in
this direction, and we look forward to working with you on this vi-
tally important mission.

In my written testimony, I have included some comments from
our board chair, Dave Chen; Jay Linquist, our commercialization
manager; and myself, regarding detailed implementation of Senate
bill 1908. We'd be happy to discuss that and answer any other
questions.

Thank you.

[The prepared statement of Mr. Rung follows:]

PREPARED STATEMENT OF ROBERT D. “SKiP” RUNG, PRESIDENT/EXECUTIVE DIRECTOR,
OREGON NANOSCIENCE AND MICROTECHNOLOGIES INSTITUTE (ONAMTI)

Chairman Smith, Ranking Member Dorgan, and Members of the Subcommittee,
Thank you for the opportunity to speak with you today. My name is Skip Rung
and I am the President and Executive Director of Oregon Nanoscience and Micro-
technologies Institute, the State of Oregon’s first signature research center and a
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deep collaboration among industry, investors, government agencies and research in-
stitutions. Our theme—nanoscience combined with microtechnologies—was selected
because it was the optimum overlap of research excellence, high-wage job creation
potential, and existing industry strength. Indeed, though Oregon is a small state,
we have the 3rd largest semiconductor workforce and—even more important—the
world’s top industrial research and development assets in these fields. Intel Cor-
poration and Hewlett-Packard have their most advanced operations in Oregon, and
FEI Company is one of our home-grown successes. Oregon is both a high-tech and
manufacturing leader, and our future prosperity and supply of high-wage jobs re-
quires that we remain so.

Prior to ONAMI, I worked for 25 years at Hewlett-Packard, most recently as R&D
director for HP’s world-leading Thermal Inkjet technology, which ranks among the
most successful nanoscience and microtechnology innovations of all time. Over-
coming many daunting challenges, this breakthrough technology took back the PC
printer business from the Far East and created thousands of high-wage jobs in the
United States. HP’s Corvallis, Oregon site grew from 3 buildings to 11 in the space
of 8 years, and we were always hard-pressed to keep up with customer demand and
to stay ahead of the competition. The only downside to this story is that no innova-
tion keeps giving forever. We knew that the inkjet business would mature approxi-
mately in 2005, and worried that our site and community were both at risk without
a robust diversification plan. So it was in 1997 that we began to take a much great-
er interest in new business creation using both internal efforts and university rela-
tionships. I now wish we had started sooner, because it it may be that no single
local opportunity will be as large as inkjet, and indeed there is lower employment
in Corvallis now than at the peak of inkjet development.

In the news recently, we have read that the personal computer market is also ma-
turing and that this is driving reinvention discussions in other technology power-
house companies such as Intel. The common theme, again, is that innovation—by
its very definition—means reinvention, and that success or failure at this reinven-
tion is going to have dramatic impact on employment levels, wage levels, and com-
munity health.

My reason for going through all of this is to introduce five conclusions I have
reached after many years of thought regarding innovation, nanotechnology and eco-
nomic development:

The first is that traded sector competitiveness is the key to high relative produc-
tivity, which in turn is the only dependable basis for the high-wage jobs and pros-
perity Americans have come to expect.

The second is that innovation—in the form of trained people and protected intel-
lectual property—is the key to competitiveness. Head-to-head global competition in
traded goods manufacture simply cannot deliver the wage differentials we want.
Being 20 percent more efficient will not enable us to pay 20x higher wages.

The third is that continued leadership in prosperity based on innovation carries
a price tag of constant change, sacrificial investment, hard work, and—frankly—a
fair amount of stress. If emerging global competitors embrace future opportunities
with greater focus, defer more gratification to prepare their citizens, and simply
work harder, I fear it could go very hard with us and our children.

The fourth is that nanotechnology—which in somewhat over-simple terms means
the current state of progress in the physical sciences—is the frontier, the battle-
front, in the global innovation competition. We will keep or lose our prosperity—and
all that comes with it—based on the outcome of this one global competition.

The fifth is that we must find a way to get the most out of our fabulous national
assets—the world’s best universities, the world’s best system of entrepreneurship
and new venture financing, superior industrial research and manufacturing sites,
and outstanding Federal laboratory and science agency capabilities. Specifically, I
mean that we need not only to invest in research and education as if they were our
future—which they are, but also to accelerate the commercialization of innovation
by funding and measuring this specific outcome, and removing the barriers to more
powerful and effective collaboration between businesses and research institutions.

