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Abstract

Temperature fluctuations resulting from climate change can be
considered as one of the factors causing uncertainty, causing investors to
worry about their assets and leading to an increase in their expected returns.
This study aims to investigate the effect of temperature changes on the cost

of equity. For this purpose, the risk premium of temperature changes has

been calculated we employ the economic tracking portfolio approach and its
pricing is examined using Fama-McBeth regression (1973).

We chose a sample with about 170 firms in Tehran Stock exchange in
the period of 2000 to 2020. The results show that risk premium of
temperature changes is positive and significant and caused a 35% change in
the cost of equity, however, this effect did not show an increasing trend
over the research period. The results of quantile regression also confirm the
mentioned findings.
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