Kivovvog Ayopac — H mpocEyyion

VaR

= Ao 10 1998 n BIS evoouatmvel tov «Kivouvo Ayopdc» ctov
TPOGOLOPIGLO TV EAGYIOTOV OTOLTOVUEVOV KEQAANIMV LULOC
TpameCoC

" AvayvopioT TV KIVOUVOV TOV TPOEPYOVTOL OO TO
YOPTOPLAAKLIO GuVaALaY®V ( trading book) twv Tpamelmv

= O kivovvog TpoEpyetal amd avTiCoec LETAPOAEC OTIC TILEC Kot
TIC OTOOOGELS TOV AEL0YPAP®Y TOGO 6E BEGEIC Y™PIC
avtioTdOon (avolktég 0€6e1c) 0G0 Kol GE OTEAELG
GUGYETIGELS (TMV Am000GEmV) BEGEMV GE AVTIGTUOUIGUEVEC
O¢oelc.

Ch 10-1



Kivouvocg Ayopdc — H rpoogyyion VaR

» Yrapyovv 4 katnyopieg Kivohvov ayopdc:

— Kivovvog emtokiov: O tpdmelec ek pUGEMG £yovv long Kot
short Bécelc o€ emrokiakd mpoidovta. Av kot ol 0€celg ivan
TOAAEG POPES avTIOTAOUIGUEVES (G TTPOC TAPAAINAEC LETAPBOAEC
NG KaUmHANg anodocewv (duration hedging), oev givan
TPOGTATEVUEVEC OO UETAPOAES GTNV LOPPT TNG KOUTOANG
(curve risk). Emumpocbétmg, o kivovvoc mpospyetatl amd un
TELEIEC CUGYETICELS TV AMOOOGEMV GE AVTIOCTUOLGUEVEG BECELS
(basis risk).

— Kivovvoc petoyikov aclav (equity price risk)

— Kivovvog cuvarrayupatikov wootyuov (FX risk) (eumepiéyet kon
EMTOKLOKO KIVOLVO)

— Kivovvog tiuov eumopevudtov (commodity price risk)




VaR

»H VaR evoc yaptopuvAakiov opileton cov 1 uéytomn Inuid mwov
QVOUEVETOL VO TPOYLOTOTTONOEL avapoptkd pe Eva aSloypaeo 1
YOPTOPLAGKLO OELOYPAPOV LEGO GE EVOL OPIGUEVO YPOVIKO
owdotnua ne wo ovykekpluévn mBavotnta. H VaR  givan
MYOTEPO OEIOMIGTN OOV UETPO KIVOUVOL AYOPAS Yol LOKPOTEPQ
YPOVIKQ OLOGTILOTOL

»H VaR amoteAel pio mpoonddeia yio vo ektiunbel 0 cuvoAlkoc
KIVOLUVOC €VOG YaPTOPLVAOKIOV Kol Vo arto000el 6€ YpMNUATIKOVC
OpovC UE Evav Kot LOVO apliud

»Av o 0éon €xer nuepnolo VaR $10 exar. og emimedo

eumiotoovvne (¢) 99% onuaiver O6tt OBo mpayuatomonOel

nuepnoto Cnuio aveo tov $10 exat. katd péso 6po pa otic 100

NUEPES



VaR

»H VaR givou n amdvtnon g epotioend:

»Ilown eivor n péytotn Cnuio otV O1dpKeLD, LG 0EGOUEVNG
mepooov  (éotw 1 nuépa) wote 1N mbavotnta
TPUYUOTOTOINONG OKOUN peYyaALTEPNC Cnuiog vo €ivorl
uikpn (éotm 1%).

>0 tov vmoroyiopnd ¢ Var amorteiton 1 (forward)
Kotavoun g aéloc 1N ToV aro00GEMY TOV YUPTOPVANKIOV
GTOV EMAEYUEVO ¥POVIKO opilovTa.

