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Abstract:  
We develop a model of green lending to study its implications for monetary policy and environmental regulation. 
Banks finance firms’ brown and/or green projects. The costs of brown projects increase with rising endogenous 
regulatory stringency or when endogenous monetary policy affects the cost of funds. Both policies can elevate the 
equilibrium share of green lending, resulting in greener output. Our findings remain consistent when we introduce 
central banks with an explicit green objective (e.g., differential interest rates based on project type), forward-looking 
bank behavior, and adjustment costs. We also demonstrate the relative impacts of regulatory and monetary 
persistent regime changes. 
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