
 

Accepted Manuscript

The Performance of the Switching Forecast Model of Value-at-Risk in
the Asian Stock Markets

Yen-Chen Chiu , I-Yuan Chuang

PII: S1544-6123(16)30029-0
DOI: 10.1016/j.frl.2016.03.019
Reference: FRL 489

To appear in: Finance Research Letters

Received date: 10 April 2015
Revised date: 10 March 2016
Accepted date: 10 March 2016

Please cite this article as: Yen-Chen Chiu , I-Yuan Chuang , The Performance of the Switching
Forecast Model of Value-at-Risk in the Asian Stock Markets, Finance Research Letters (2016), doi:
10.1016/j.frl.2016.03.019

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service
to our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form. Please
note that during the production process errors may be discovered which could affect the content, and
all legal disclaimers that apply to the journal pertain.

http://dx.doi.org/10.1016/j.frl.2016.03.019
http://dx.doi.org/10.1016/j.frl.2016.03.019


ACCEPTED MANUSCRIPT

ACCEPTED M
ANUSCRIP

T

 1 

The Performance of the Switching Forecast Model of Value-at-Risk in the 

Asian Stock Markets 

Yen-Chen Chiu
1
 and I-Yuan Chuang

2
 

Department of Finance, National Taichung University of Science and Technology, Taiwan
1
 

Department of Finance, National Chung Cheng University, Taiwan
2
 

janelchiu@nutc.edu.tw
1
 

finiyc@ccu.edu.tw
2
 

 

Abstract 

This paper examines a comparative risk forecast experiment for Asian stock markets. 

Apart from the literature, this work extends previous methods to propose a Switching forecast 

model to increase forecast effectiveness.  The Switching forecast model is explicitly 

designed to estimate the forecasting problem faced by the risk manager who does not rely on 

a specific Value-at-Risk (VaR) model and allows for the VaR model to change over time.  It 

is found that the Switching forecast model is not only capable of capturing the characteristics 

of Asian stock markets but also provides a satisfactorily accurate measurement based on 

coverage tests. Additionally, the superiority test indicates statistically that the Switching 

forecast model is more effective than alternative models based on quadratic loss function.   
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1. Introduction 

 

Risk management has become even more crucial since the global financial crisis and its 

subsequent widespread disasters in the real economy.  During periods of high volatility, 

accurate risk measurement and assessment are even more critical, since there is a widespread 

risk of global financial instability and possibility of huge loss.  As one potential way of 

measuring future risk in quantitative terms, the use of Value-at-Risk (hereafter VaR) has 

become commonplace on both theoretical and practical grounds, mostly due to its conceptual 

simplicity.  In particular, the VaR method collapses the entire distribution of the portfolio 

returns into a single number that investors have found useful and easily interpreted as a 

measure of market risk. 

 

Many financial institutions and risk managers have now adopted VaR as an important 

tool for managing and reporting financial risk. VaR is a procedure designed to forecast the 
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