Communications of the Korean Statistical Society Vol. 15, No. 6, 2008, pp. 825-835

29
AGAAE BokolA da #o]= MGARCH(multivariate GARCH)E %2 o &
Ao NAGARES] BE4E A 2yt a2y d57 Belde s 243k
g 149 £71 FA487) Lolube BAM] ok B dA7oAL AR RS 5 A
829 AYe FAAZLEA oY EAE A sttt FUe] U E AR
o] 2AR 2 23} fundamental factor model S &-§3ld 4zt 2jn] & A=Ak
S 92 % o]§ MGARCHEH HFAATE =& F AR BY S vitoz dof

3

a0 =

29 .g0}: MGARCH; ¢1#} 23; MSE; MAD.

LY

% AALAEE 233 shed oA W54 (volatility) o] oisf @& #AHE 7]
Lolx k. WEAY PF 2 EA F el FS(clustering) AL AtrdEQ
SA o] HAL HEI}F wjElY &2 FFE F= RAF o]E4H conditional het-
eroskedasticity) 28-S W2x Zoz olFE 4 Utk ol¥ 548 R¥3s7] A3 En-
gle (1982)& ARCHEH L A|¢tstgon, 1 o]& Bollerslev (1986)9] GARCHE & 1]
23 £%S GARCHSF 23 Eo] M= ojgth. =3t AA AlA AR 2] AR
7} A=l o] I = (feedback) EHE 7T ASE whFoR ANAGHSE o) T4
T} Ar#A (correlation) S A 1213 MGARCH(multivariate GARCH) 2 3 2 2 7}14]
9] o] o]Foj At Mg de 20l MCARCHR 23 .22+ Bollerslev 5 (1998)2)
DVECRE3#, Englex} Kroner (1995)2] BEKK® ¥, Bollerslev (1990)9] CCCR 3 F°] 3
o} o33 2P EL ] AF Hof A7 AFAAET FokollA fr&3tct. Ak A
ARoz g9 RYEo] YA E thp BF4E FAHLE £ dfEo] FHLY B
< 2 2 ¥ ol Wyt BolAfE Ao & BR47t FA3] HWolkithe A ol
ok webA o33 EAHE FEIuA AYELE B HLE EY o+ Uk

—

T B A7+ 2008 HEdANgE 2y 709 A & BK-21 Al o5 FPHAF T
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E =fdAE AEELE 9% 9AEY MGARCH B3 tis)A Golry AA)
FEAAYE A5 E FHE3le] Bz} gt 230 As JLELE YT AR F S Yol
1, 3734 MGARCH B &S A& 43oAE 2 7] 71949 F71& o83
o BAA AAR Y3} industry factor model(cf. Tsay, 2005, ch.9)& o]-&3&to] ztz}t 219
€ %43 3 MGARCH 239 A3AATh =3 2 35S 0|83t MSE, MADS}
VaR€ AAIET RHEL vjwstual g},

2. Factor Models

2.1. Factor models

Conner (1995)3 Campbell 5 (1997)2 T2 Al 712 §389] AR IS AA Y
o A WA {fRorE AR dEY i A4S A9FE GDP AZE, °AE,
E7HESE, AYA v 2L AAA ¥FE o183 AAIF AAE Y (macroeconomic
factor model)o] It} of7]A QIAEL FE2HAA 4 I, BPL AFI Ao
2 339 & Jdot. F WA F322+% fundamental factor modelo] Yrt. FEQ
Zt(common factor)E FAE7] A FHATFE, A}, A|R7EXS} AGEFIE 2L 3
ARt ZHEe] Boldt £AHEE o8-8t A MR 302+ SAH AAE F(statistical
factor models)o]th. A7|A], FAE A= (series) ZHE] FSFH AR GAY FAH
FEE FAsLA . ZJEAA AR BFE AHEW, A7 tol] tid k-Ah9)

uTEs

FAEES r; = (r1,-..,m) 8 E W = FFAEIT pol FEA FHo] 2,9 A
33E PR3 ol re RE W ¥EHoE JFE vX e IAHA 5
A feo= (fiyo s frd)TES E Ao JFE ulXE EAAURK(specific factor)

