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>> Why Volatility Models ?
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>> Various Volatilities -
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‘ » TIRBIREINNE .
— Demeterfi, Derman, Kamaland Zou (1999)
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‘ « ARCH-LM#3 (Engle, 1982)
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» ARCH (1)

& =y, SR
where 1 EeshzmZiNiE:  a,>0, o, >0
ht =, + algtz—l 2. WA Z e R4 a, <1
v, is a white noise (11D) and o =1. v, is independent of &,_,.
* ARCH (m) BRI
& =V, LW EAIE: @ >0, i=01..m
where 2. PV RS  FFAEARTE AL R

h=a,+as’, +.+a.s 1+2: > " a <1
v, is a white noise (11D) and o’ =1.v, is independent of &, .. \
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g=yhv, h=a,+ae’ +.+a.g
;;I;U t \Ft 0 1%t-1 m®~t—-m
‘ ARI=EH . :

Define n, :gf—ht:(vt —1)ht ,

(R EUBRH) E(n,)=0,cov(n,,7,;)=0 (not 1ID)

&l =a ol tota g+,

(AMAEZERAREH ?)
o MAEH IR R

o —Z_l ,nl, 205 =1

VS h =¢,+ algt_l +...+ amgt_m \
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« REARINEBZEIRFERIEE (Bngle, 1982)

« 2003FHYIE IURZSTF LB IZ FR. F Engle 111,
“for methods of analyzing economic time series

with time-varying volatility (ARCH).”
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>> ARCH(1)% &R : ¢ BISBI%E(1)
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Since E(5,)=E[E,,(&)] and E| x* | =3E[ x* | if x is normally distributed.

Given mformatlon set I, ,, the conditional distribution of &, is normal.

E. . (gf) = CB[EI_1 (55)}2 = S(ao + algtzl)

Thus, E(gt4) = E[Et_l<gt4 )] 3[050 + 20,0, var (& )+a1E(g4 )}
30, (1+ )

(1-a,)(1-32f)
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>> ARCH(1) T%/& : ¢, IS %E(2)
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E(8t4) 1_0512

Kurtosis = =3 >3
E* (gtz) 1-30;

» 5INARCHEREE (2,20 , EHEMEFERE
T, REMMERFKT3 | RIEEE

+ A=0, EREAGFERIERE
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>> AR(1), ARCH(1) : BIFG B 4E

‘ t 1 ¢1+§¢1 t—i?

g=hv,  E(g)=0 E(f)=-=
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i%#%%¢ FHERZE (FUETZL)
E )= 0 _ 1 2 _ 1 a,
(r) g var(r,) 1_¢12var(gt) (1_#}1_%
FHHAEE FHERE
Et—l(rt):¢0 +@h Var(rt | |t)=050 —|—0{18t2_1
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>> ARCH -2 GARCH

‘ * Why GARCH : &5 #
— ARCH#EE F T HIEET & S H % EHK 1 R Z 12
RIS IE RIS
— REBARKREZIARMARE EA1ZEE, LHARCHIE
BEEMSHR ZR, BEE5IANARMARE M E K
ERIRE, HBRSEEI ZRYE)M ?
* Bollerslev(1986)FHTaylor(1986) IFARMAIFESF| A
R ZEEE, B TGARCHIRE! (Generalized

Autoregressive Conditional Heteroskedasticity

Model) . \
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>> GARCHHRE! ;| EARF I

‘ + GARCH(s, m) |

g =V,\/h / P4l GARCHT
h =a,+ 'Zag +Z,Bh
=1

e GARCH(1,1) : EZAREEWBIHA T REIERR
¥F4E, =F ARGARCHIZZE!

