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Technological advancements in new ways of pro-
ducing and consuming energy have historically 

enabled economic growth. In this proposal, Haus-
man lays out the rationale for substantially increas-
ing federal spending on clean energy research and 
development (R&D), along with four foundational pil-
lars for energy innovation policy to leverage effective 
investment: 

1. Spend triple the federal support for energy R&D; 

2. Prioritize clean energy, with a secondary focus 
on energy security; 

3. Allow for risk-taking in project selection, and ex-
pect (and learn from) some project failures; and,

4. Draw on the expertise of the US Department of 
Energy, the Advanced Research Projects Agen-
cy-Energy, and the national laboratories.

In this proposal, Hausman argues that this ap-
proach to federal spending on R&D—portfolio-based 
project selection where some high-risk projects 
within the broad portfolio may well fail—will jump-
start innovation, correct market failures, enhance en-
ergy security, and enable a more cost-effective tran-
sition to a climate-responsible economy.

Issue Overview
Energy markets play a key role in the US economy at 
both a micro and a macro level. Energy expenditures 
are an important—and volatile—factor in household 
budgets and business input costs. What is more, en-
ergy production and consumption remain the larg-
est source of climate-damaging pollution in the US 
economy—amounting to $1 trillion in economic dam-
ages annually.

The Inflation Reduction Act (IRA) and other fed-
eral, state, and local initiatives are putting the United 

States on a path toward a clean energy transition 
while providing safety nets for communities that 
would otherwise be left behind. The innovation pol-
icy in this proposal would complement—and indeed 
even accelerate—these existing efforts to enable 
a low-cost transition that benefits the planet and 
spurs economic growth.

The Challenge
In energy policy, the more things change, the more 
they stay the same. The United States has seen de-
cades of energy boom-and-bust cycles, with volatile 
energy prices and the rise and fall of different energy 
sectors. In fact, energy expenditures are more vol-
atile than the expenditures on other major catego-
ries of consumer goods and services, a challenge for 
households and companies alike. The United States 
spends $1 trillion on energy each year and millions of 
US households spend 20 percent or more of their in-
come on energy goods and services. 

Yet, while the energy sector has been the prima-
ry contributor to a dangerously changing climate, it is 
also true that energy innovations can drive well-being 
and economic growth. There is widespread agree-
ment that government support for clean energy in-
novation can bring numerous economic and environ-
mental benefits by correcting multiple market failures. 

In the past, publicly-funded research in the Unit-
ed States has led to valuable advances in energy 
technologies. But the US has fallen behind in ener-
gy innovation, according to both measures on inputs 
(e.g., the portion of GDP spent on energy R&D) and 
outputs (e.g., clean energy patenting). Legislation in-
cluding the IRA, the CHIPS (Creating Helpful Incen-
tives to Produce Semiconductors) and Science Act, 
and the Bipartisan Infrastructure Law represent a 
move in the right direction, but more federal invest-
ment in R&D is still needed.
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The Proposal
In this Hamilton Project policy proposal, Hausman 
lays out a rationale for substantially increasing fed-
eral spending on clean energy research and devel-
opment (R&D), along with guiding principles for how 
the money should be deployed. She proposes four 
foundational pillars for energy innovation policy to 
leverage effective investment: 

1. Spend triple the federal support for energy R&D; 

2. Prioritize clean energy, with a secondary focus 
on energy security; 

3. Allow for risk-taking in project selection, and 
expect (and learn from) some project failures; 
and,

4. Draw on the expertise of the US Department of 
Energy, the Advanced Research Projects Agen-
cy-Energy, and the national laboratories.

New policymaking should incorporate these 
principles. In addition, benefits are maximized when 
these principles are paired with complementary 
climate policies, such as carbon pricing, emissions 
regulation, or abatement subsidies. Complementing 

investment with implementation support is clearest 
for those policies that:

1. Aid with deployment and adoption of new en-
ergy technologies; 

2. Correct environmental externalities; and,

3. Support communities who might otherwise be 
harmed by the transition to new energies.

Hausman argues that the approach outlined in 
her proposal would jump-start innovation, correct 
market failures, enhance energy security, and enable 
a more cost-effective transition to a climate-respon-
sible economy.

Hausman stresses a fact about effective R&D 
funding that makes policymakers wary: high risk 
leads to high rewards. In choosing projects for pub-
lic investment, we should expect the greatest return 
on the portfolio of projects and we should not limit 
evaluation as to whether individual investments suc-
ceed. Hausman’s approach argues that if policymak-
ers and implementers were to acknowledge ahead 
of time that the path to the highest return on R&D 
investment includes some individual project failures 
then the overall success of the portfolio becomes 
the north star. 

Global Fuel Use, By Type, 1800–2015

0

100

200

300

400

500

600

1800 1825 1850 1875 1900 1925 1950 1975 2000 2015

Q
ua

d
ril

lio
n 

BT
U

Biomass 
and waste

Coal

Oil

Natural gas

Nuclear
Hydro

Other 
renewables

Source: Newell and Raimi (2018), data shared by authors.


