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Risk measures

VaR (parametric VaR)

VaR with confidence level 99%

is the solution of the equation a)
Prob{ rend < g(} = 1%

Returns

Loss q(1%) mean Gain

VaR
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Example: MSCI World 1/95-5/99 (daily)

Monthly B
Scenarios -
=
© w©
= 7 ok
=
=
Quarterly =
Scenarios =

033L duw g 033l slare
PR i Ol Bl (o0 098 (b e p S5l e RU g Slake sl 035k oliee Lawgte RO
CiS5b Gl - sl 0als ools Las (B) Ly Hlade U jloges ;0 RU g RO (gl oy comiom @395 SO

Exhibit 1

Prob (x <= Ry)=.25, Prob(x<=B)=.5, Prob(x<=Rp)=.75

Ry B Ro
B = 50%(Ro)+50%(Ry) (1)
where!?
R() =B+ (}BE(Z) (2)
Ry =B - 0,E(Z) &)
and
E(Z) = 2h2x. “)
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Stk Ol Cammd 2 Jloler Bl 039 Ol 9 Sl Anly RD Jlade 4 0)lpen dylo s iS5l e

g oo Sore g 085 e ] Aoy
Rp = wgoRo + wruRy. (5)

Gy pie 3, Shas 5 3l g5 4 o1 e 5 0edd (o Saled WRU s WRO L 1, o 31l 355
53 (sl 5L WRU=0 5 WRO=1 oS 59, oo Ll LolS e (50,5 L 5 ool il o ol L)
5l wiga 4l o WRUZ0.5 3 WRO=0.5 550 ;5 ;55 3ke ol olgad 3,25 o5 b 5,15 036 o
sl ol o9 5 Jlolea 3lgl 5> £555 Olime e Jlel 59 0w azgi o wms (oo La3 T, W) al 55 Ao
ol ol g 9l (oo GBS Ao p & e p CS5L Gliee 50 SIS0 5 e Sl S92 e b
59 polie ez a5 aS ail anile ol 4 conl p3Y L 0y0 )T weles asie WRU 3 WRO (55 jlads 5l
g oo Sy d3¢ o)l500 WRU 3 WRO

o S

Ll e 9guoel b Jlaie Sy (B) L

Br=wroPBro+ WruPru (©)
where!4

Bro = wroff + Wrosf3" @

Bru =wruf +wrusf. ®)

BILy e o] )0 a8 conl e a8 g Gppyiien <l 0 B sle o5luil slisS BY 5 BT jyolie
b on s B=BT =1 sn

p* = p+0oBE(Z) 9)

B~ =pB—oBE(Z) (10)
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Exhibit 2

Prob (x <= 7)=.25, Prob(x <= 8)=.5, Prob(x <= 8%)=.75

B B B*

e Ol S5 a5 Sl B 5B Lasgie j5b 4B ogzg b (g9i 5 oaims JSa5 Gilisee gla 5556 ()59
OME 5508) 585 oo iy 5 (y3mm,5, bl 59, 5 039t WROT 3 WRO™ 3 WRU™ 5 WRU™ IS
Sl oo ol (928 S 4 L s b adaly jo 1) 5Lael polie o iy >

Bl ;0 398 Jloy (somie 10 1Y Sy s 00 £ 9 17 Sy 9 V0T 090 dilej iS5 L
Lo ze 00l 5Li3 3B 5 3A

ol (oo Cendy 03,95 58le dilate 10 39290 sl (oI | lawgie job 4 B luie

B o 3A LSe sllao)

Aol oo 2y 9929 B gl lade (piaS L g el ouls ools (Lis 3B aml (o seS 39 b 2lgs
el 9998 (oo Sl S (s cnl 5o 0)lgen (B) Ly g

wro. = Area(A+B)/Area(A+B+C+D) an

Wro+ = Area(C+D)/Area(A+B+C+D). (12)
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Exhibit 3a
Benchmark Beta Weights

Ps =1 = (Area(B+A+E+F)/Total Area)p + (Area(C+D+H+G)/Total Area) "= .58 + .58

Ellipse Enclosing Points about the Empirical Market Line

Benchmark Return,
B=.10

Exhibit 3b

erforming Beta Wcjghts

Out
ﬁ’l’?() =wro S + Wrosf3

wgro = Area(A+B)/Area(A+B+C+D)
wrot = Area(C+D)/Area(A+B+C+D)