&t :Vt\ﬁ

h=a,+ algtz—l +Bh \
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>> GARCHIZZ! . SR

|°—GARCI—I( 1,1) h=a,+ael, + B

1. Positive volatility and conditional variance
GARCH(11):¢,>0, &, >0, 5,>0

2. Stationary and invertible ARMA process in
conditional variance equation
GARCH(L1):¢, <1, B <1

3. Bounded unconditional variance (To be proved)
GARCH(11): e, + 45, <1

* GARCH(s ,m)BIPRHI AT U5 H. \
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>> GARCH#RZ! : IB#E

ht =0T algtz—l + ﬂlht—l

‘ * ARMARREL pefine y = 7 —h=(v2 -1)h
E(’?t):O’COV(Ut’Ut—i):O
=& =a,+ (0‘1 T ,Bl)gtz—l = Pt + 10,
- TEZIHEAY [ E 4 TFARCH ()
h=a,+ae, +Bh

=, (1+ f+ B +..)+ e’y (1+ BL+ BPL+..)+ B o

« EWMAWIFERE o, =4o +(1-Au,,

V.S. ht — 050 + a]_gtz_]_ + IBlht—l \
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>> GARCH(1,1) : ¢ BYRT AR 4E

i\, ; 3 '
/TAS O\
2
l— - h[ ht =0y t0o& 4t ﬂlh[—l

« IR MHIESEMHE [ kA A0

° A ENIR A0 E(s6.)=0 foriz0

. FHA/E Et—l(gtz):ht

« BFEHAE | FIAFHIAEERZEN
Since var (&, ) = E[Et_l(gf ]: E(h)

Thus,
var (&, ) = a, +a, var(e )+ f, var(&,)

var (& )= %
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Since E(¢,)

E (8t4 )

i (RixTBr EF )
E[E.(5)]and E[ x*|=3E| x* | if x is normally distributed,

)] =Sealts A+ 15 LA )

4 0 2 20y o 2 2 2 2
E (& ):3“1;1) +1_“ﬂ11:1ﬁ1 var (g, )+ a 1E{[gt_l(1+ﬂlL+,Bl L+..) ] }}

4
o, =0 — Kurtosis = E (<)

()
B, =0— Kurtosis = E(gt ) =3 1_a122 >3
Ez(gtz) 1-3¢; .
« ARCHIIZRIZRE R AR \
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>> GARCHRR! © » HITERR

‘ 5 ARCHER T HIES —E], gl]\GARCI—ILﬁié’c'J
EEHEAFE, WEXERINE—. ZMELFEHE
BEHRASZETL, BEHEFEND

- HFEETHRELEFEAIHEXNME, 5| N\GARCH
T2 E AR L E s R RIS E R,

|
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‘ « i/ ¢ 5ARCHHHLE, FHSHKERD.

+ BREL
~ SHIRHIRAR =
~ M A2 BB R T JE R AR
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>> IR 7. REZFISH

—

Ko g, 2~ MEAFNHFEFRIE.: -

InS, -InS,, =4 +¢,-

(1) g£iid. (0,6°); «
(2) E(g,|1,_)=0, I_ FrEzt1 HEEES; .

(3) E(EE):U:E(Ef):G'E:,E(EEEE_J-):U:_}:?—UE "

|
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‘-@ﬁﬁ%ﬁ—i%ﬂ%%ﬁﬂ
c MESFINA—ERZMILESTH ¢ WARCH
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>> BESFFVSHIES

‘ « REDFI—EEHRE
E(gt) = E(E(é‘t | It—l)) =0
E(gtgt—j) = E(E(gtgt—j [14)) = E(gt—jE(gt [1.,))=0
E(g’) =0’
+ HREAA—ERBERFY | HlMFELkEMAT
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>> JEZREMAETE

BT
E(gr ;Ir—l) — E(a‘/:!gr—l‘:ﬁr—z + é:r ;Ir—l) — E(a‘/:!ar—l‘:ﬁr—z ;Ir—l) + E(‘/:!gr flrjr—l) — a‘:ﬁr—l‘:ﬁr—z + 0 '

