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Value at Risk Estimation: The Case of Liabil-
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pany
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Abstract: In the insurance industry, determining the appropriate amount
of capital to hold in order to cover the unexpected future losses and also
protect policyholders is very crucial. Providing a general risk indicator
such as VaR is essential for investors to manage the risk in a financial in-
stitution. In this study the performance of the extreme value theory in
value-at-risk calculations is compared to the performances of GARCH(1,1)
and GARCH(1,1)-t, historical simulation and Variance-Covariance mod-
els. The GARCH(1,1) and GARCH(1,1)-t models lead to highly volatile
quantile forecasts, while historical simulation, Variance-Covariance, adap-
tive and non-adaptive generalized Pareto distribution models provide more
stable quantile forecasts. In general GARCH(1,1)-t, generalized Pareto dis-
tribution models and historical simulation are preferable for most quantiles.
Keywords: Value-at-risk , Extreme value theory, GARCH model, Histori-
cal simulation, Variance- Covariance.
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