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A new Silicon Valley  is being born. The northern Calif ornian region that brought the
world microprocessors, personal computers and Google now has its sights set on
another technological rev olution: one f ounded on photov oltaic solar cells, sources of
biof uel such as algae and the application of  inf ormation technology  to improv e energy
ef f iciency .

Yet this new green technology  industry  needs help. As Barack Obama prepares to
take of f ice as US president next week, Silicon Valley  has sensed that a turning point
is at hand. It has been working ov ertime to conv ince the incoming administration of
the strategic importance of  these dev elopments – and their need f or f inancial
backing.

To hear Valley  notables describe it, the answers to some of  the biggest issues f acing
the US can be f ound there. These range f rom climate change and America’s lack of
energy  independence to the need to create jobs and ensure long-term
competitiv eness in the next big strategic industry , the one geared to weaning the
world f rom its reliance on f ossil f uels.

According to this v iew, as the US looks to mov e bey ond its carbon-based economy ,
the Valley ’s start-up culture – with its risk-taking mentality , strong technology  leaning
and record in f ostering new business approaches – will play  a central part. “It’s the
only  place innov ation can come f rom,” say s Vinod Khosla, a leading v enture capitalist
f rom the early  internet y ears who has more recently  become the Valley ’s most
prominent exponent of  what is being called “cleantech” inv esting.

Despite the self -conf idence, howev er, many  green technologies are not y et able to
stand on their own f eet. Alternativ e sources of  electricity , f rom solar to biof uels, are
still f ar f rom competitiv e with coal. To make matters worse, just as many  of  these
technologies prepare to scale up – expanding production to bring down unit costs to
competitiv e lev els – the credit crisis has starv ed them of  f unds needed to grow.

In some industries, the US has f allen behind. The country ’s relativ ely  low petrol prices
hav e stunted demand f or high-mileage v ehicles, while the relocation of  the consumer
electronics and computing manuf acturing base to Asia has robbed the US of  a big
local market f or adv anced batteries.

It is not surprising, then, that the coming change in
Washington has raised hopes in Silicon Valley , or
that the pleas f or help hav e been growing louder.
“There are a lot of  companies, like [in] solar and wind,
which are try ing to get their programmes through
here,” say s Jef f  Depew, chief  executiv e of  Imara, an adv anced battery  technology
start-up that has its own request in f or Department of  Energy  support.

While it prides itself  on a brand of  hy percapitalism def ined by  the self -reliance of  its
entrepreneurs and the almost constant state of  creativ e destruction in which they
work, the Valley  has long been a big benef iciary  of  gov ernment largesse. From the
def ence build-up that helped to create the semiconductor industry  to the birth of  the
internet (itself  initially  a project of  the Pentagon), much of  the research and early
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contracts f or new technologies hav e been f unded by  the taxpay er.

Yet the Valley  has also
nurtured an aloof ness f rom
Washington that has not
alway s serv ed it well and could
hamper its ef f orts to be heard
during a downturn, when more
entrenched lobbies are making
much noise. Also, the v ery
newness of  the cleantech
industry  means it lacks the
necessary  political ties, say s
Jef f  Anderson, co-chair of
Cleantech f or Obama, an
industry  group that was f ormed
to help the president-elect’s
campaign and may  now ev olv e
into a lobby ing machine.

As a result, the green business
mov ement has had to ride on
the coat tails of  the better-
established env ironmental
lobby . The interests of  the two
conv erge on many  points but
the reliance has taken the
f ocus away  f rom the long-term
economic arguments that the
cleantech industry  believ es it
needs to rely  on. The
env ironmentalists “tend to get
romantic about specif ic
solutions that aren’t practical
f rom a business point of  v iew”,
say s Mr Khosla.

Yet there is still considerable
optimism in Silicon Valley  that
the Obama inauguration will
represent a turning point. That
rests both on campaign
promises to tackle
env ironmental issues as well
as a belief  that key  members
of  the administration, f rom Mr
Obama down, will bring a
technocratic approach to policy
that should f av our the new
green business mov ement.

Putting “incredible scientists” in
charge at the energy
department, f or example,
“giv es me great hope . . . that

the energy  problem will be
approached with logic, based
on science and f actual
observ ations”, say s Andy
Grov e, f ormer chief  executiv e
of  Intel who has been seeking



support f or an adv anced battery
industry  in the US.

Much of  the immediate hope
rests on the promised economic stimulus package. The buzz in the Valley  is that as
much as $100bn (£69bn, €76bn) could be used to support green technologies. High on
the wish list is a piece of  inf rastructure that would boost the competitiv eness of  many
producers of  alternativ e energy : a new electricity  transmission network across the
country . That backbone would be the sort of  grand project seen as a f ocus of  the
Obama stimulus plan. Howev er, the planning and approv al process could delay  it f or
18 months or more, making its v alue during the current economic slump questionable.