»H xatavoun umopet va givon 16topikn (nonparametric VaR)
N avaAvtikn, lognormal ywo a&iec 11 normal yia amooocelC
(parametric VaR)




VaR

»H VaR civon n andotaon e péone tune (ovopevouevng
amTOO0OGNC)  TOL  YOPTOPLAOKIOL KOl  TOL  TPMOTOV
ekatootnuopiov (first percentile) yio emimeoo eUmoTOGVVNG
99%

dVaR= (Expected Profit/Loss) — (worst case loss at the 99%
confidence level)

dVaR=233x o
> Evag evaAloktikdg opiopdg VaR’ (Absolute VaR) eivan o
eqNg:

dVaR’=Worst case loss at the 99% confidence level
dVaR’=2,33 x 6 — Expected value



Computation of value at risk, e.g., one day maximum loss in market value witha 99 percent
confidence interval:

Probability
of 1 percent

Expected
profit

VaR’ = Maximum loss

VaR=233 0
VaR’ = 2.33 O - Expected profit/loss




VaR

»H VaR «aBopilel 10 otkovopkd ke@dAoio Tov amotteiton
vo, KotoPAnOel amd toug petodyovg evog ILI. wote va
wpoctatevdel and ypeokomia.

» O vmoloyiopdg tov RAROC yiveton pe Bdon to
Owovouiko Kepalaio

» To kavoviotikd mhaiclo Bétel dapopetikéc Tiueg yio (Hse)
amd oVTd oL YpNolwomolel to 10 o Topvua Yo TO
olkovoulkd tov ke@dioto. Ily. otr tpdmelec Oétovv c=
99,96% avti vy 10 KOvovieTikKO 99%. Emiong,
OLPOPOTOLOVY TOV EMEVOVTIKO opiCovta H avdAioya pe tnv
pevototnta. TG 0éomnc avti yuo 10 kavovietikO H = 10

NUEPES



VaR

> Eotm V =1 1péyovca ayopoaio atio tng Oéonc
(xopTOoPLAOKIOV)

»R =n anddoon yia v mepiodo H

» u=E(R)

» R*=n amddoon yio tnv wepiodo H mov aviiotoryel otnv
YEPOTEPT TTEPinTOON UE TOavoTnTa 1-¢ (c= enimedo
EUTLGTOGVVNC, T.Y. 99%)

> V'=V(1+R")

»VaR(H;c)=E(V)-V'=V(1+p)-V(1+R")= V(n-R") (1)

» AvticTtoya

»VaR’(H;c)=-VR* (2)

—[VaR’=V (R —pV=-R*V



Computation of value at risk, e.g., one day maximum loss in market value witha 99 percent
confidence interval:

Probability
of 1 percent

Expected
profit

VaR’ = Maximum loss

VaR=233 0
VaR’ = 2.33 O - Expected profit/loss




VaR example

» [Tapdostyuo:
» V=100, i=5%, R*=-20%

»VaR=100 [0,05- (-0,20)]=25

»VaR’=20

~ Av 1=-0,05 t6te VaR=100 [- 0,05- (-0,20)]=15
— aAAd VaR’=- (-0,2) x 100=20



Mn rapauetpikn VaR

» Anuovpyio (e€aymwyn) TG Kotavoung a&iog 1 amodocemV
amo T1G 1otopikeS mapatnpnoeic. [1.y. 10.000 nuepnoteg
ATTO0OGELC.

» Ymoloyiouog tov 1% ekartootnuopiov (percentile) g
Koatavounc. IL.y. 100 yeipotepeg amodooels. To cut-off
point givarn VaR



11111

Parametric VaR ( normal distribution)

» Eoto 6t 01 amoddcelc axolovfodv (e KoTovoun
mBavottev f(R) Kot amwd Eva OElyla 1IGTOPIKDOV 0E0OUEVDV
EKTILOVUE TIG TTOPAUETPOLS TNG KATAVOUNG

>»Eoctm R — N(u, 6?)

