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Multivariate GARCH and
Its Application to Bivariate Time Seriesl)

M. S. Choi?) - J. A. Park® - S. Y. Hwang®

Abstract

Multivariate GARCH has been useful to model dynamic relationships
between volatilities arising from each component series of multivariate
time series. Methodologies including EWMA(Exponentially weighted
moving-average model), DVEC(Diagonal VEC model)) BEKK and
CCC(Constant conditional correlation model) models are comparatively
reviewed for bivariate time series. In addition, these models are applied to
evaluate VaR(Value at Risk) and to construct joint prediction region. To
illustrate, bivariate stock prices data consisting of Samsung Electronics
and LG Electronics are analysed.

Keywords: Joint Prediction Region, Multivariate-GARCH, Value at
Risk(VaR)
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FEAZAA BT Y= A AALD ABEL BASE H QoA BE AY
0] #AE Zn mgstste Ao vz WxAoltk AFAATH AFqAMY WS
A (volatility)o] & 7% o] EAH(conditional heteroskedasticity)g <3, o] =
F3tsl7] Y3 Engle(1982)9] ARCHEH & AFoz +we ARCHE R¥Eo] 7wt
Hol dAl AN da olgHm: gt dREE F§ AAE AR89 AS WSS
o]l N2 d# = H=wl(feedback)EHE 7tA 2 Wsletn ot Wt Azte) e
2] e WMy WEHNES 4 18s= MGARCH(multivariate GARCH) 5.3
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I Ao
e WSS N B W5y, 23 WEYE 29 FA AEL 234
MGARCH 23 | A A8 Bofoll A u]e {L35u5 zF ZEAAAA T
0] 2MolB = Trr-

= HEAE 7 —“ZH‘GP‘— QA7 (causality) ol Z+ E8AE
HEAHE 9 5350 #A, st ANFoly AFE 5 ] o ZA(shock)o] ThE A
Folvd FF Tl 71X 4FYe AV ¥ 5L Yoluin Ry s 9&01*1
MGARCH E3%e°] H8d # v} £3 MGARCH 36301 AlZrel whet WEte
AEY JBAS(time-varying correlation)& 2¥3sitts 283 ERS thﬂi ‘ﬂ
B3t A (hedging)oly} =247} A A A (asset pricing), value-at-risk(VaR)ell &3
T Ao

2 =ddMe 712A o2 Bo] o4+ MGARCH 2353 MGARCH 2 Jol
&3t 2ol= VaR9 AdS Yolr:, AA S F¢ AAE AEES F9
/“] A AR} LGRS FI1E o] &3l A Yol MGARCH BEHE H3AZ

o] AHAEE o] 839 VaRY} Z& 929 9(joint prediction region)S A& H 1L

Z} gt}

2. MGARCH 29

¥ HoAM MGARCH =&o| W3 Ad 2 $£42 Tsay(2005)9 Bauwens et
al.(2006)2 TAHoZ Aes Bt $A4 J1EH i HEAH R ] Lolr
=5 @ k-xde HEFAED {r}= [r, , r, v, e )7 dH e
2 2¥ e AZE Al

HQDAA p, = E(r, | F,_))e t-1D)AAAAS RE Y F_ 7} FHL v
T8 2AR ZAFelth a4, = (a5 ay 5 - 5 ay)E tARANY F
(shock or innovation)o]2t & o, 2(2,2)¢] H, = COV(a, | F,_|)E a9 ZA% &
~FRAC 2N (kX k) FA A (positive-definite) BB o)k, £, (kx1)HEQ e, =
Ele,)= 0, Varle,) = IZ 253w, I'e (kxk)GRdolth dndoz pol v
1= VARMA(vector ARMA) 28-& 7}4%ch £ U A54 EFold Azt
o @g {H}d g =gde ongct

2.1 EWMA 23 (Exponentially weighted moving-average model)

5) Bauwens, Laurent and Rombouts(2006)

