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In this study, we clarify the characteristics of the risk and return of the monthly carbon factor estimated from
stock prices in the Japanese stock market. The carbon factor is an indicator that expresses how much a stock price
will increase if a Japanese company reduces its carbon dioxide emissions by 1%. We characterize the carbon factor
in a way that is not possible with the nine factors that are known to account for stock prices. We then propose
a portfolio choice model that takes the carbon factor into account, called the “carbon factor portfolio”. We also

analyze the characteristics of the proposed portfolio in terms of risk and return, including the efficient frontier.
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