@?U\ E:TIE_"’A‘%ﬁ ?E T«
cov(e,,&,_ ) E(e E_J-):E[(ﬂ-'w &n TN, —m— i—2 br— D]«

£z LEE Y=
i19t-j-25t + brbr—j) 0-

2. c : :
= = E £ & g E E i
E(EX’ 2t-19¢-22¢- j-15t—j-2 + abr—lbz—zbr—j + agr—J

E(g)=E(@s,_ &, ,+¢&)=aE(S,_)EC, ) +E)=0, «

|
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>> GARCHRZ! . =805

‘ e ARCH-LM#&5& [5]#£ 7T 1A .%‘“”UGARCH%‘{F W,

e PACFH Y 5E§F§HJJEARCI—I1‘§’”E’JM& g
ACFFIPACEA & A3 3EIA R GARCH & B

Define 7, = &7 —h=(v/ —1)h, and E(,) =0,cov(r,,7;) =0
Rewrite GARCH (s, m)

m S S
2 2 2
& =0yt Zaigt—i + Z:Bigt—j _Zﬂjnt—j + 77
i1 1 i1

— PR #EERIE, GARCH(s, m) IR HBIFTIRETRH
SEFREZE— T ARMA (max(s, m), s) 14 %%, \
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>> GARCHHRE! | S8 {41t

‘ - BEMITHESKSIEAFE (Hamilton)
— MLE (IXIEZ45 70 A51)

T 1 1%, ,
InL:_EIn(Zﬂ)_EiZﬂllnh_Ei;(gt /h[),gt =y, — A%,

_ QMLE : EAMARHE—Bibit, meLEiEE

— GMM

|
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>> GARCH=R#! : {RBfSIG

‘-ﬁ%%ﬁ&

— AICHASBC : i F{E B AEN &/ MAYIRE, AICFISBCHE
ARERHEGARCHIZRE M SIEMEL, [H. Leeb
and B. M. Potscher (2008, Handbook of Financial Time Series,

pp. 900)]
— BRELIRE
g = Et
mELTRE B SR IRENTRE T 7 F5E A 1%
A BHEXFE.

|
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>> GARCHA ! © g (1)

- EE%F“ §'JEI'J 1¢i’]1§7’70 Z| Itk 5| AGARCHIZ AR~
P rEI'J E15E, BEA T gss a9 = Fm),
— {H5| A\GARCHEHEZ S TN E S X[

Eyt+l—2(ht )0.5
J='I 1¢737"55F#7:U7tﬁ‘1 TR 2 B 77 Z 1% BA 180,
X S A BN K B B B FUE R 12 5 3l K

|
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>> GARCHAZ! © i (2)

TR EN R 5 &
— B

& (1) =E (glil) =N, =, +a8’ +Bh
— ST :

E,(%)=Eh,,

Eh,; =a,+oE ( t|1)+181Eht +j

=Q, (a1+ﬁl)Ethl+j—l

aojzoi 051"‘:31 a1+ﬁ1)jht
- FEEFRENEFZFHE (FINEERERE)
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>> GARCHER R 93 &

‘ « GARCHIREIFYH &
— ZE X E A GARCHEEY
— ZEAEXFRIERAGARCHREY
— ZEETEREAGARCHEE!
— MRS HIRFHAIGARCHIREY

000000

& BITXFEEMA



>> X @EEBIGARCHIZE! (1)

‘ * GARCH-M#%&! (GARCH in the mean)
n=u+f(h)+e
& :Vt\ﬁ
h =a, +iai‘9t2i +iﬁjhtj
f (h ):Shwhere § is positive, &ﬁ, sin(h)or sh,,...

PO
¢ éf_|:<3‘lc|=l

— FFREAESINNEFIEZ E AT Y XU i M, \

—
————
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>> X @ BIGARCHIZE! (2)

|°—GARCI—LM1‘§ B RITE R

— ZEHERT @ &8 E DT EN RSB A

— FHAFERHEX ST R R HX
E{[r-E(r)][r—E(r)]}
=E[ & f(h)]+cov| f(h), f(h,)]

- AR Ef RN E RS
E[r-E(r)[ =E{f(h)-E[f ()]} +3E{n[f(h)-E()]}
- BEHR—EHO.

|

—
————
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>> ZEIEXNFRTERIGARCHIRE! (1)

. aERiERR

— FLFFRI e (Leverage Effect) , Black (1976)
— Volatility-Feedback Hypothesis
— REFHEXT KN EIEXTFRE R EF AL RAEF

IAHFRBEL, BX 7 I REIEXFIEITFRR TR
AR

|
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>> EERIEXTIRERMGARCHEE! (2)

rf&%ﬂﬂﬁﬂﬁuuP@%
— fETTARCH/GARCHIEE!, 1B ELXTZRERFT;,
gzé/ﬁ{
— BinEERERNTEA SingERERNFRERT
S’ =a,+a,5,_, +a,5_, +....