6) 58 AAE ARE EAMFEd YoM BAY gl HE HFEL F2 ANA

(stationarity) & %= 6}71 #3) iJZ}TU FEL o|f3t} 2R FEL AFAATE

47“011*1&‘1“4 713%71]] Auba o 74]4 FgolrE B =FdMEs doz gFEA HE= &
T
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AA FEAREY gF-Fol T2 (unit root) S HX T Qs L wigo =z P,
MorganAt7h 7§k RiskMetrics(1996)& #1427} 0] % % # ¥ (exponentially weighted
movoing-average)§ ©]-83ta] 33 & IGARCHE S 28L& AF43t)

H, = (1-XNa,_,al  + \H,_, (2.3)
23232 A2 8 UFAHd o B HFAE Bosle 2AR EA-TEA
< dZ%e Wyl RiskMetricsdl A A3t 74 (decay factor) A9 #e
dEAESQ] B9 094, €A S 09701, a0 WE HFo] 0olm BAto] H,
o]

OuF AFEEE BEdz /RS A$, Aol gig 240] 7l
DVEC 28 (Diagonal VEC model)

& FAsted QoA A 2 EAE W5 $71 Sojdd ua &3
o] 7} Y% HolltE Holth MGARCHEH S t2:g QojAME

2e EAZE G} ot e EAl9 @ wete 2 Bollerslev et al.(1988)
5% 22 DVEC(m,s)E2¥ L A¢sut.

H, = A, + EAiQ(at_.-atT_i) + ZBjGII.e—j
i=1

i=1
A71AN 4, B2 A (symmetric) Boln, ©& vl = F(Hadamard produc
ONE AU gk 9o e E wel k=22 DVEC(,1) 2¥L nasd ttex g
hi1,e ] {Au 0 ]
’ = ’ 2.4)
{hm,t haa s Agg Ao (
A ] af t—1 ]
+ ’ ® :
[A21,1 A22,2 Q,t-1%,1—1 a%,t—l

By, ] [hn t—1 l
+ ' ® ’
[ hori—1 hosy—1

4@24)¢] DVEC(L,) 23 o8 #35& Hel 92 h,, 5 22 GARCH(Q,1) =
& waA do

23 BEKK 23

DVEC Z¥AME H,9 positive-definite B 0] THEEx = A7 waysin,

7} element-by-element multiplication
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224N A B F Kol WEAT vewl goE velded oA #i¢ AlgHE
olgt= FAAEo]l Ut Engle® Kroner(1995)% H,2] positive-definite A2 & ¥
A7l g3 22 28-S A

H=AAT+ Y Aa,_nol )AT+ Y. B;H,_;Bf (25)

i=1 j=1

714 Ae otdZdaB(lower triangular matrix)ol®, 4;, Byt (kxk)A oo},
28259 Al o8] AA T} positive-definites TE3IH, H,= almost surely
positive-definiteS &3t} E£§ o] L HEA ST -’4‘:‘21 a3E B3} A
AozA HMEFHEY T3 BAE Jdehdx o 28y FAHE ZFE9 by,
st AFHA FS dFsted UM el o, £F mF s F7 59
doll @t FAH L By 7 F33] old

2.4 CCC 29 (Constant conditional correlation model)

FAH ot BRI 5 7}%?‘?_ 3 2A 371 Y3 Bollerslev(1990)S HMEAE
< o dg A4z 1HI CCC RPYL AYsFT}. &, =34
247 E%Li}%iﬂ 2 Vhio Vhy o BlEEGL AL

= DtRDt - (p,]‘v h‘i‘i,thjj,t) ) (2.6)
= d’iag(vhuyt y °°° Pl \/ h’kk,t) (27)

R= (Pij), &}7]}‘1 Pij = pjio]tqy pi = 1.