With these concerns always in mind, I have been encouraged of late by both the
President’s American Competitiveness Initiative and Senate bill 1908 under consid-
eration by this Committee. By taking a hard look at where growth in high-wage jobs
is most likely to be found, and ensuring intimate involvement by industry and in-
vestment professionals in all aspects, the probability of success will be maximized.
ONAMI is itself a bold experiment for the State of Oregon in this direction, and we
look forward to working with you on this vitally important mission.
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ATTACHMENT—THE NEED FOR NANOSCIENCE TO COMMERCIALIZATION CENTERS AND
COMMENTS ON IMPLEMENTATION OF S. 1908

John M. Lindquist, ONAMI Commercialization Manager; David Y. Chen,
ONAMI Board Chair; and Robert D. “Skip” Rung, ONAMI President and Execu-
tive Director.

The promise and potential benefits of nanotechnology are real. The Federal Gov-
ernment is wise to consider taking explicit steps to lead, enable and accelerate the
commercialization of technologies stemming from its investment in nanotechnology
research. S. 1908, Nanoscience to Commercialization Institutes, if implemented
wisely, will yield dramatic economic benefits at the national, regional and commu-
nity levels and help to ensure U.S. competitiveness for years to come.

Nanotechnology is the ultimate frontier (atomic scale) for materials science and de-
vice fabrication, and will initiate the next generation of technology-driven economic
development for the U.S. It is appropriate that the Federal Government has invested
or authorized billions of dollars for basic nanotechnology research. Findings from
this research will enable life-saving medicines, secure and sustainable energy sup-
plies, ultra-fast computers, communication devices for both consumer and national
security efforts, wear-resistant clothing and battle gear, and dramatic improvements
in environmental quality.

It is important to understand, though, that scientific research and technology de-
velopment do not directly lead to commercialization and its associated economic and
social benefits. The tremendous potential advancements brought about by Federal
research dollars are at risk of lying fallow due to lack of commercialization efforts
to bring them from the laboratory to technology proof-of-concept, and from proven
technology to user-tested products which can profitably be taken to market. The
Federal Government can take the lead in driving commercialization of nanotechnol-
ogy research with the establishment of Nanoscience to Commercialization Centers
at key locations throughout the country, each focused on a key area of commer-
cialization and leveraging the vast array of regional capabilities, both industrial and
academic, present in each area.

For example, Oregon’s decision to focus on three aspects of nanotechnology—nano-
laminates and transparent/printed electronics, green nanomanufacturing, and
nanoscale metrology—was made in large part because of the world-class industrial
R&D and manufacturing assets (e.g., at HP, FEI, Intel, LSI Logic/Nantero, Electro
Scientific Industries, TriQuint, Xerox. etc. . . .) we could hope to leverage.

S. 1908, Nanoscience to Commercialization Institutes can provide the key elements
associated with successful commercialization of nanotechnology research: leadership,
early stage funding to bring technologies out of the lab and into the market, and de-
velopment of an infrastructure, culture and network to enable, support and effectively
catalyze technology commercialization.

e Leadership will bring focus, drive, and strategic planning to this process and
we believe each Center must be held accountable to strict metrics and push
commercialization through critical business planning processes.

e Funds will be necessary to establish the Centers, staff them with talented and
experienced business professionals, and protect the intellectual property gen-
erated by Federal research dollars.

o Incentives are needed to encourage entrepreneurs to develop product prototypes.
We believe the use of Federal and state tax credits (as Oregon has begun to
do) will be an important tool to bring investors into this high-risk phase of the
commercialization process.

e Development of an infrastructure which supports commercialization at the re-
gional level will leverage existing facilities, tools, and human capital which can
provide the critical mass of capabilities to support this process.