»7=(R-n)/c — N(0,1)

»R=c 7+

»Prob (R<R™)=Prob(c Z + u< R"=1-c
»(Av ¢ givor To enimedO UMIGTOGHVNG €6TM 99%)
»Prob(Z< (R*-n)/oc)=1-c= N[(R*-n)/c] (3)

»Av R*=pn+ a o, 10te N[(R*-n)/c]=N(a)



VaR(H,c) — Kavovikn katavoun

» 2X0upova pe tov opiopnd e VaR kot VaR’
» VaR(H,c)=E(V)-V'=V(1+n)-V(1+R")= V(u-R")
»VaR(H;c)=-a oV (5)

»VaR’(H;c)=-(a o+ pn) V (6)



Threshold limits (o) as a function of (¢ )

C o=(R*-n)/o

99,97% -3,43

99,87% -3,00

99% -2,33

95% -1,65




From 1-day VaR to 10-day VaR

» Me v Katovoun TV NUEPHOLMV AT0d0GEMY
voAoyiCovue tnv 1-day VaR

» To xavoviotikd miaicto amontel 10-day VaR

» Y1o0£tovTag 0Tl 01 ayopEC ElVOL ATOTEAECLOTIKES KOl

» R, elvan 1.1.d.

»>R(10)=2'_, R— N(10y, 10c?),

> omov U, ,=10u ko 6%,,=10 o2

»VaR(10;¢)=10%VaR(1;c)

» To amotéheopa OV 1GYVEL AV GTIC OTOOOGELC VITAPYEL

VTOGLGYETION 1) TAGT ETLGTPOPNG GTO UEGO



Fat tails

» Otov 1 xatavoun TV omoddce®mV TOV aE10YPAP®Y OEV
KOAOVOOVV TNV KOVOVIKT KOTAVOUT GAAG Lo, GAAN TOTTOV t
oV Student pe moyEc ovpeg totTe o1 portfolio managers
CVNGLYOLV.

» Evtuyoc av £xovv otnv dlayeipion Toug Kald

OLOPOPOTTOINUEVOL YOPTOPVAAKLO, LE TAPAYOVTES KIVOUVOL

01 0Toiot va etval apkeTd aveEdptntotl, Yapis oto Central

Limit Theorem, Ba eCakorlovBov va yeipilovtal tnvy VaR

VTOOETOVTOC KOVOVIKT] KOTOVOU)



Var for Managing and Measuring Risk

» H VaR pog ofver o xowvr), ouvem Kol OAOKANP®UEVN
LETPNGTN TOL KVOUVOU, V1o OAOUC TOVL GYETIKOVC TOPAYOVTEG
KIvoUvov, OAa Ta aELoypaga/couoraia Yo OAES TIC KATNYOPIES
TEPLOVGLOKWOV GTOLYEI®V

»H VaR AauPdver vrdéyn Ttic ovoyetioelg petald TV

OLOPOPETIKAOV UETAPANTOV TOL AVTITPOCMOTEDOVY TOPAYOVTEC
KIVOUVOV.

» H VaR cav (o cuykevipotikn LETPMNoN TOV KIVOUVOD Kot Evol
GUYKEKPIUEVO TOGO UTOPEL EDKOAN VO LETAPPACTEL GE
KEPOAOLOKT] OTaiTnon

»H VaR unopet va ypnoiporombei otnv doun auofov tov
TpomeCIK®V oteEAEY®V e Pdon tov ogiktn RAROC

»H VaR ypnowpomoieiton ko yio vo, t€0ovv Opia 6Eong aAld Ko

GUYKEVIPOTIKA

5 3
Hisw” 5
& 5



IToc vroAoyiCeton  Vak;