CCC REoH= =
A 4@ =2
92 Agad 23
-

ay F-ZEAb i A F 7R dAR o ag st
A hy o g8l Z+z 9 % GARCH(univariate GARCH) 2
E T F o FES oLy 2dF FEAM by, ES E¥E

&

3. VaR (Value—at—Risk)

£ AoA VaRe Md 9 24L& Tsay(2005)9 2473 et al.(2003)& TAHL
gt AZFHEA A AL 3= VaRE 2S5 E 2 FEEXE A2 & “1] =5
E X f7]7H(target holding period) T+ dukz Q) "]"L ZA3AAM AlFESF] HFL
2 A8 BH EARAHAM BT £+ 9l= F§ 24 XEEZF Q(portfolio of financial
assets)?] Ho] EH A FHFAE T3 J‘:}. EFZRFVIZH) ¢ TEEF LY U}
AAEFE AS()olzt & u), VaRe #8302 oS3 o] HoHArh

oZi
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Pl AS(1) < VaR] = F(VaR) = 1—c¢ 28)

A28)AMA F(+)2 AS(1)9 ¥4 E X34 (cumulative distribution function)& ]|
3H, cE FAR AFHFEL Y 2(28)9 Aol wigl VaRe Fojx Ay
RN ZEE7|7) ZA ZAY F de YA de YU, AZFEL S
Al o] HA A dAstE &4 Fdo] VaRe YA ¥ F&g oud
o AFeE € EERF70Y A4S g doHoly XEZF 9 HAFY VaR
o] Abg EHd wpE) thatA A 7

4. A 54

k=220 MGARCH E 3o HgA77] 3] AR} LGHAL FHE o] &34
. AEEL Koscom datamallel A AF3E 20039 1€ 2958 20063 108 31¢
7hA 9} dd 2B (B1Y BEX))oln], EMo= S-Plus® FinMetrics® SAS/ETS
& AHg3t4 T :

41 2AAAQAAY HA (Granger causality test)8)

o

b—4

un

LG

[ B |

SAMSUNG
0

-10

<3d 41 AdAe LGAAY 48>

<a¥ 4152 74 F7F A8 ES 2aXE AD F 1008 F3 AR FYE(%)
9 AERERA WEAHo e F& B F At F £AYEEY MEAHS A=
FA7IE Ao BadAE wdEy] d8 44 ARQ) ¥ AFNA d& AR
S dsiA Az 2207449 2B (cross correlation) AEE YotR AT <Y
42> F AAES wAFdadeld, <2¥ 43>8 AFE BREY IAYBIY
ofth. <2¥ 42>& BHW AAIF 0 BEAAM Fod wAgde] et o,
<32¥ 43> E 4P two-standard-error bandE o€ ®, o] Ar A4
FAFF 5%9 7129 00658 71E0= 29 A de] AR F B RFOIN g
T AR wAgEAgel vetdd ojst A F AFE Ao dig 2AXAHA
A& Ad TEWE HAS ¥ 27, &9 AL I=-1,-5,-6% B¢

8) Li(2004)
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-~

Q—1) = 14.6449(0.0001), Q(—5)= 13.0624(0.0228), Q(—6) = 17.0709(0.009) = A
T 2AFAE JHAR QUvh BS ¢t @& p-valued vk A, ¢ A
AolHAE 1=1,2,69 HA$ ITEMRE AYEAZo] Q1)= 7.8341(0.0051),
Q2) = 12.1112(0.0023), Q(6) = 16.9870(0.0093)¢} Zov fo8 wxp@AAol &
A4S AT F Avh F ARG S AAAA ZF wAFRAdol SAste A
< F FYE AFAo AR F=d AAE JIAEAN TS F B
oFn, mepy AAdARY LGRS FrledEe HEAEA U @
< HE&A7IE Aol Uit AFE & & U

al
s MGARCH =23

. Crosscorrelations
usions Lag  Comrience Corrsiation -3987654321012345678491
Correistion -1 98765432 10124567051

g‘ gt o :l :ﬁg
-1 ;

