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Abstract

We examine climate-related exposure within a large-sized credit portfolio, encompassing
both transition and physical risks. Our primary emphasis lies in understanding how climate
risks affect the portfolio’s credit risk. We explore various mitigation scenarios, potential
policy interventions, and risk factors to elucidate effective emission strategies and the corre-
sponding value dynamics of the constituent firms. The interdependence among default events
is delineated using a Gaussian factor model framework. We combine dimension-reduction
techniques with a polynomial chaos expansion to analyze the cumulative loss distribution to
ensure computational efficiency.
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