Ellipse Enclosing Points about the Empirical Market Line

Benchmark Return,
B=.10

=006 p+0.04

v
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Ol sgs oo aslyl aalol ;o a5 YY g VY Laslg; 50,0 B polie gl s, VY o SYolee
Lo 0 Sloslons plonil cq (oo 5 alie diged SILI L Llg) (nl g 0550 (o0 pal 21, B arule
..\,.mo‘sw
JSs a1y b las et s 03,8 g57, BRU 5 BRO el (sl 42388 )i a4y <o 0l 45 s
ceis) (oo oty bl Ol 2 L B Ly 5 oS (o0 dslone (5T ) SaSl 5 (02
Olym 9 9Bl (oo 5L Sty Bro lod (pl g 09d (oo 00l Giuled RP ladie bawgi )liL b o
3550y Cgz ol glbs e Y L 00,5 oo (Byme st oime 10 F 5 sloie oy ciS3L
D9l dnle Wb (225 JS8 4 (B) Ly jlode

Wgro-— WRU+— 25 04 +0 (13)
Wrot =Wry-= 25+ v 4 0 (14)
where
I 1(B : B\~
_tpeps JUP g G P
()—2/31? +|t2(2 a B+ > Sin ”):| (15)
p=p"

B =,rp|—L (16)
1+1/RP?
) I
R=b|]—— (17)
1+1/RP?

a

3" = at . (19)

=ab

i PryEs

S b*

R =bl— 55— (20)
0°a” + b~

and

BB 15— o a B L
x= ~EW+751H = —;ﬁ R (18)

0= T(/;l[% - (RP)jl. Q1)
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a = 3(standard error) = 31l0§ —i(B:— r, )2 (22)

b =3(0p). (23)
a =R, - (ry+ B,(RP)) (24)

Ore sghate 4o Wb gam lo pl5 oad (g8 Caend )3 ) oz ler ¢ (2 oy p 2 sl
Sl oo p) Tt 4 aS Wsd plil sl oy90 S 4 ol slaldl] g el
Ols=is & ap2 58 cul ol o @dly el 990 el Sy i ¢ 208 slo Ly Sl oolid (1 ()
bl L Lo 6,185 b anglite)s ) cewl a8 5718 )15 390 Joe (55l 03l sl (o0
(st 2l e Jgbo 5o L5 pgo asms ¢ goll (slaliy 5 s
D3 o St g lo sl OB 5 B) (e dlone ¢ )5 aylopos o ke J5bo yo (Y
Dy
ol sloj 0,50 ;2 sl m (Risk Free) RF # 5 (aals) diges dylojoo <S5 e 4 azgs b (¥
(SYolae YY 5 YY) 00,5 awlxe
OF 5Y)) Ly, 51 (58,5 S8 L WRU 3 WRU' 3 WRO™ 3 WRO* sl ol (¥
(V- 5 V) L, 51 52,5 Ko BRU 5 BRO auslona sl (0
(F 5 Y) S¥oleo ;3 B 4 SB yolie 5 bals, 5 SaS LRO 5 RU o 5 5,51, (8
(@ Wolee) RP (S 4y ba IS digas osdly cotF3h 5| WRU 3 WRO Ll (¥
ol 45 s 0,39 (sl (F adobee) Loy e g (VF aolee) Wl o 5 bo IS digas gl (A
235 (oo &Bly Julow g 42 0590 Bgaio
T s By g W o) 6y S sl (ySens ¢ 5l CapiBge (5l 050 gl b gl ol 1,55
ol 55 sl s gz gl i e ool § Jbeb sl g3l gl YU o b o B (glls o5
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9 330 LS o3l ay o gy oyl Gy olo pladil 1) o (6,105 ayle s glsil 51 (65 benn Sy il
510 35 (i sla (135 oy Sty Gl conlie 6505 o1l (51 9 0390 JLSST L8

ot 9 (G5 Al -0
lpe 45 o ]| Glise sl e )0 B calisee olie aalllas sl doss gy o allia cnl 4o
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Bro =wro  +wro+ B (6)

Bru=wru B+ wru+ B (7)

Oara g 05,55 4o-bla SO 5l eSS B (gl polde 3B g 3A uSe (o ouds ools ylis gblie 4y axgi b
el 0 00ls ioles WRU™ g WRUT L o (1561 4 sl

wry. = Area(E+F)/Area(E+F+G+H) (A.1)
wry+ = Area(G+H)/Area(E+F+G+H). (A.2)
D 5B bl slr ks Oy oo 1) 039 &5 S (S Laly; ol w1 pj Loy ()8 byd el

