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Abstract Can environmentally-minded investors impact the cost of capital of green
firms even when they invest through financial intermediaries? To answer this and re-
lated questions, I build an equilibrium intermediary asset pricing model with three
investors, two risky assets, and a riskless bond. Specifically, two heterogeneous retail
investors invest via a financial intermediary who decides on the portfolio allocation
that she offers between a green and a brown equity. Both retail investors and the
financial intermediary can tilt towards the green asset, beyond pure financial consid-
erations. Perhaps surprisingly, the green retail investor can have significant impact
on the pricing of green assets, even when she invests via an intermediary who does
not tilt: a sizable green premium —that is, a lower cost of capital- can emerge on
the equity of the green firm. This good news comes with important qualifications,
however: the green retail investor has to take large leveraged positions in the portfo-
lio offered by the intermediary, her strategy must be inherently state-dependent, and
economic conditions or the specification of preferences can overturn or limit the result.
When the financial intermediary decides (or is made) to tilt instead, the impact on

the green premium is substantially larger, although it is largest when preference are

*Boston University, Questrom School of Business. Email: msauzet@bu.edu. First version: De-
cember 7, 2022. I am especially grateful to Olivier David Zerbib for many insightful discussions.
For valuable comments and suggestions, I thank Rui Albuquerque, Michael Barnett, Andrea Buffa,
Markus Brunnermeier, Agostino Capponi, Leyla Han, Martin Lettau, Abraham Lioui, Sebastian
Merkel, Christina Nikitopoulos, Ludwig Straub, Andrea Vedolin, Ole Wilms, Fernando Zapatero,
and conference and seminar participants (including scheduled) at AFA, Boston University, Boston
College (Carroll), the Annual Meeting of the Commodity and Energy Markets Association (CEMA),
the CESifo Area Conference on Macro, Money, and International Finance, Emlyon Business School,
the E-Axes Young Scholar Series on Financial Economics and Sustainability, the 2024 Green Fi-
nance Research Advances Conference, the INFORMS Annual Meeting, the North American Sum-
mer Meeting of the Econometric Society, the Third Conference in Sustainable Finance (University of
Luxembourg), and the Stanford Institute for Theoretical Economics (SITE) Conference. All errors
are my own.


https://ssrn.com/abstract=4758695
mailto:msauzet@bu.edu

aligned with retail investors. I also study what happens when the green retail investor
does not know the weights in the portfolio offered by the intermediary, the potential
impact of greenwashing, and the effect of portfolio constraints. Taken together, these
findings highlight the central role that financial intermediaries can play in channeling

financing (or not) towards the green transition.
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