F testta, =a,=...=0
The null hypothesis is the sequence is of no leverage effect.

|

— S
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>> EERIEXTIRERMGARCHESR! (3)

| RBATMEA | ENER

— BE(HTTARCH/GARCHIRE!, BEIFRENLIRERT .
- BEMEESIRENRERNFEAEIA

s’ =a,+ad _ +V,

d_,=1wheneg_ <0

d_,=0wheng_, >0

Test the significance of a,
- R ANEEFE, EFEKR/D

s; =a,+a,d,; +a,d s, +a,(1-d,,)s, +V,

t test; LM testfora, =a, =a,=0 \
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>> EERIEXTIRERMGARCHESR! (3)

‘ » GJR-GARCH#Z! (Threshold GARCH, 1993)
ht:aoJqu:[aiJré]l(gt_i<O):5t2_i+zp:,8jht_j 5 >0

- EEZMY BADIGARCHIEE! (Double
Threshold GARCH) , E¥{EAEKESIFIEE
5 N RIELT =,

o« ZFEN  WEFLFFRM \

& BITXFEEMA




>> ZEIEERERGARCHREE! (1)

‘ » IGARCH#&RE! (Integrated GARCH)

& =V,

h=a,+ algtz—l + (1_ 051) h.

— Nelson(1991)iERA | E—EFH T, IGARCHRZ™#%
T2y, EMMLEGITIRZAZ—EH,

|
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>> EEIEERMHEMGARCHES! (2)

‘ « IGARCHIZEIBTE R
— IGARCHEMEIRZEA (FHFE) BREMIRIIE
For IGARCH(L1): &’ = oy + &, — Binls + 11,

The shock of 7_; =&, —h_; on & is persistent.

B, xa‘étﬁaﬁa‘sh SEALE ST
ht 1 ﬂl Zﬁll t2| -1

_1 ﬁl
— X EHEFFE HITMNBURFq,

=0 +h =l +hy o

& BITXFEEMA




>> EZEIEERERMGARCHIES! (3)

‘ » IGARCHIREIRZ5T S
- WETEFERFTEZTUBIFEME (persistence)
» IGARCH(1,1)i= 24 A9 45151

For IGARCH(,1) where o, =0
E, 1( ) h =aé 1+(1 al)ht =)
=a,e,+(1- al)[algt_z +(1-) ht_2]

= alZ(l_ al)i 8t2—i—1

i=0

EWMA:c2 = Ac?, + (- A)u?Z,

& BITXFEEMA



>> EEIEERERNGARCHIES! (4)

‘ « IGARCHERZ! IR

For IGARCH(1,1), we might have the ARIMA(0,1,1) form

(1_ I‘)‘S‘t2 =, +1,— fn,

We may extend the ARIMA structure into an ARFIMA(0,d,1) structure
d

(1_ L) gtz =, +1,— P,

The model, being named FIGARCH, characterizes the long memory

property of the volatility series.
Note that a FIGARCH can be transformed into an ARCH(o0) model.

|
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>> MRS HIRFIAIGARCHERE! (1)

‘ « EGARCH#EAY

T1

1

— ARCHRZEFIGARCHIR BB S ™ A IERIE K,
X— R ZEFTGARCHIZ B R EE 5 f=4&, {BLPREIE

AR H

A EEH B TGARCHIERI B E K,

BE— XS HURHRATIHIRE,
ElK E R R S5 IEXTFRTE,

A

I, A

=

BE A ELZI

— — P BARNEERST R RN, MAERFERAR
B | 88 GARCH (EGARCH, Exponential
GARCH) #RZ! (Nelson, 1991) , %!

