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(a) Physical Risk Vocabulary (PRV)
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(b) Transition Risk Vocabulary (TRV)

Climate risk vocabularies. The figure shows the most relevant terms of the global climate risk vocabularies as word clouds, where each
term size is proportional to its term relevance, calculated as frequency-inverse document frequency (tf-idf) score.

The physical risk vocabulary includes multiple dimensions of physical risk such as both extreme and chronic hazards caused by climate
change, whereas the transition risk vocabulary includes various aspects of this climate risk such as technological advances and
environmental policies. Terms like ‘ecosystems’, ‘sea level rise’, and ‘precipitation’ are representative of the physical risk topic, while terms
like ‘hydrofluorocarbon’ (HFC), ‘bioenergy’, and ‘greenhouse gas’ (GHG) are representative of the transition risk topic.

Source: Bua, G., Kapp, D., Ramella, F., & Rognone, L. (2024). Transition versus physical climate risk pricing in European financial markets: a text-based approach. The European Journal of Finance, 1-35.
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Daily physical risk concern x 100
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Climate risk indicators. The figure shows the scatter plots
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of daily physical and transition media concerns, or attention,
along with major PRI and TRI topics (vertical bars).

TRI and PRI are calculated as residuals from the AR1
process of the concern series. Hence, positive, zero, or
negative values of our climate risk indicators PRI/TRI signify
an above-expected, expected, or below-expected level of
discussion around climate risk issues, thus representing a
positive, null, or negative innovation, respectively.

PRI captures both acute physical risks such as floods, or
extreme weather events, and chronic risks such as
permafrost thawing, droughts, and sea level rise, as well as
governments and institutions’ calls for climate adaptation
actions and other adverse impacts of physical risk on, e.g.
the ecosystem such as biodiversity loss.

News on regulations and measures to curb GHG emissions
generate spikes in the TRI, e.g. news regarding the EU
carbon reform deal or the Montreal Protocol, as well as news
concerning the costs associated with the transition or the
advances of technological innovation and renewable
energies to reach, e.g. net-zero emissions targets.

Daily climate series are updated each December and June.
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