Ll las
Wro-= Wry+ = .25— Area(B) + Area(D) (A.3)
Wro+= Wry. = .25+ Area(B) — Area(D). (A4)

SML L5 5 5050 SlS QV L oS IS 4 45 wily o sl oo iS5l dlone jo RO _imie

Dgd az gl (A) uSe ds ol oo 00ls iuled Cenl yao ol g0

+—5 =1 (A.5)

D adilaio 3R jyome basgi B glatls ailaio b closlns yiiny . Col ool @, B 5 G0 alols ] o a8

oy 42355 (o0 (o) 2 (sam Sy oo (VL @) 9 B ke Loy

2
R=I)1f1—[ﬁ2. (A. 6)
1l

5 oo ploml bl ol 5 ISl drlors
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Exhibit A
Rotated Quarter of Regression Ellipse
A
R
Slope = RP
" r=(p*, R™)
q a 1 - * *
| w = (B*R*)
B /i
i :
: i
] 1
' i
: Dr | De
| | p
: >
o s=b

/ . ;
fR:ig,/m—ﬁz +%Sm“ﬁ. (A.7)
a a

e 0des § (532 97l geud b el il a8 cl ond 4y i B g A oS onilen Bl Jlade L g
PSS Az ) jloged 4 ailes
aob ol cosl o (i (5970 Jas OW (T Jo a5 (*B ¢ *R) alasi (D) ddlate cwyp S
RP g 4 cowl SUL Loz o ylon ailawlio OW s . 545 4Bl o] B alais aSogd o
5laS (o a dibaie jo zvie plp jo Canl das OW Las aloles dewlxe g 05 o0 00ld iuled
(A-8) .l oo Caway ;5 Lailg,

s s akal, 0l o Cews 4 *B dik 51 (AB) (cove o2k J1,55] 5 DT éldie g 020 5 D ddlate

B a 1 R =} 1 (A.8)
e =b|———. .
RP\1+1/RP? 141/ RP?

2 p=b
1 [ :
Area(D)= E,B*R‘ + L—j(?/al -p*+ %Sm“' gﬂ ; (A.9)

B=p"

0= Tan| = — Tan™ (RP) |
= cm|_2 an (RP)J. (A. 10)

YA
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25 Jo 1) dolae (AB) (gimie SeSL Glg (o0 (B 5 R*™) alali (4l

- 1 - b*
B =ab,—5——>, R =b l—%. (A. 11)
0°a” +b° O°a”+b°

pibals) 5 S o0 SoS 0D lis dlold sove ahad LK Jlaae 5B adlaie anle cg
pomled oo @y

dreci] Bli g +%s LA . u A 12
rea( )_[(1 S Va — % & 5 Sin UJ —2ﬁ : (A. 12)

=0
Letting Area (D) =0 and Area (B) =y, then
Wro-=Wry+ = .25 — X"‘é (A.13)

WRro+ = WRU-T— 23 +X-(§. (A 14)

el g iz M OTAT) a8 (idgy slotny jolid i ws 5 Loyl (LS (oD
hls 5 bl ool euSimgy " ols @lysl s e 5 )T Al s

g adllae oylojle Mad iy 6105 wlopw o pae " (OVYAY) vl 8 e s Lo, (el
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Gloy s S pae" OYAY) juiog olall 7, 5Lo,00e (boye) s09d 2 oSy, sloin,
psle axly (oodlul ST olRails (63550 sl Shlazl ¢ Mg Sl (il ane gy b NS
Ol oldass

ola B gl 03ly oz tulioi AL (ool tdlaipl S g i Sidy 09, slesn,
Ol 50 S5 (55l g L laaly Joe bl 2 (5585 (3l a5 (o) 2" 1400 el
—sole [YY o)lad - VYAY Jlen lols (35l e g (Jo (quiipee alzmo Mool 5 Sy (o
£ B YA 5l- axas(32 /ISC] iwg

o lains 0z (sledae 1 ealinnl b s Sy o e 3gmunne Do 15900 e Ty 03, sloin,
ST ey ol Gl Copie g Jlo cwaiger Alme M- VAR - Sy (oyme 50 )l
AOY B VY - amiao(30 ] sbbgi cole VY oyl
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