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State Policy for Hydrogen
By Matthew Brown and Christie Rewey

The vehicles that carry people and goods on the nation’s roads run on a well-refined but rela-
tively old technology and fuel: internal combustion engines operating on gasoline or diesel.  As it
becomes clear that long-term supplies of oil are diminishing, many policymakers have begun to
seriously consider new ways to power cars, trucks and buses.

Hydrogen and hydrogen fuel cells may hold promise as ways to reduce vehicle emissions and
reduce the nation’s reliance on imported oil. Hydrogen technology is developing fast and shows a
great deal of promise, but the day when hydrogen vehicles ply the streets of America is at least a
decade away and even longer than that before the vehicles become commonplace.

The North American hydrogen industry is heavily focused on research and development. A Price
Waterhouse Coopers survey found that, although research and development expenditures were
increasing (by close to 20 percent between 2001 and 2002), fuel cell companies still were
unprofitable. Their heavy investments in research and development far outweigh their revenues
from a relatively small number of demonstration projects and early adopters of fuel cell technol-
ogy.  The industry itself is focused heavily on the long, not the short term.

In general, state policy for hydrogen falls into four areas:
• Address barriers to hydrogen (develop hydrogen policies while the technology develops).
• Create a hospitable policy climate for hydrogen.
• Fund outreach and development.
• Provide tax incentives (although these may not be feasible in today’s difficult budget times).

Barriers to Hydrogen. Hydrogen faces a number of barriers aside from the technical challenges.
Hydrogen requires a physical infrastructure of pipes and storage. It currently costs much more
than the conventional infrastructure for gasoline. It also faces a set of institutional barriers; most
codes and standards regulate a world of liquid—not gaseous—fuels, such as gasoline or diesel.
State policy can begin to address codes and standards, in combination with local policy. Building
codes that regulate repair facilities and vehicle garages, fire codes, and codes that regulate bridges
and tunnels are three areas that will pose obstacles to hydrogen use.

A Hospitable Climate. Hydrogen technology will flourish best in an atmosphere that places a
value on energy security, air quality, power reliability and fuel diversity. States that take a leader-
ship role in these policies are most likely to be leaders themselves in hydrogen technology.  If
hydrogen technology fulfills its promise, then these states also will be able to take advantage of
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some of the economic development benefits. Some states already have taken a leadership role.
Minnesota law states that “ ...it is the goal of the state that Minnesota move to hydrogen as an
increasing source of energy for its electric power, heating and transportation needs.”

University Research and Development. State policy can support university research and devel-
opment. Minnesota already does so. Hawaii appropriated $200,000 to research and develop-
ment. States provide funding in a number of ways, including the system benefit charge (a fee on
electricity bills that all customers pay) and through university funding channels.

Tax Incentives. Many states define certain fuels as “clean.”  These fuels often qualify for tax
incentives, grants, loans or other special treatment. New York defines hydrogen fuel cells as clean
and allows them to qualify for credit under the state’s Low Emission Vehicle Program. Missouri
exempts hydrogen fuel cell vehicles from emissions testing. Minnesota defines hydrogen as a
clean fuel, qualifying it for certain grants. Although hydrogen fuel cell vehicles will not be on the
road for some time, such legislation can help raise awareness of the technology.

State Action
State agencies often are reluctant to exceed statutory authority without specific direction from the
legislature. Or they are much more likely to begin work in new areas if the legislature has given
them specific directions. Michigan’s Legislature directed the state Department of Transportation
to work with other agencies and private companies on fuel cells and advanced technology trans-
portation. Minnesota’s statutes now direct the economic development office to attract fuel cell
companies to the state.

New technologies can benefit from well-designed incentives. States can offer sales and property
tax exemptions, research and development incentives, and other measures. Idaho, Maryland,
Nevada, Vermont and Washington offer a sales tax exemption on hydrogen as a vehicle fuel. In
the near term, these incentives are unlikely to cost the state very much because very few vehicles
will operate on hydrogen. These exemptions are part of a larger strategy to develop a hospitable
policy climate for hydrogen. A state also can offer fuel cell companies tax incentives for locating
an office or facility in the state, leading to economic development opportunities. State vehicle
and some private fleets may successfully house small-scale vehicle demonstration units. Such
demonstrations can experiment not only with the vehicles themselves but also with the necessary
infrastructure—fueling, storage, repair and other components—of running a vehicle fleet. States
could offer grants for fleet fueling stations.

Hydrogen is a technology that requires a long-term vision. It may—or may not—be part of a
solution to the nation’s long-term energy problems. The challenge is to develop long-term
strategies in a political atmosphere that, by necessity, devotes resources to short-term problems.
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