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Abstract
We study how a negative profitability shock in the fossil energy supply chain
affects firms’ direction of innovation. We develop a stylized model to show that ad-
justment costs in R&D create incentives for exposed firms to reallocate innovation
toward clean technologies. Next, we propose a novel approach to measure firms’ ex-
posure to the 2014 oil price collapse, and find that more exposed firms significantly
increased clean R&D relative to less exposed peers. The results suggest that firms
in the fossil energy supply chain possess transferable capabilities for clean innova-
tion, and that declining fossil profitability—e.g., via carbon pricing—can accelerate
the clean transition along the fossil energy supply chain.
JEL codes: D22, F14, F18, 031, Q55, Q56.
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