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Analysis of portfolio VaR by pair copula-LMSV-t

ZHANG Mian, CHENG Xijun, FANG Zheng, GUO Jianhong, LIU Feng

(Dept. of Statistics and Finance, University of Science and Technology of China, Hefei 230026, China)

Abstract: The LMSV-t model was adopted to estimate the marginal distribution, instead of the GARCH
model, which has been adopted before, and the pair copula-LMSV-t model was constructed. Furthermore,
the method for parameter estimation of LMSV-t by MCMC was offered. An empirical example with the
open-end fund’s data demonstrates the superiority of the LMSV-t model in describing the volatility and
long memory of asset’s return. Using the LMSV-t model as the description of the marginal distribution,
the pair copula-LMSV-t model has better performance in the analysis of portfolio VaR.
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Tab. 1 Statistical characteristics of return series

% 7 ¥E i 2% ot £ U IB Geit it prob h

PR AR 0.002 234 0.000 629 0.421 243 3.192 173 126.167 11 <0. 001 1

KR4 0. 004 561 0.000 124 —0.016 512 5. 881 925 9.252 12 0.02 1

0 REA 0.001 035 0.000 375 —0.228 712 7.110 320 231.921 24 <0. 001 1

LR 0.001 302 0.000 578 1. 094 932 8.127 293 55.523 86 <0. 001 1

LR F M= 0.001 682 0. 000 981 —0.349 471 11.213 89 500. 015 3 <0. 001 1
o=2¢" —1, Smirnov K55 (9 P {H i % KT 0. 05, 5 78 43 1 15 ]
@ ~ beta(20.1.5); TR AR Y L 5 4 B LMSV-t il SV-t £ 7 f1Y
? ~ gamma(2.5,0.025); ¢ (6) DIC K8 e, 5 # W /N F IR & WIS & % 8 L&

d ~ unif(—0.5,0.5);

w ~ chisqr(8) I(4,40)
A3 A BELR k4 000K, 18 S HUE PR TR RE
4 0009 , 15 B & % 7 1 2% 43 Aii 19 2 HOM DIC 18, [a] i}
VT A5 56k B 7 B 3h B9 £ 1 Ry 2E T 5 B 5% 22
30 B Al 3 e X5k 22 5 51 #F 47 Kolmogorov-

Smirnov £ %, 25 R Nk 2 R,
HH 2 2 AT, & W a8 T HN - B B d A R
0.3 Z£f7 U A K AICAZFE M, AT LA ¢ 43 A 1Y
HHE ofE 9 iy, U BEALIESh WU © 7341 B A
WA LA 3Z T 95 Yo B A B F 8% 2T 1) Kolmogorov-

e BE RIS TR 48 J% B 2 J5  LMSV-t #6551 3% A 4 i e
(RIORUE 3 TR

SRIG FATT X FR 2200 €, HEATME SR S0 AR e, e 4
BN 0~1 F4359 534 B 7 51 o LASE 0 ] T T 445 4 1) 2
Bt R4 T C A D ki S8 2 i, AT T
kendall-t BRAR & 2B 7 0 C R A7 45 o5 e 0
FHE kendall-t BeAHE R BOTENE 3 Fimx.

H1 % 3 LUF Y ORI 1l 7 5 A 36 7 i Bk AH O &
RS AR AT LAy C ik YR 25 5 006 Ho g 5
L; [A) B, AT LUK AL B 7 4 5, a3k 3 i iR, 3R
JrER UL, D 45 25 SR A ik g
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Tab. 2 Parameter estimation and test results of marginal distribution
Bt s d ® T w pr DIC(LMSV-t) DIC(SV-t)
0. 310 0.917 2 0.378 8.001
BB A B Ay 0.121)* (0. 023) (0. 091) (3.125) 0. 325 —877.121 —812. 627
[0.024]" [0.012] [0.010] [0.254]
0. 324 0.924 0.331 7.239
KR4 (0.105) (0. 030) (0.072) (2.728) 0. 085 —974. 124 —853. 226
[0.012]* [0.002] £0.009] [o.322]
0.317 0.917 0.510 2 8.138
TRk A (0.101) " (0. 032) 0.214 3) (3.616) 0. 394 —874.172 —935.192
[0.007]"" [0.002] [0.023] [0.175]
0.310 0.9239 0. 402 8. 989
k& J) HL 2 (0.124)" (0.029) (0.123) (3.312) 0.451 —981.581 —978. 321
[0.013]* [0.002] [0.012] [0.243]
LAY CoOFRRRHERZ [« JRRFRFRPIRE; P ER e B Kolmogorov-Smirnov K51 PAE; % . » % F/R BEKFRE.

