Trapped by Climate Stress: Vulnerability Dynamics and Sovereign Credit Risk

Eva Litkebohmert  Hongyi Shen

Department of Quantitative Finance, University of Freiburg

Introduction When climate shocks hit, vulnerability evolves — and sovereign risk follows. Methods
. Climate-Adjusted Macro-Fiscal Outcomes

- Research Objective: To quantify the full intertemporal
feedback cycle in climate risk — climate shocks weaken funda-
mentals, macro-financial stress raises the probability of shifting Mechanism of the Framework
into a more vulnerable regime, and increased vulnerability am-
plifies the impact of subsequent shocks — providing a unified
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- Policy Implication: Marginal improvements in adaptation it = iit—1
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L R: ) E | Rty | Stress-dependent transitions via WGLM with logit link:
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- The effects are asymmetric: small vulnerability improvements help, but worsening it hurts much more. Email: hongyi.shen@mail.finance.uni-freiburg.de
Affiliation: University of Freiburg

INNOTES: Selected vulnerable and volatile countries: rating outcomes in
2050 under SSP3-7.0.
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