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of the model presented in Section 3.

3. MODEL

This section presents the model we use to get insight into the pricing of the climate linkers.

At the intersection between the well-known DICE model (Nordhaus, 2017) and the concise

climate change economy of Bansal et al. (2019), the model offers closed-form solutions for

pricing different classes of assets. As schematically represented in Figure 1, the model cap-

tures relationships between economic and climatic variables. In the remainder of this section,

we highlight the fundamental equations and ingredients of the model. Appendix A depicts

the full model.

FIGURE 1. Schematic representation of the model
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Note — This schematic representation of the model depicts the main channels relating cli-
matic and economic variables. (a): Production increases emissions, but mitigation helps
to reduce the positive relationship between the two. (b): Emissions increase temperature
anomaly. (c): Larger temperatures increase the probability of agent’s being hit by climate-
driven damages. (d): Damages negatively impact production through a reduction in the
quality of capital. (e): Temperature raises emissions by increasing the probability of trigger-
ing a climate change feedback loop (triggered, e.g., by releasing tons of methane trapped in
the permafrost, or the acidification of oceans).
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