We have two final observations which we think may be helpful as detailed plan-
ning for Nanoscience to Commercialization centers begins:

1. Even at a time of global networks and instant communications, nanotechnol-
ogy commercialization actually calls for localization. The centerpieces of this lo-
calization will be shared physical facilities within easy commuting distance of
both researchers (university faculty and graduate students, national laboratory
technical staff) and industrial product development personnel. These facilities
are expensive both to build and maintain. A critical-mass local community
which includes research institutions, industry, entrepreneurs and sophisticated
investors is needed for such facilities to be truly successful.
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2. Judicious selection of a practical application theme (and perhaps also a
“grand challenge”) that is not too broad and not too narrow can be a vital cata-
lyst for a commercialization community. Combining the “DARPA approach” to
problem solving (define an important challenge, invite experts to a brain-
storming workshop, issue a funding solicitation, fund the best ideas, down-select
the best performers for development) with dedicated facilities and co-located ex-
pertise as described above may be the optimum model to consider.

In conclusion, we believe S. 1908 centers implemented along the above lines will
be hubs for networking regional assets and magnets for technology commercializa-
tion. They will yield a cluster of critical technologies, investment funds, human and
capital assets, and the essential leadership required to accelerate the process. Re-
gional economies will grow around these commercialization centers as a workforce,
set of suppliers and service providers are attracted to the companies which emerge
from each Center.

Senator SMITH. Skip, when I first came to the Senate, the dot-
com business was booming, the Silicon Forest was the answer to
the old forest. We didn’t need to cut trees or any of those old kinds
of jobs. But I always remember hearing, as I learned more about
this new sector of the Oregon economy, that when high-tech compa-
nies hit the wall, there were no skidmarks.

Now, when we saw the dot-com bubble burst, it seemed like
there were a lot of wrecks around, and not many skidmarks. But
I think what you'’re telling me is, ONAMI and Hewlett-Packard and
Intel and others actually are planning and targeting out the life of
their products. I'm sure you’ll tell me that they fully comprehend
where nanotechnology fits into future products. There’s a market
incentive out there to bring from the laboratory to the shelves of
our businesses these new products.

Mr. RuNG. That is quite true. Intel and Hewlett-Packard, which
have, as I said, their most important operations in the whole world
in Oregon, have followed a very similar model for manufacturing
jobs, and that is that you perform advanced research in the next
generation of technology—the Pentium 5 processor or the fourth-
generation thermal inkjet—you make a massive investment in tool-
ing and equipment and facilities and people to do the final stages
of development, the early manufacturing, perhaps, for 1 or 2 years,
and then, as that business takes off, you expand at hub sites—Intel
calls this “copy exactly”; at HP, we called these “regional hub
sites”—and then, in the space left behind, you invent the next gen-
eration.

So, what the American very-high-cost locations are involved in
doing is mostly product development, and that’s how you have the
high-wage jobs, is that the old generation becomes old, it becomes
a commodity, but you're there with the next one. And so, indeed,
thzat’s where nanotechnology fits in for companies like Intel and HP
and FEIL

Senator SMITH. Yes. Now, for my colleagues, I know how ONAMI
came together. We see, on a regular basis, the great universities
compete quite vigorously for grants out of this place, but it seems
that what you did was, instead of competing with all the regional
universities, you got together one organization to pool these things.
And could you describe that for my colleagues and for the Senate
record?

Mr. RUNG. So, Oregon is a small State, and our research univer-
sities—and there are three research universities in the Oregon uni-
versity system, those being Portland State, Oregon State, and Uni-
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versity of Oregon—all have approximately 20,000 students. That
makes them rather small by national standards, compared to, say,
a University of Wisconsin, with, what, 90,000. And so, as research
and the economic development contribution of universities became
more important, a shift in thinking took place, starting 7 or 8 years
ago, that, instead of competing for relatively small investments
that the State of Oregon is able to make, it was a much smarter
thing to do to join forces and have the universities collaborate with
each other on joint proposals, sharing facilities, which we do, in
order to be more competitive internationally. It has worked better,
I think, than anyone ever expected. The leadership, from the presi-
dents on down to the campuses, get along extremely well. I have
a leadership team consisting of faculty leaders from all three uni-
versities and Pacific Northwest National Laboratory. There are
joint inventions, there are successful proposals and exciting
projects that simply could not have happened had we not decided
to collaborate.

Senator SMITH. Are you seeing this being copied by other States?

Mr. RUNG. Yes. I think—although I'm not as familiar, of course,
with other States’ work as I am—I hear of things like this hap-
pening in Virginia and Maryland, for example. And so, I think
it’s—it’s not an unheard-of topic at all. People recognize the impor-
tance of collaboration. Collaboration being so necessary if you want
to assemble resources quickly, to attack an opportunity rather than
spend a great deal of time building or hiring what you don’t have.

