Probability Density

Climate-Adjusted VaR: Fat Tails from Physical & Transition Risk Shocks
3% probability of climate shock events creates significant tail divergence

[ Climate-adjusted return dist.

I 99% climate VaR tail

=== Standard normal model
99% standard VaR tail

| |
| |
| |
| |
30 1 Lo
| |
| |
| |
| |
25 7  —
| |
| |
| |
Climate VaR 1 1
-2.68% 1 1
20 1 I I
| |
| |
| |
| |
15 | |
| |
| |
| |
1 |

+0.64% fail

10 1 extensign
| |
1<
|
|
5 |
|
|

0 T T T
-0.100 -0.075 —-0.050 -0.025 0.000 0.025
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Illustrative | 8,000 daily return simulations; 3% annual climate shock probability