)

RS

Lkt
LLLILELLL
il AR

Lt

berted & Sods-Lyidoeds

T Ti——

t‘i:"#l;i‘:n zs“: 3:%:"0;%€&%.’;":0‘!'&‘::

4.2 Univariate GARCH, MGARCH 3 3

gge  <E 41> A4AAY  LGAAY  £d8d  usN  #zZ
AR(2)-GARCH(1,)¢ HEAA & Az} 28N 2AW 47kx19) MGARCH =
Fo] HFANZ ANE HIPP ol MGARCH Ede AZANE A p:
vector AR(2) 2802 HAFAAT E =FdAE WEA Ud 2ygd x-S
233 oz AR NAHRA pol B AFARE BoA AFHPh B v
A 4 A RS Y TEWE AFEAZH p-valueE vebdh Q(-)
9 Q(+)e 7tz xEsE A FZ2sE B AFol B Liung-Box AR E
AZold, @(+)% @ (+)e 2z 239 #a9 EZ3Y Ao AF U o
A LENE A5 A F(Hosking,1980)01th. A ZHANA h,= AR 5
g9 MEA, hyt LGAA 989 W34S Yedth TENE #4 278 B
ke W, Fold zAge] e RYESL FHLAFE Ao Rt ASS ¢ F Aok

32
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o8 gt 28 TEME 243
Q12) =13.65
hy, = 0.0153 + 0.0278af,_, + 0.9667hy,_, @'12) =(:§22;9)
(0.8987)
GARCH(1,1)
Q12)=13.12
hy, = 00324 + 0.0561a5, , + 0.9385h,, , 0 (12) J‘;ii‘;”
(0.834)
Rity ] a,_; Q,(20) =81.133
: = 0.0282 : 2
[hzl,thzz,t Q111921 a%,t—l (0.4436)
EW .
MA + 0.9718 h'll,t—l 02(20):55892
’ h21,t—1 h22,t—l (0'9815)
haye _ [0.0230
hore o, 00213 0.0678 -Q(20)—79 067
), (20) = 79.
0.0260 a (0.48)
DVEC(1,1) [0 oay o0ss] © [a R ]
1,t—1a2,t—l a’2,t—1 Q;(20)=56662
(0.9777)
n [0.9656 } hire—
0.9545 0.9395 Pogor Paget
his Bage] _ [0.2059 0 } [0.2059 0.0770}
hye ho, 0.0770 00049 | 0  0.0049 0.60)= 10321
,(20) = 79.
2 (0.50)
BEKK(1 1) +[0.1709 0.0015][ o, al,t_laz,t_l} [0.1709 0.1305]
' 0.1305 0.1382 2 0.0015 0.1382
T2-1010-1 Oz Q;(20) = 61.970
(0.9326)
+{ 0.9701 0.0115} [hu.t—l hm—x} {0.9701 —0.0344}
~0.0344 0.9925) |hy, 1 hgy, (]10.0115  0.9925
[hn,t] _ [0.0388] N [0.0232 : ] ay, 1
hoss 0.0768 0.0443 {22, | @,(20) = 80.766
(0.4550)
CCC(1,1) + [0.9642 Hhm-x]
09390 { Ay @} (20) =59.802

P = 0.5862

(0.9556)

<X 41 : univariate GARCH, MGARCH =23 H&ZA#>
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olele] <Y 44>= MGARCH R¥ES=2 248 WE4se zay Awuds
prin = Py / (hirs hy)" 8 UbEFA Rolth. A 2% EWMA, DVEC, BEKK| 9|
3 HE 23R FHAFELS BF 053 ddg RodFa Qo g Axe LGA
Ao £ WEHS NE ¥ 4BAS AU gov, Amel 2W¥d 20034
t A% F9 4BAS BTl 2006M 2o g 2 Eoz ABBAI BAe
97t Al Stste ZEE Boln Ytk ol& F, LEWE HAY AH#EZE CCC B
gol EAZ glovt AR AuAsst A Bt Wan genz Fol Az
CCC Ry & HLA7lE AL A7 dda ¥oA
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<29 44 : EWNMA/DVEC/BEKK 93 4 € p5, >