Senator SMITH. Do any of you have any questions for him?

In the interest of Senator Allen’s time, he’d like to have his wit-
ness from Virginia go next. And so, if you don’t mind, we’ll go to
Mr. Gwaltney, and you go next.

Senator ALLEN. Thank you, Mr. Chairman.

STATEMENT OF JERRY L. GWALTNEY, CITY MANAGER,
CITY OF DANVILLE, VIRGINIA

Mr. GWALTNEY. Thank you, Mr. Chairman, distinguished Chair-
man Stevens, and, of course, Senator Allen—my name is Jerry
Gwaltney. I'm the City Manager of the City of Danville. And
Danville is an independent city located on the Dan River on the
border of North Carolina.

Strategically located on the mid-Atlantic Coast, Danville is with-
in 1 day’s driving distance to over two-thirds of the United States
population. The city has a population of 48,000-plus, and has lost
a tremendous number of basic employer jobs over the past 24 to 36
months. In fact, the job losses have caused the unemployment rate
to hover at more than double the state average. Today, it was an-
nounced in the paper that it’s 11.9 percent, and it stays there most
often. Furthermore, the Danville MSA has held the position of the
state’s highest MSA unemployment level for 2 years or more. A
total of 58 metropolitan areas suffered total job losses over the year
ending September 2005. Danville lost 2,400 jobs. This places
Danville in the top four metropolitan areas in areas with job loss.
Only three areas ranked higher than Danville. All three are located
in areas devastated and ravaged by hurricanes.

In order to reinvent the economy, the city is in the forefront of
the establishment of infrastructure and the creation of an atmos-
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phere conducive to establishing a nanocluster. I would like to share
with you today the clear vision and subsequent path the city of
Danville is engaging in, and further detail for you our efforts and
success in utilizing nano as a crucial element in the transformation
of our economy.

Our goal in the city is rooted in, and grown from, the need to di-
versify our economy. Knowing we would face a decline in our tradi-
tional industries, tobacco and textiles, the city placed a proactive
focus on evaluating the global economy and refining a vision that
would serve as a catalyst for us and our local economy. In this
case, and relative to today, the focus is on nano.

Our efforts have been built on three equally important elements:
education, a hands-on governmental approach, and private invest-
ment in technology. Through collaboration, partnership, and imple-
mentation, we’ve had success and recruited a nanotechnology facil-
ity now in place, and are confident additional interests will con-
tinue to unfold.

I would like to take a moment to briefly focus on our collabo-
rative efforts, as they have been, without a doubt, innovative and
truly a template others can use as a model.

The efforts began with creating an atmosphere of learning and
interest, through schools, which—such as the Galileo High School,
a school that was enabled through a Federal magnet grant which
focuses on biotech, information technology, and aerospace. The ef-
forts continue through the creation of infrastructure such as the
Cyber Park, fiber network, business incubator, and the foundation
for a nanocluster in our historic tobacco warehouse district redevel-
opment area.

We have shaped our environment into one that is user-ready for
various technology-focused companies, including nanotechnology.
There’s no doubt that Luna nanoWorks has been a catalyst for
other companies selecting our area.

Our efforts have been long thought out and aggressively sought
after, yet would not be possible without numerous collaborative ef-
forts. Our partners range from our neighboring county to Federal
entities, such as EDA, along with hard work from a good Senator
named Senator Allen—George Allen, and, of course, his colleagues,
Senator Warner and Congressman Goode.

We have invested in several key technology-based economic de-
velopment assets, such as the Institute of Advanced Learning and
Research and the Regional Center for Advanced Technology and
Training, with the assistance from the Commonwealth of Virginia,
the Tobacco Indemnification and Revitalization Commission, and
various educational partners, to include Virginia Tech.

We have a technology business incubator, which has been spon-
sored by EDA. This environment, along with our current nano-
materials manufacturing facility, Luna nanoWorks, a division of
Luna Innovations, Incorporated, helps to secure Danville’s position
as a leader in technology, especially in the nanoscale.