Bey ond this, the Valley  has been pushing f or two broad f orms of  support: low-cost
loans f or businesses and longer-term research and dev elopment subsidies. It is a
simple process to look at the range of  new green technologies and back the ones that
hav e mov ed f urthest down the “cost curv e” towards f ull competitiv eness, say s Mr
Khosla. He adv ocates support f or a wide range of  solar, wind and biof uel technologies
and argues that money  should go only  to technologies that can stand on their own
f eet within f iv e to sev en y ears.

The v ulnerability  of  subsidies to changes in the political winds has long made Silicon
Valley  wary  about counting on them as a way  to make technologies v iable, say s
Stev e Milunov ich, a cleantech analy st at Merrill Ly nch. He points to the big swings in
inv estment in wind f arms in the past, as gov ernment subsidies hav e come and gone,
but adds that there is little choice.

Ev en if  the Valley  gets much of  what it wants f rom the Obama White House,
howev er, there is a paradox at the heart of  the green technology  mov ement. Asked
why  taxpay ers should support cleantech companies when those in many  other
industries are also suf f ering, v enture capitalists such as Mr Khosla rest their case on
the need to tackle climate change and the desirability  of  energy  security .

The sort of  things being proposed, howev er, will not on their own achiev e either of
these goals. There may  be a f eelgood ef f ect f rom backing green technologies and
they  may  create jobs and wealth, but when it comes to tackling the big problems they
are likely  to f all short. Mr Grov e dismisses much of  the ef f ort as “tinkering”. The
model on which Silicon Valley  has thriv ed will not produce answers f ast enough to the
env ironmental crisis, the f ormer Intel chief  argues. “The technologies are all practical
[and] do-able,” he say s. “But in terms of  the ov erall problem, they  are v ery  marginal.”

What would it take to make a real dif f erence? Mr Grov e say s Mr Obama’s most
important job will be to prepare Americans f or a historic period of  self -sacrif ice
comparable to Franklin D. Roosev elt’s preparation of  the US f or the second world
war.

Others specif y  that this must include a big lev y  on petroleum. Valley  luminaries
including Bill Joy , a f ounder of  Sun Microsystems and now a partner at Kleiner
Perkins, and Michael Moritz, an early  backer of  Google and a partner at Sequoia
Capital, argue that a f loor price f or petrol is needed to change consumer habits and
sustain a market f or new technologies.

The sliding economy  has not helped their case. “The idea of  a tax in this env ironment
is not v ery  likely ,” say s Merrill’s Mr Milunov ich. Yet a senior executiv e in one of  the
biggest Valley  companies, who is one of  those to hav e submitted proposals to Mr
Obama’s transition team, argues that the gradual introduction of  a carbon tax need not
be economically  harmf ul. That is particularly  if  it is part of  a “carrot and stick”
approach in which the money  f rom higher taxes is giv en back to consumers in the
f orm of  incentiv es to switch to greener products.

Will the Obama administration be prepared to consider such drastic steps? Silicon



Valley , which prides itself  on taking the big, radical bet, would like to think that the
incoming president will mark a break f rom the past. It is about to f ind out.

  

THE AUTOMOTIVE INDUSTRY: ELECTRIC DREAMS AND HARSH REALITIES

Silicon Valley ’s entrepreneurs like to think big – and f ew are thinking bigger than Shai
Agassi (pictured below).

The f ormer SAP executiv e, who was once in line to become joint chief  of  the German
sof tware company , has turned into one of  the most outspoken proponents of
all-electric v ehicles in the US. “There won’t be a car industry  in 10 y ears” if  a Detroit
bail-out is not accompanied by  a policy  shif t to encourage electric v ehicles, he warns.

The Israeli engineer env isages a new business
model f or the automotiv e industry . To cov er the
high cost of  batteries, customers would pay  a
monthly  lease f ee that gav e them unlimited miles,
while the electricity  to recharge these v ehicles
would come f rom renewable sources.

Mr Agassi’s start-up, called Better Place, has
already  agreed to inv est in a network of  recharging
and battery -exchange stations in Israel, Denmark
and Australia and has taken its f irst steps in the US in Hawaii and the San Francisco
bay  area.

The biggest problem that Washington must address, according to Mr Agassi, is how to
f oster a domestic battery  industry . This will require inv estment in a supply  chain that
brings together chemicals companies, makers of  battery  packs and experts in power
electronics. Also on Mr Agassi’s wish list is research and dev elopment support to help
Detroit get an electric car on the road by  2011 and f inancial incentiv es f or the f irst
buy ers of  the new v ehicles.

Yet some are sceptical. A switch to electric cars “won’t happen unless the gas price is
in the $5 [a gallon] range”, say s Andy  Grov e, the f ormer Intel boss. With the current
price below $2, he now dismisses his own attempts, through his philanthropic
f oundation, to promote electric v ehicles. “I realise I was mucking around in the dirt,”
he say s.

“Electric v ehicles are way  too expensiv e to be global,” adds Vinod Khosla, a v enture
capitalist. While applauding Mr Agassi’s experiments, he say s: “I equally  believ e that
capitalism has to be cost-ef f ectiv e.”
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