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Value-at-Risk Analysis in the MENA Equity Markets: Fat

Tails and Conditional Asymmetries in Return Distributions
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Conclusion and Implications

Methods that are used to measure VaR present to us two problems. First, most VaR
use the normal approximation, which underestimates the risk of the high quantiles
because of the fail tail phenomenon. Page 22 of 38 And second, VaR methods use
all the data of the time series for the estimation. However, because most of the
observations are central, the estimated distribution tends to fit central observations,
while falling short on fitting extreme observations because of their scarcity. These
extreme observations are found to be of greater interest for investors and risk
managers. In this paper, we employ the Power ARCH model to model equity
markets in the MENA region and then use the filtered residuals from these models
to measure the Value-at-Risk (VaR) in each market. The Asymmetric Power ARCH
model with the tdistribution makes it possible to concentrate on the behavior of
volatility observations in these markets and account for the fat tails in them.
Comparing these models, we find that the VaR measures based on the normal
distribution have a difficulty in modeling large positive and negative returns.
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