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Credit risk findings for commercial real estate loans using

the reduced form
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5. Summary

This analysis provides insights into the way in which the three-part influences of i.) age (statistically), ii.) compression of
the loan life interval [¢t, T] in the simulation, and iii.) sensitivity to a changing actual information set related to the payment
status of the loan, jointly interact to create a robust estimate of default and loss in the reduced form. Our approach correctly
captures muted temporal variability implied by Eq. (2) while also considering particular variability at the loan level corre-
sponding to new information and statistical influences impartially considered in the default intensity, A;. The compression
in uncertainty in the simulation as the loan moves closer to its maturity date, is weighed against the other factors of age
and change in information contained in updated data. Our analysis highlights how these seemingly conflicting aspects of
loan risk are well resolved in the reduced form model of Christopoulos and Jarrow (2016) and provides further support for
the use of the reduced form approach in the evaluation of CMBS default and loss risks.
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