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Technological advancement in clean energy has become 
a key U.S. initiative because of its potential for spurring 
economic growth and creating energy independence.1 Any 

attempt to encourage the development of clean technology in the 
United States must also foster venture capitalism in the sector.2 

Venture capital plays an important role in the U.S. economy 
by creating jobs and revenue.3 Venture capital firms pool the 
resources of many investors, which include individuals, pen-
sion funds, corporations, charities, and college endowments.4 
The firms then invest the pooled fund into new companies.5 
Venture capital has backed some of the most successful and 
innovative companies in the United States, including Apple, 
Google, Starbucks, and Whole Foods.6 Venture capital is par-
ticularly important to technological innovation for two reasons. 
First, venture capital funds innovative projects that cannot gain 
access to traditional banking funds.7 Second, venture capital 
drives technology forward by financing projects that will not be 
funded by larger companies because of their disruptive nature in 
the marketplace.8 

Encouragingly, venture capital firms have already begun to 
tap into the new market of clean technology.9 Market trends indi-
cate a continual pull away from unsustainable sources of energy 
like petroleum and natural gas, so venture capitalists have begun 
to favor investments in renewable energy.10 The clean technol-
ogy sector has seen an extraordinary boom in investment capital 
in recent years.11 In 2001 venture capital in clean technology 
made up less than one percent of total venture capital invest-
ments.12 By 2008 however, venture capital in clean technology 
made up fifteen percent of the total venture capital invested.13 
Unfortunately, there are signs that the recession has finally 
caught up to venture capital investments in the industry.14 In the 
first quarter of 2009, investments in the clean technology sector 
fell by forty-eight percent from the first quarter of 2008.15 

The government does have the power to indirectly curb the 
effects of the recession on the clean technology venture capital 
market by implementing policies that make investments in the 
sector more attractive.16 On February 17, 2009 Congress enacted 
the Recovery and Reinvestment Act of 2009, which includes 
eighty-three billion dollars of clean technology incentives.17 The 
act emphasizes clean technology as a way to drive the economy 
and create jobs.18 It will promote investments in clean technol-
ogy in three key ways: direct grants, tax incentives, and loan 

guarantees.19 The incentives are primarily targeted at “smart 
grid technologies, advanced batteries, fundamental renewable 
energy research and a host of energy efficiency projects.”20 Fur-
ther, because venture companies in clean technology stand to 
benefit from the new influx of funding from the government, it 
is likely that investments of venture capital into these benefited 
companies will also be spurred.21

However, in order for the various new stimulus funds to be 
effective in helping the survival of clean technology companies 
struggling in the recession, the funds must be distributed quickly 
and effectively.22 The ability of the government to meet this 
goal is questionable. For example, one loan guarantee program, 
established in 2005 by the Department of Energy (“DOE”) under 
the Energy Policy Act of 2005, was plagued by a four-year hold 
on disbursement, where none of the available grant money was 
distributed.23 The stimulus bill allotted an additional six billion 
dollars to this same loan grant program.24 The new funds in the 
stimulus need to be distributed much more quickly than they 
have been under the Energy Policy Act of 2005 if they are to 
stand a chance at preventing “a raft of potential bankruptcies or 
crippling retrenchments through 2009” among clean technology 
companies.25

Quick disbursement is all the more essential as other coun-
tries enter the race to develop the best new clean technologies. 
Recently, China announced that it intended to become the world’s 
leader in hybrid and all-electric vehicles.26 This announcement 
comes at the same time as the United States’ first all-electric 
mass-manufactured vehicle is waiting for federal aid from the 
DOE’s loan guarantee program.27 Encouragingly, however, there 
are signs that the inertia in federal government to disburse funds 
is coming to an end. The DOE has gained momentum with the 
arrival of Stephen Chu, the new Secretary of Energy.28 Chu has 
made disbursement of the loan guarantees a priority, and the first 
alternative energy loan was finally awarded.29 If more releases 
of stimulus funds into clean technology follow, there is reason 
to be optimistic that venture capitalism in clean technology will 
recover as the funds put new life into the industry.30 

Endnotes: The Importance of Venture Capitalism to 
Clean Technology continued on page 64
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