» Avaivtikn M£6odoc
— I'poppiikd vToOdery ol (mopadstypa pe petoysc kot opdroyo)
— Mn ypoaupuiko (quadratic) yio dtkoumpata

» Historical Simulation

» Monte Carlo

» Oleg 01 Tpoceyyicels amottohv OV0 TPOKATUPTIKA PrinaTa:
— Emloyn tov tapaydvimv Kivouvoy

— Emloyn ¢ nebodoroyiog Kot Tov vITodEIYLOTOC TOV OLETEL TIG
LETAPOAEC TOV TOPAYOVTIOV KIVOUVOU



Analytic Variance Covariance approach:

Portfolio linear 1n risks

» Xapto@uAdKio 2 petoymv Microsoft kot Exxon
»V=n, S, +n, S, (n o apBuds TV pETOY®V KO S 1 TIUN )

AV n;S; AS n,S; AS
PR, =—=—"S—"+22Z2=( R, + w,R, =
v oV S VoS,
2
i=1 @ iR
1/ AS
»Omov R, =S—‘ Ko Y w; =1
i

» o, ivat To % tov YapToPLAAKIOL OV £ival EMEVOLUEVO GTN LETOYN 1

» O1 tpég etvan lognormal ko o1 amodo6celg normal

>R =In(5) = 2

St—1)  St-1

» O1 0modOcEIC TOV 2 UETOYDY 0KOAOVOOVV ToAvUETAPANTY
KOVOVIKY] KATAVOUN LE W G; KOl GUVTEAEGTY) GUGYETIONG P



Portfolio Var

» ATO TG 0PLOKES KOTAVOUEG. ..
»VaR.(1;99)=2,33 ¢. S,

> VaR,(10;99)= V10 VaR,(1;99)=2,33 V10 o, S.
>Rv~N(Mv, O'V)

Uy =Yg w;p

>0y = w? of + w5 0f + 2w,w, cov(Ry, Ry) =

o’ g, 05\ /W
(@ wZ)( 1 ’ 12 2>(w;)2

pPo1 03 02

O A [ [ [

>WOw!l =woe Cowl!

» omov ) variance-covariance matrix kot C o wivako cuoyeticemv



Portfolio Var linear 1n risks

»VaR(1;99)=2,33 6, V
> VaR,(10;99)= V10 VaR,(1;99)=2,33 V10 5, V
»VaR,(1;99)=2,33 [we Cow!']” V=[VaR C VaR" ]2

»Omov w ¢ ka1 VaR givon drovoopoto,

» Av p =1 16te 1 VaR 10V Yaptopuiakiov Oa givon ion pe 1o
dOpotcua twv VaR tmv ovo petoymv



> Eotm nuepNolec amodOCELC LETOYMV UE
> 1,=0,155%, 1,=0,0338%

»0,=2,42%, 5,=1,68%

» Ko p=0,14

» To yaptopuAdkio amotereite and 100 petoyéc g
Microsoft kot 120 petoyéc e Exxon pe tipéc $91,7 ko
$79,1 avtictouyo



Portfolio VaR for different p’s

VaR(1;99) ($) Portfolio effect ($)

+1 887 0
0,5 772 115
0 636 251
-0,5 461 426

146



Zero coupon OATS

» Ovopaotikn a&iog 100 exat. Euro

»Y10=7,96%

» okolovBOel kavovikn Katavoun pe nuepnoia o (y) =0,0963%.