Luna is an ideal example of our intentions coming to fruition. It
supports the idea that through government support a realistic ef-
fort exists in creating a nanoecosystem, of which nanotechnology
research transference to the marketplace can take place regardless
of the size or location of the ruralness of a community. Specifically,
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the Luna project’s scope was $6.5 million in investment, with the
creation of 54 high-technology jobs over a 30-month period. Of
course, I'm interested in what it can do for the support people who
need to transfer to those jobs, also.

Today, Luna is 25 employees strong, and growing—15 Ph.D.’s,
including two world renowned fullerene scientists, a member of the
American Academies of Science, and a successful pharmaceutical
entrepreneur make up this high-caliber company. Their presence
has led to a very creative partnership for education excellence, K—
12 and higher education, including significant work toward a grad-
uate program at the Institute for Advanced Learning and Research
in Nanotechnology. This success story owes its happy ending to a
collaboration of a lot of people.

And in your words, Mr. Chairman, and I quote, “Nanotechnology
is creating opportunities that range from improving sports equip-
ment to inventing lifesaving medical applications. Competition in
nanotechnology is global in nature. Other countries, such as Japan
and China, are making tremendous investments, and it’s critical
that we maintain global leadership.”

Looking at it from a city manager’s perspective, think what re-
search can do for a city’s operation by developing nanotextile mate-
rials that protect the policeman that’s being shot at, or create bet-
ter automobiles for use in city operations, or enhances our regional
medical facilities. So, not only does nanomaterials and research as-
sist in forming an economic basis for the community, it can also
provide worldwide commercialization to help a city like Danville
compete in the global economy.

Senate bill 1908 positions the United States to retain its competi-
tive position with respect to nanotechnology on a global scale. The
bill’s approach to building a collaborative partnership between pri-
vate sector, the Federal Government, and major research institu-
tions is exactly what is needed. The creation of eight Nanoscience
to Commercialization Institutes, in my opinion, is right on target.
In fact, Danville stands as an example of what this bill could ac-
complish on a much larger scale.

In closing, Mr. Chairman, when you get the bill passed, I want
one in Danville, Virginia. And that’s——

[Laughter.]

Mr. GWALTNEY. So—but let me say how important this is to our
economy.

Senator SMITH. I know somebody who can help you——

[Laughter.]

Mr. GWALTNEY. He’s been very much of a help.

Let me add one other thing here. I made a note—somebody men-
tioned $100,000 per year. And—but I also wrote “support people,”
the people that won’t make the $100,000 a year, but they can come
out of the textile industry and the tobacco industry, which is no
longer there, and be the support people and make decent salaries
with regards to this.

By the same token, when you bring something like this into a
community such as I serve, which is a very rural area, and one
that’s been hard hit by NAFTA, you bring people in that change
your school system, change your education system, and change
what the demands are on the community to make that community
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lift itself up and bring the right kind of jobs to the people who are
trying to better themselves.

So, while I'm not the expert on the technology that the other gen-
tlemen have mentioned here today—I'm here because of jobs and
what nanotechnology can do for jobs and make a community com-
petitive. It is an example and hopefully has given you some brief
that we’ve been there and done that, and we’ve used this as a vi-
sion and a basis to make us a better place to be.

Thank you for your time, sir.

[The prepared statement of Mr. Gwaltney follows:]

PREPARED STATEMENT OF JERRY L. GWALTNEY, CITY MANAGER,
CITY OF DANVILLE, VIRGINIA

Mr. Chairman, Senator Allen and distinguished members of the Committee,
thank you for the opportunity to appear before you and testify today on the estab-
lishment of the Nanoscience to Commercialization Institutes Act (S. 1908.)

I am the City Manager of the city of Danville, Virginia. The independent city of
Danville is located on the Dan River in the southern central portion of Pittsylvania
County along the North Carolina Border. Strategically located on the mid-Atlantic
coast, Danville is within 1 day’s driving distance to over two thirds of the United
States’ population. Excellent highway and rail systems provide ready access to
major northern and southern metropolitan and manufacturing markets.

The city of Danville has a population of 48,411 and has lost a tremendous number
of basic employer jobs over the last 24-36 months. These job losses have caused the
unemployment rate to hover at more than double the state average (11.9 percent
February 2006 versus VA at 3.3 percent for that same month). Furthermore, the
Danville MSA has held the position of the state’s highest MSA unemployment level
for 2 years or more.