43 VaR &4

VaR9 #8 EXL F§ AFoA A4 714 @slz A& 2§53 7HX7F A5
S = Al (market risk)S A F3}sle Aotk 2B R, VaRE& =437 9
;e (AHFYgE] REE s Aol F23th. MGARCH 239 402
A A FAS A Tl 2N Z+z VaRE d &3t Fold A7 99 A
29 nstd 2+ A4k BEERFIIME 198 83 5% A FFNA VaRE &
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A7) st g9 WEAA FId82) FBAFE 1-AF T o E(-step
ahead forecast)dtd AL&3tth. 241 wet A AR LGAR zHz+e] VaR<
THet 3o VaRe AXstaon, 7 AE <F 42>9 Aol Q)

VaR= 1/ VaR? + VaR} + 2pVaR, VaR, (4.1)
28 | GARCH(I,1) EWMA DVEC BEKK cce
VaR(%) |  4.1684 4.4930 4.1467 3.9742 4.4120

<% 42 : VaR A 43>

4.4 43t 94% 99 (Joint prediction region)

1o
£
A
)
tio
N
N

AE nAR ) AR FolAE W, -AF Fo $YEFH AFA
D), H, ()01 Fold w), 1-Nx o] 9% r,,,9 FAE BYXE ey oo

Toi1lFy ~ N(;':.(l) ) fi,.(l))

(<]

B o2, A5e @¥F GARCH(1,1)$ MGARCH Z8ES H§A7 ‘4 1-
F9 g dF NHFFE 5% AFA2PAL Foto 2 dEgdso
05 <X 43>°] AP ©¥F GARCH =39 73‘1‘ ¥ 98 4 q
< AAtgoz RAHW, 471x19] MGARCH 2852 hy, = 00] 93 4=
Beoz vehdo <29 455 QoA VaRS 714 &A 2335+ BEKK
3% ©@W¥F GARCH =239 o299g 37 Yl RHolth AxzZyL
GARCH(L,DY 98 dZg wdoln, gdoz FAd 3Eo] BEKK 28 <3
dZg Ao},

18 of 3 _,: mim
o 18 mlm

of N #g

2

2

28 GARCH(1,1) EWMA DVEC BEKK CCC
ox 37.03 34.68 40.06 40.32 41.03
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hat_r(2)

i
6 4 2 0 2 4 B
hat_r(1)

<% 45 : GARCH/BEKK 23] 93 oJ&g9>

5. 4&

=RAAE B¢ AAY BHAIA WB4e By 3L, A A WEA

p=R
£¢ 59 w2l MGARCH 23] tf@ 2718 $7 MGARCH 2¥e] 331
% 9l VaRl Wial A7sksnh o9 @l AA AR LGAAS T E

i3] JAFAFo] EAZFEANE AR, A A3 F A FYE HWEFEAHT J=
B gH7 JdeE ZAZ F HFAL MGARCH 28 AR oD, o]E o] &3
o VaR®} ZAgdEdds =4t RIS APAN A, EAd o) &3
MGARCH E23E EF & A Z73E Jelde B 4 g, a2 ASAE
rel AR FBAFE Azte wa WstE JHS Hol2g2 CCC R¥E FHL3dles
AL ZY7t dvta Bt B =24 ANEHA o), Azt wE ¥ites
BBA+E R¥deed EHHA Tsesh Tsui2002) EE  Engle(2002)]
DCC(dynamic conditional correlation) 28 % 3% uzls] £ 4 & Aol
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