»>P;=100/1,0796 °=46,491 euro

» YnoBgtovpe 6t M petaforn (d Pg) e tiung mpoodiopiletarn
oo TO VLOOELYua NG duration

»d Py=- Py, x D/(1+y) x dy=-430,63 dy

» YnoBéote 0t d (Pg) axoAovBel Kavovikn Katovoun e
nuepnota petafAntotnta (tumikn awokion) o (Py)

» o (Pg)=- Py x D/(1+y) x o (y)= 0,415 exat. Euro

»VaR(1;99)= 2,33 x o (Pg)=2,33 x0,415=0,967 exot. euro

»VaR(10;99)= 10%°x VaR(1;99)=3,06 ekat. euro



Historical or Back Simulation

» lotopikn Ilpocopoimwon (Historical or Back Simulation)

— AmontoHVTOoL NMUEPTGLEC TAPATIPNCELS YO TIG LETAPOAES OTIC
TILES TOV HETAPANTOV Tov KaBopilovv v atia Tov
YOPTOPLVAOKIOD LOC (éotm o1 250 1) 500 TedevTaieg nueproleg
TOPOTNPNCELS, EMIMEOO EUMTIGTOCVVNG 99%))

— T'o kaBe Eva amo ta 250 1 500 cevapra puetafoAng otnv

TPEYOVGO TIUTN TOV TOPAYOVTO KIVODVOL LITOAOYILOLUE TNV

nuepnoia LeTooAn g a&iog Tov YoPTOPLANKIOL oG



Historical Simulation

» 01250 11 500 Tipéc amoTEAOVV L0 EUTEIPTKT] KOTOVOUT TOV
NUEPNOCI®V UETAPOADV GTN a&io TOV YUPTOPVAAKIOV LLOGC.
ANUIOVPYOVE TO 1IGTOYPOULA TNG AEIOC TOV
YOPTOPLVAAKIOV LLOG

»H 51 yelpotepn nuepnota petafoin aviiotoryel oto 1% g
Koatavoung ( av elyaue 500 mTopatnpnoelg)

» H extiunon g VaR eivou n {npia mov avtictoryet oto 1%
TNG KOTOVOUNC



Historical Simulation example

> Eotm 0Tl T0 YopTOQLAAKLO HaC OmOTELEITAL OO 3UNVO
OLKAIOUA ayopas 6TV IGOTIHIO LEPKOV 00ANPIOVL
($US/DM)

» Ot mapdyovtec Kivdvvov ivai:

— H 1ootipia ($US/DM)

— To 3unvo emitokio $

— To 3unvo emitokio DM

— H 3unvn ocvverayouevn uetafintotnro g iootipioc ($US/DM)

(€0T® OTL APNVOLUE EKTOC OVAPOPAS TOV EMITOKIAKO KIVOLVO)

(¢otm o1 teAevtaicg 100 nuepnclec TapaTnPNGELS)

(xpnoomolove To VIOoELyYa, BS tpocaplocuévo amd tovg
Garman-Kholhagen vy v Tiun tov call)



Historical or Back Simulation

TABLE 5.5

Historical Market Values for the Risk Factors Over the Last 100

Days
Day SUS/DM FX Volatility
) (FX) (5)
—100 1.3970 0.149
—99 1.3960 0.149

1.




Historical or Back Simulation VaR

TABLE 5.6

Simulating Portfolio Values Using Historical Data (Current Value of the Portfolio: $1.80)

Change from Current Value

(S1.80)
Alternate price 100 = C(FX;: Gyg0) =§1.75 -$0.05
Alternate price 99 = C(FXy5: Gog) =$1.73 -$0.07
Alternate price 98 = C(FXyq: Gog) =$1.69 -50.11
Alternate price 2= C(FX,: 0,) =§1.87 +50.07

Alternate price 1 = C(FX,. 6,




Historical or Back Simulation VaR

TABLE 3.7
Identifying the First Percentile of the Historical Distribution of the
Portfolio Return

Rank Change from Current Value
100 —$0.11
99 —$0.07

—$0.05



VaR is for managing...

Historical Distribution

The maore days in the historical

periol, the smenther the distribution
Losses grenter tham = 7 aceur

nn more thun 1% of the time

=7 0.0
Change in call option value




IToc vroAoyiCeton  Vak;

» MONTE CARLO SIMULATION
»STRESS TESTING
»BACK TESTING
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