A total of 58 metropolitan areas suffered total job losses over the year ending Sep-
tember 2005. Danville lost 2,400 jobs. This places Danville in the top four metropoli-
tan areas with job loss. Only three areas ranked higher than Danville. All three are
located in areas devastated and ravaged by hurricanes. The entire South Atlantic
region has lost a total of 20,300 manufacturing jobs. The city of Danville alone
claims over 8 percent of that regional total.

In order to reinvent the economy, the city of Danville is in the forefront of the
establishment of infrastructure and the creation of an atmosphere conducive to fa-
cilitating a nano cluster. I would like to share with you today the clear vision and
subsequent path the city of Danville is engaging in and further detail for you our
efforts and success in utilizing nano as a crucial element in the transformation of
our economy.

Our goal in the city of Danville is rooted in and grown from the need to diversify
our economy. Knowing we would face a decline in our traditional industries, tobacco
and textiles, the city placed a proactive focus on evaluating the global economy and
refining a vision that would serve as a catalyst for us and our local economy. In
this case, and relative to today, the focus is on nano.

Our efforts have been built on three equally important elements: education, a
hands-on governmental approach (local, regional and in partnership with the Com-
monwealth) and private investment in technology. Through collaboration, partner-
ship and implementation we have had success and recruited a nanotechnology facil-
ity, now in place, and are confident additional interest will continue to unfold.

I would like to take a moment to briefly focus on our collaborative efforts as they
have been without a doubt innovative and truly a template others can use as a
model. The efforts began with creating an atmosphere of learning and interest
through schools such as the Galileo High School, a school enabled through a Federal
magnet grant, which focuses on biotech, information technology and aerospace. The
efforts continue through the creation of infrastructure such as a Cyber Park, fiber
network, business incubator and the foundation for a nano cluster in our historic
tobacco warehouse district redevelopment area. We have shaped our environment
into one that is user ready for various technology-focused companies, including
nanotechnology. It is no doubt that Luna nanoWorks has been a catalyst for other
companies selecting our area.

Our efforts have been long thought out and aggressively sought after, yet would
not be possible without numerous collaborative efforts. Our partners range from our
neighboring county, Pittsylvania, to Federal entities such as EDA along with hard
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work from our strong supporters; Senator Warner, Senator Allen and Congressman
Goode. We have invested in several key technology based economic development as-
sets such as the Institute of Advanced Learning and Research (IALR) and the Re-
gional Center for Advanced Technology and Training (RCATT), with the assistance
from the Virginia Tobacco Indemnification and Revitalization Commission, the Com-
monwealth of Virginia and various educational partners including Virginia Tech. We
have a Technology Business Incubator through the contributions of EDA, the city
and county. This environment, along with our current nano materials manufac-
turing facility, Luna nanoWorks, a division of Luna Innovations Incorporated helps
to secure Danville’s position as a leader in technology—especially in the nanoscale.
Luna is an ideal example of our intentions coming to fruition.

Luna is an example of how the city of Danville has bridged the gap in between
vision and implementation. It supports the idea that through government support
a realistic effort exists in creating a nano ecosystem from which nanotechnology re-
search transference to the marketplace can take place regardless of the size or loca-
tion of the community.

Specifically, the Luna project scope was $6.5 million in investment with the cre-
ation of 54 high technology jobs over a 30-month period. Today, Luna is 25 employ-
ees strong and growing. Fifteen Ph.D.’s, including two world renowned Fullerene
Scientists, a member of the American Academies of Science, and a successful phar-
maceutical entrepreneur make up the scientific leadership team for this high caliber
company. Their presence has led to a very creative partnership for educational ex-
cellence K-12 and higher education, including significant work toward a graduate
program at the Institute for Advanced Learning & Research in nanotechnology. This
success story owes its happy ending to a coalition of forces including the city of
Danville, who purchased a building that is leased to Luna, the Governor’s Oppor-
tunity Fund, the Tobacco Region Opportunity Fund, DBA workforce services, higher
educational institutions, the SBA Hubzone, etc.

In your words Mr. Chairman, “Nano technology is creating opportunities that
range from improving sports equipment to inventing life-saving medical applica-
tions. Competition in nanotechnology is global in nature. Other countries, such as
Japan and Chi