


Introduction
Questions : · What effect investors have on social outcomes ?

&In an equilibrium asset > Public goods provision = mitigation of climate change
pricing model with production

> consequentialist investors : Capital allocation between production and

investment in mitigating climate change
& public good provision

· If effective ,
how does it compare to (and interact with

government -> taxes

public goods (
provisions - subsidies

in achieving impact ?



Preview of results
· Environmentally conscious investors :

- Mnvest more wealth

Cr. S . financial investors : public good preference = less risk overse

- invest more in clean firms
When corr/clean

, dirty) is low
, also invest more in dirty

: hedging
- prices dependi
premium if env. contribution > sys .

risk
+

negative alpha
Implication : if a clean firm carries ++

sys . risks
,

*
outperform (exp. return/

· Free-riding effect : underprovision relative to SP's choice

: investors do not internalize the benefits of their

investments on others



Extensions
· dirty firm contributes negatively to the public goods

I negative externality
=> env.

investors invest less in the dirty firms
=> total provision : investments concentrate on clean firms

· allow direct provision (donations
↳ giving up financial returns in exchange for more public

weakly increase good and less portfolio risk(
total provision

· uncertainty in how public good contributions result in benefits

=> uncertainty = public good production &
↳ E green investment X

corr <clean ,dirty



2 periods
t=0:
• companies sell shares to investors
• investors invest in these shares and riskless assets
• Companies allocate capital to their normal production and to climate 

change mitigation 

t=1:
• production occurs
• State of world realizes
• Investors enjoy payoff

Model



Investors Environmental conscious investor E and financial investor F↑

Both investors start with an endowment of initial wealth Wo at t= 0

↑

↑ · mean variance utility from terminal wealth (Fi
, stochastic

+ additional term f() : value from public good consumption
amount of public goods
fi > >0

. f s . >O

i = Eo() - v Var(i)/(2 No) + HifIG)
↑↑ risk aversion how much investor

cares about G

HE > 4F
t= 0 : investor i buys shares usingWo each firm's stock in positive net supply

& trade a riskless asset E zero net supply

t= 1 : state of world realized => terminal wealth F :
and G determined



Budget Constraints

· stochastic return of firm n = On

Fu = rn- If excessive return

&

dirty fira risky risk-free
- -

t= 0

-

t = 1 i

=



investor Es problem (sophiscated (

= (Pc , OD)

-
internalize the effect

of their own portfolio



Firm's problem : Production of private goods
productivity shock

UcU = 1d Orade-off Up= 1 means

↑ amount dedicated public good
total investment to public goods production is only

costly for D

(without benefits)
Production of public goods : G = En En

Excessive financial return

↑endogenously determined
vilibincn

En N(0 , 02) => ~Ni
,
8
in



Firms maximize contingent claim value for shareholders

stochastic discount factor

=>

In is determined by Kn determined in equ.↑ Un exogenous





↑

YE > PF 3 = OE > OE①
Uc

② p>= => OEDLOFD
↑ UC

corritation between returns is large



prop . 1 : <O

& Of > o

↓ investorEborrows fromrate investor D at



Asset pricing implications
premutiplo by Na

market equil
o
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L public good
notcaptured by traditional CAPM

<=>

Given Fan > 0
= 7
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Social Planner's solution (P19)

Propo . 4 :





Taxation & Crowding out

& -
-

-
↑

allocation as a function of rest x
but only through C
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Green Subsidy = firm receives of

I for a green investment
↳ z= z(6)

funded by taxes => changes Fn(8)
$0 tax

=> $1-X available
for subsidy




