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Abstract


This study proposes the procedure of parametric Value-at-risk (VaR) approach in detail, and then utilizes the GARCH(1,1) model with normal, student’s t and skewed generalized t distribution (SGT) of Theodossiou (1998) which permits returns innovation to flexibly treat skewness, leptokurtosis and fat tails, to estimate the corresponding volatility and then examine the one-day-ahead VaR forecasting performance in terms of different stock indices. 
Empirical results indicate that all returns series are not normally distributed (i.e. exhibit negative skewness and fat-tails), and exhibit linear dependence and strong ARCH effects. Moreover, from the result of log-likelihood ratio test, the SGT provides a good fit to the empirical distribution of the log-returns followed by student’s t and normal distributions. Furthermore, from the viewpoint of accuracy, the GARCH-based model with SGT distributional setting generates the most conservative VaR forecasts followed by student’s t and normal distributions for a long position. Consequently, it appears reasonable to conclude that the SGT provides the most accurate VaR forecasts followed by the student’s t while the normal has the worst forecasting performance for parametric approach. Additionally, all models tend to underestimate real market risk for all confidence levels for long position.
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