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Investors face reduced incentives to finance projects that devalue their legacy po-
sitions. We formalize this “asset overhang” and study its drivers. We apply our
framework to the climate-banking nexus, where the net-zero transition effectively
poses a dilemma to banks: while environmental innovation can be profitable, its
widespread dissemination risks disrupting the value of legacy positions. Using
granular firm-level data on innovation and diffusion of environmental goods &
services, we document the presence of asset overhang as innovators (diffusors)
of disruptive environmental technologies are approximately 5.9 p.p. (0.5 p.p) less
likely to receive bank credit compared to non-disruptive counterparts. Individual
investors with less legacy positions at risk mitigate the economywide asset overhang
problem, thereby facilitating technological transition.
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§ An earlier version of this paper circulated under the title ”Banking Barriers to the Green Economy”. This paper was pre-
pared for the NBB international conference 2020 on Climate Change: Economic Impact and Challenges for Central Banks
and the Financial System. We thank Tobias Berg (discussant), Diana Bonfim (discussant), Estelle Cantillon, Mathias Dewa-
tripont, Ralph De Haas (discussant), Mariassunta Giannetti, Adair Morse (discussant), Raghuram Rajan, Javier Suarez as
well as seminar and conference participants at the NBB Climate Change conference, Belgian Environmental Economics Day
2021, Global Research Alliance for Sustainable Finance conference, the Zurich workshop on Sustainable Finance, Banque
De France, De Nederlandsche Bank, the 14th Swiss Winter Conference on Financial Intermediation, ESCP, IESEG School of
Management, Leibniz Institute for Financial Research SAFE, the Bank of Italy and Bocconi conference on Financial Stability
and Regulation for their comments. The views expressed in this paper are those of the authors and do not necessarily reflect
the views of the National Bank of Belgium, the Eurosystem or any other institutions to which the authors are affiliated. All
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mailto:hans.degryse@kuleuven.be
mailto:tarik.roukny@kuleuven.be
mailto:joris.tielens@nbb.be