£33 HAHAA kendall-t HHEEH

Tab.3 Kendall-t correlation coefficient of portfolio

iy s BRI By K dlhs 4 TR A & 1B AR PRA) b 7= BAT BRI Gt
7 B 53 1. 000 000 0.178 021 0.128 129 0.246 291 0.321 921 1.827 442 4
K IR A 0.178 021 1.000 000 0.127 182 0.219 235 0.129 381 1.653 809 5
TR A 0.128 129 0.127 182 1. 000 000 0.219 232 0.591 281 2.065 814 2
K& 7 L 0.246 291 0.219 235 0.219 232 1..000 000 0. 301 568 1. 986 306 3
15 ) 3t 7 0.321 921 0.129 381 0.591 281 0.301 568 1..000 000 3.344 151 1
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BEAR AT FUR R A 56 7 76 T &6 A 2 M pair
copula SV-t FIAIFE 95 % EfF /K FEF Christoffersen
KB i) PAEEZE 0. 05, UEHH W PR A 8. H it
A UL, pair copula LMSV-t BB 7EH 5 4H 45 VaR
T F AT BRA

5 4ig

AR pair copula F 5, LMSV # A 1
student’s t 73 A7 B FLfilh b & KR 1 T pair copula-
LMSV-t #51, Jf- 25 5 52 F R A B 45 1 i34
WG VaR B J7 k. 5% B GARCH £, SV
BRI [R] L, 3o AT 2R LMSV-t 4 11 %43 1 GE % 55 7
375 JE B 7 W s 1Y v U JEE R L DR B PR AL IS AL 1 A
B 52 0] o DA TS 45 AT 0 T 450 9% 20 5 1 XU i) 4 ol
BONA R

AR ST X e ATRCHE B WA 2 R R R AT SR )
Fr. NERIE EUF i 50530 Wi 4 5 0 e 0 J5E 2 L I B
PEFI K L A2 Y28 FRAE B B, 1 5E 5 SR A pair
copula-LMSV-t £ RS, {H J& % F 78 S 5Ali if b %
Z s FATIN Ry AR B 1 A B v M 5E iy o R R
S NE B E 3 o AT LA HY T 45 5% i 40 45 K e 4% 9% 20
A I BT IS A AR B S AR AR D0 B A B AT
AR 25 40 B 5% 7, AR SR A regular vine copula,
W] R OR by 4 T8 B 1 S L IS 22 i 5 AT DL
L 7E 8 3 A 7] 19 copulatid BY DL S AN [7] 79 T 25 7 , %
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Tab. 4 Parameters estimation of C-vines and D-vines

CHE ee w, D i fp (o
1.2 0.912 407 3.520 918 1.2 0.912 407 3.520 918
1.3 0.585 291 10. 769 181 2.3 0. 489 075 10. 240 18
1.4 0.379 812 5.198 661 3.4 0. 389 058 4,035 427
1.5 0.179 876 5.125 978 4,5 0.312 089 10.189 871
2,3[1 0.089 098 30. 000 00 1,312 0.198 251 22.687 512
2,411 0.037 125 26.191 72 2,413 0.156 712 5.125 981
2,51 0.015 812 9.120 821 3.5/4 0.239 181 6.871 256
3,4(1,2 0.258 761 5.891 251 1.412,3 0.078 621 30.000 00
3.5[1,2 0. 367 659 7.375 460 2,513.4 0. 047 681 30. 000 00
4,511,2,3 0.197 242 30. 000 00 1.512.3.4 0.043 251 3.798 711
log-likelihood 201. 765 8 log-likelihood 210.871 9
AIC —321.788 9 AIC —335.128 7
BIC —265.901 8 BIC —267.987 1

[#) —JC pair copula B %3 ] student’s t copulat™; 4 student’s t copula B [ B JE KT 30 B, 7] 3T 81k H & Gaussian
copula, ITLAF 4 1 student’s t copula B F H B ALK T 30 B9, ¥ LA 30 %, H,p,w & pair copula 5 443 C

i D EREE R B2 L

% 5 pair copula LMSV-t & 5 pair copula SV-t #&2E T VaR #J B 4636
Tab.5 Back testing of VAR in pair copula LMSV-t model and pair copula SV-t model

90 % B 15 KT

95 %6 B A5 /K

Eid g iRy il
LRuc(P)

LRce(P)

LRuc(P) LRce(P)

1. 138(0. 286)
0.078€0. 780)

pair copula LMSV-t
pair copula SV-t

2.138(0. 343)
5.532(0.063)

0.037¢0. 847)
0.472€0.492)

1. 037(0. 595)
5.962(0.052)

[EY 55 W~ LRuc(Kupiec K5 F1 LRce(Christoffersen A %) 48 i1 %t R ) P {H.
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