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Presenter: Prof. Luca Taschini
University of Edinburgh Business School
Grantham Research Institute, London School of Economics

TITLE - The Effects of Volatile Temperatures on Equity Returns
and Firm Performance

We construct a measure of abnormal temperature variability, defined as
deviations in intra-month temperature anomalies from a rolling historical
baseline, to study its effects on firms and equity returns. Firms with higher
exposure to variability experience lower revenues and fewer hours worked,
driven by reductions in household spending and labor supply. An equity
strategy based on cross-sectional variation in abnormal temperature variability
yields a realized market-adjusted alpha of 4.9% annually. We find, however,
pricing frictions in the form of greater return volatility and investor
underreaction, stemming from uncertainty about firm-level impacts and
disagreement over the materiality of temperature risks.

TYPE OF RESEARCH —Empirical

STAGE OF RESEARCH —First draft

For further information please refer to: seminars.dipsa@unibg.it

This initiative is implemented within the framework and under the coordination of the TRANSET
project of the Department of Management, department of excellence for the period 2023-2027, as
per L.232/2016
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