& BITXFEEMA

& EAEXTFRTE



>> MRS HIRFIAIGARCHIRE! (2)

‘ « EGARCH : a2 In

Define g (v, ) =60V, + 7[‘Vt‘_ E (‘Vt‘)]
which equals
(0+7)V, ~7E([v]) forv, >0

5| Ng(v) %I B AT FF 3L RL
v ATIRMIEZS. FIGED

V. ) =
9(%) (0-7)v,—7E(jv]) forv, <0  SIAMEMIASE AL
EGARCH(p,q) PR&I, FRTER BT
& =V, v | 5 EHI R S
1+ ﬂ1L+"'+ﬂq—1Lq_1 ;I%E'J'Eﬁ%ﬁﬁqﬁgéiik:
Inh =y +—————"o g (V) EFE\?@EARCI—I?@@}
L—.—a,

& BITXFEEMA




>> MRS HIRFIBIGARCHIRE! (3)

‘ + EGARCH(1,1) (EZAH%IRIE) |
exp| (7 +0) “c1 | for g,>0

h =hyexp| (L-a)a,—2/ 7y |x '%H:g
exp (;/—9)\|/g|;t¥1| forg,_, <0

— 020R, SEMHEDIELMTH, TRIFATATRE

- ERMENKREEN ES RN ERMIERETT
EL ]

|

& BITXFEEMA




>> SR FBIGARCHIREY

A EGARCH(1,1) News Impact Curve

/ A GARCH(1,1) News Impact Curve

& BITXFEEMA



Y  ARCHizZ! 5GARCHi=ZY

B B R E

'

'
2
-
S~
A ¥ ERIGARCHI= 2!
4
-
.
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>> MEHLIEEIREEL (SV)

*  GARCHIREEZI BN EZRZIMERT— M HET RELE
SLEEENESE H,mFHHE’J,EZE)JZJ%xE o

E*J: WNERIEZZNIE—H , BRINKRIIERA—E
=EHEFRE , m_fﬁ‘éﬁ%éwﬂmﬁ =0 , GARCHp&
1R B IATG AR EIX— [,

 FMERXKIEAINERISARE |, EIALEREE
HY3Z zb?’i%zﬁﬂ%l)\— SRAOBEHUIR , LIZIE SRR
oERAYMTE | XSS AI NSRBI s ZRR A,

l|||'|'||

& BITXFEEMA




>> SVIREL E R

SV (LRIEARHA -
g =NV,

where AR -
Inh, =, +, Inh_ +7, PR |y <1

v, ~iid N(0,1), n, ~1iid N(0,o,)
n, 1s independent of v for all t,s.

& BITXFEEMA




>> SVIRE! [ TH7

T RLAZIBIRENSR2RIBEILME | SI9(ETEF

HIBEW

Im Vi ;:EH?JEEJJS EI’JLEjJ

. FESVIERIF &, (A Eh SR BN FVERE

, BMERE

M BENIERIR NS ENIFE | IWATHYE BB

* XTNEIERAITEUH TR |, LB S EPRHIS

[ |-=JHE

FHETRILE

BENERAILE , XRSRIEEGARCHIREIRIRSEL,

. TESEIRG) o <L REET |, AR IRHESS

i, 13

[EIZERN S5 RIIER , BiRESSFis.

& BITXFEEMA




. e \bsed)g

* Inh AixRMAR(1)IEE , i&RE :

Inh, ~ N(u,5?%)
2
o O
where u=—2-,5° = —"1—
1-e, 1-o

» b lRMIZUES 3% |, Enf ToEAFERE -

nE(Inh[)+%n2 var(Inh,) nu+%n202

E(h") = E@E"™)=e —e

& BITXFEEMA




SVHITESR © & MT &1 4E

ToSR(HHAEE
E(s,) = E(Jhv,) =E(Jh )E(v,) =0
TR ERE

o
il

var(s,) = E(hv?) = E(h)E(v*) =E(h) =e
oy Ll

S

2

E(€t4) = E(htZVtA') = E(htz)E(VtA') _ 3e2U+2(72

Kurtosis =

EPNg

/

:3°

E (5t4) } 3e2u+262

—3e° >3

Var2 (5t) o eZu+cr2

AR EFENNPRSGIFAG | I

P iE—EFE

& BITXFEEMA




. SVIERVE ZAORHEER R AR AR 2R R
TERIERIEM.
- [BIERANELERZT(Gaussian OU process)
dInh(t) = x(6 —Inh(t))dt + ydw(t)
Hrp 0. KIAYME, ~:WMERIEH®EE,

y BN, w(t) : fniEAE BRIz 2, S5 E LR G OR
o« TSI EIEE TURYEE R (Euler discretization)

