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Abstract 
 

Substantial private investments in low carbon technologies and capital assets are necessary to meet 
climate change mitigation targets. This paper examines how diversifying production towards low carbon 
goods and services impacts firms' financial performance and market valuation. Using new, unique data on 
firms' revenues that are generated from the production of green goods and services, we are able to 
credibly measure shifts from non-green to green activities at the firm level. Our dataset is comprehensive, 
covering approximately 95\% of global market capitalisation for the period 2008-2016. We find that firms 
with higher shares of revenue derived from green activities exhibit higher ability to earn income. This 
indicates that there are opportunities for firms in the green economy to charge higher markups through 
product differentiation. Yet, producing green goods and services seems to entail higher assets 
requirements, imposing a downward drag on firms' profitability. Nonetheless, we find evidence that 
investors value green diversification and reward companies on the stock market. These results suggest 
that public policies should address the high initial investment barrier, in order to mobilise large scale 
private investment in the green economy. 
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