Inh, —Inh_ =x@—xInh_, +y(w —w_,)

& BITXFEEMA




Inh, =x8+(@1—x«)Inh_, + €,
where e, ~ 11d N(0,1)

let o, =x0,0, =1—kK,1n, =€,
BRI NAYEETZ -

Inh, =, +, Inh_, +7,

& BITXFEEMA




—

o SVEARH I DI LAEITY )

T~

 BMURNIKENERIFZAR(L) YRR |, AILAS INMEHAARITEE

. BUNEEIERERRRERIR
. WA R Sv IESTAYENS
. SCIFZEERSRAR 7SV,

S INKENRARFRIIRE

AYER R AR |, XA

HERREZIE 7 REIERAIAT AN,

& BITXFEEMA




>> SV . EEZEAZ T

dS | L& o ‘
(r,—q,)dt +\F dw,

dh = k(0 -h)dt+o,h*dw,
« Hull-Whitet&8Y ( 1987 )
dh, = phdt + o, hadw,
— R RM B R Rz , 22— 1R

2.
« Stein-Steint®#Y ( 1991 )
dh = x(6—h)dt + o, dw,
—iEahERIRM Gaussian QU2 , SER(BrlsEHINR(E.
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e Hestont=ZY (1993)
dh(t) = x(6 —h(t))dt + 7 /h(t)dw(t)
—REIERIR MG TR 2 (square root process) , B%

T iKENER B SEHIBISL,

& BITXFEEMA




‘ W BRI SRR E H X

77 5

- M mEFIER, FEREFITSAFEBERX.

- TTE%RZEHNEHRE. MBX—FEFFIIHIACF. PACF
HFitEQ&ZiITE.

|

& BITXFEEMA




>> FHSAERMRIE (2)

‘ « ARCH-LM#3 (Engle, 1982)
— Rix
« H; FOIAFEEARCHERNEZGERFE
- H;: FHEEARCHm)MHIEZEHRAE.
Y
2 Bk
« MRFERFFHITEBRIOLSEE, BEIFRED ;
o WHREMBFEFUAEZHAITEILR (BB TRE
g =a, ol +.ta & +V,
« TER TRAMERMFF 7/, BHENA ¢
. A TR (MERRHE A FRIRTIER S RE) |
RIRISAKENERFRERAEEARBELE N0, 7 FEHE 7

(S5 T-qo ’ \

& BITXFEEMA




>> FHEFRAENRIE (3)

‘ e ARCH-LM&IGRIA E
— ARCH-LM#&IEXTHEFIE (BMEERAEIITAFE) AKX

— BRI EFRE T 77 F 5 EEARCH-LMI2 3G #B R 8E 1R 7 i
HES: ALY DS

» BDS#:5E (Brock, Dechert and Scheinkman , 1987)

— BEMNIEZXZNSHANFRIESRAESE, B%RARCH-LM
& 08 B ER BE

. XEFEEEIES FIRAGARCHRI A, \

& BITXFEEMA




>> ARCHZEM 5 GARCHZE [t

‘ HEAREHR KK, PACERIUA
BYRIRY 8L, {BACFFIPACEASRE
;[:ﬁﬂll

] K4

aH}J/‘EARCHir;%

] SE1IEFIGARCH

Define 7, = &7 —h=(v/ —1)h, and E(,) =0,cov(r,,7;) =0

Rewrite GARCH (s, m)

m S S
2 2 2
& =0yt Zaigt—i + Z:Bigt—j _Zﬂjnt—j + 77
i1 1 i1

— LR #EFRH, GARCH(s, m)

U2 RHIFIREFET

SEBR LB — 1 ARMA (max(s, m), s) 1358, \

& BITXFEEMA
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» JFIERTH

- T 5GED# (Tsay, ppl08)

_QMIE : MR EHHENE, SHHER, ESL
KRS R —EUfh 1T, TREZETZFEE (Greene, Chl7 ;
Hamilton, Ch21)

- CMLE (M&XAZE{EAc2) /EMLE

- BRAET/AmT T 4'

& BITXFEEMA




_iriese . R="2L(A.5%)-InL(.6%)|~ 2 (m)

_ WaldieBg 1 W=1(B) | var((8))] f(£)~2(m)

, oinL\r. 1oL
- mtgl s w28 )] (L] 2

» AICHASBC : (S EMN&/NAIEEL, AICHISBC
A RIMEGARCHIER S IEM S, [H. Leeband
B. M. Potscher (2008, Handbook of Financial Time Series,

pp. 900)] 4|

————

& BITXFEEMA
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‘ « GMMHI=KLE (Newey and West, 1987)

~

LR,y = méin[g(@)' S}‘h(@)}—m@in[g(&’) S{lg(e)} ~ 7*(m)

LM gy = Lg (ﬁ)'Wlaf;?)J'[l (ﬁ)]llg (B)w i (ﬂ)J ~ 7% (m)

op

& BITXFEEMA
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>> GARCHZ# &1 : GMM (3)

GMM is a large sample estimator.

Desirable properties as 1" — .

e Consistent under weak assumptions.

No distributional assumptions like in maximum likelihood (ML) estimation.

e Asymptotically efficient in the class of models that uses the same amount of
information.

e Many estimators are special cases of GMM.
Unifying framework for comparing estimators.

e GMM is a nonlinear procedure.
We do not need a regression setup Ely;| = h(zy; 3).
We can have E|f(y:, x:; 3)| = 0.

& BITXFEEMA




>> GARCHIR B #6:56

‘ » IRELRERBIDINEIES T

& BITXFEEMA



>> GARCH&EZ fam (1)

- EE%F“ §'JEI'J 1¢i’]1§7’70 Z| Itk 5| AGARCHIZ AR~
P rEI'J E15E, BEA T gss a9 = Fm),
— {H5| A\GARCHEHEZ S TN E S X[

Eyt+l—2(ht )0.5
J='I 1¢737"55F#7:U7tﬁ‘1 TR 2 B 77 Z 1% BA 180,
X S A BN K B B B FUE R 12 5 3l K

|

& BITXFEEMA




>> GARCHEZ Fam (2)

TR EN R 5 &
— B

& (1) =E (glil) =N, =, +a8’ +Bh
— ST :

E,(%)=Eh,,

Eh,; =a,+oE ( t|1)+181Eht +j

=Q, (a1+ﬁl)Ethl+j—l

aojzoi 051"‘:31 a1+ﬁ1)jht
- FEEFRENEFZFHE (FINEERERE)

& BITXFEEMA




>> SVIEZ! {11

. SVISEUMILIATMITEERANG | SEUSRE
HRAEZ , TEMLEFIOLS /55 BIE

- HFKalman FiltergddQuasi- |Ike|lh00d73_1£
: MCMCTj"If

& BITXFEEMA




>> Correlations

—

* Define U=(U;-U; 1)/U, ; and v;=(V;-V,_)/V; ;
* Also

Gy n- daily vol of U calculated on day n-1

Gy p: daily vol of V calculated on day n-1

covy,: covariance calculated on day n-1

2011/3/29 90




>> Correlations continued

Under GARCH (1,1)

cov,= ® + o UV, 1+P cov, ,

2011/3/29 o1




>> Positive semi-definite Condition

‘ A variance-covariance matrix, ), is internally

consistent if the positive semi-definite condition

w' Qw >0

for all vectors w is satisfied.

2011/3/29 92




>> Example

‘ The variance covariance matrix

1 0 09)
0 1 09
\09 09 1)

is not internally consistent

2011/3/29 93
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