= (1t ) TEY ABAFOT BT £ Yk A7IN me kT Ak WS
9 FEAA Afo)9) BAE Uehle M8 AARY F2E 02T o] EAIHT

rt—[t:ﬁft+€t, (21)

o @
=7

A7IA B = [Bijlexm UAE A E (matrix of factor loadings)olety 211, 2zt
El
<

29 JAAAA fiye P (FSE) ol gt AN FEAR £;9 LS
FAoltt. ¥4, FEUH £+ BE Ao F5HCE TS vXEe 5
2 g a5 AAMElL, A4 fie jRA TEAAE ndth. 35 AR
e FEHToIY. 221 HEYH v FFARAE st 49E & = 1R/W
< Hetlle 53 QAP o), 92 e i0A SHAAE ou|dirt

-

4

Q!
=

N
R

o 4 P

2.2. Fundamental factor model: BARRA factor model

BARRA factor model- > BARRA3Z]ALS] A2}l Bar Rosenbergol] 23] AAlEgle
™ (Grinold} Kahn, 2000) o] ¥P& AXA AR 87} hzd oz e} 8,2
A Apake] 54 A F (specific fundamentals)S T, FARHL S5 2H A7 tolA
2L £ & FATY. 6,2 Al RS 7HAA £ A wet Wit} o] 2y k)
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o AEX S} mAY AR L JAE M BHFA P o), mAle FF AR k7N
ol ZparR o} Zotot FlAR Yol £ 7Hs3 Xk wEbA AlA td uf ARk SR AA
4 (weighted least squares method: WLS)ol| 2J3 £3E 4 k. X+ 234 2
t}.

f=(8"D7'8)7(BTD7'Fy), (2.2)
A7NA 12 HEFAE FJ42E (mean-corrected excess returns)olw, D2 ¢, 9 TF
A Eolt). D G A] Yo ng ol 3] Y A WA dAdAME BREH
2 A3 (ordinary least squares method: OLS)& ARZ3le] Al ¢ ol f,o] on] &
BAE Fotn F AR dANAE BEE A FAHXE Fo7] A e AAF
¥ (generalized least squares method: GLS)E& AlMg-3ske 5 A9 HAd o8 2HAE
F& 4 9ltl. BARRA factor model& ©]-838 w23 748l R¥ o2 industry factor
model®] Ut} o] BHP-L 2 YTl d= FAE 2L AAE 7%

Fie = Binfie + - + Birfre + €any (2.3)
b — 1, ZFat 7} jAEd ol 8 A,
e, a9,

714 By AFWEFEl7] Wi £9 HEHLAFHY FH A v Dttt A
A% fee AA toll M8l 2 Bok(sector)S] £ FF 2R 749 e oln wabA, iHA
AR S AR TA 2 A9 HEl 2R FYsdEY HAE vehdt

2.3. 413 <A} 2§ (Statistical Factor Models)

thiE A £40A 528 FAR F sy AEE 45k Aot AAFez
AlA GRS AHg oy B X7t F71eH] W By oA B4l e A S5
7¥stAl dct ol2gt BAE FEIY] g Ay JHx] W E Jhed $AE dx B2y
ARHEA (factor analysis)oll 7|28 F1 vt AAEAol& M2 AH= 0] Qe HSFE
Arole] BE4et 2 E FA A FFAAE o83t Ay ohiF 7o} (488,
2002).

3. MGARCH 23

MGARCH 289 AR o7 4559 HEA4S 1 BoAM 2¥sigozn 3
TAHETY] 54 FAE A¥E = doke o Jdod, =3 %2 AFFH HLEL s
A Frt. o] Ry LEFLLE AL A4F v (asset allocation)A] FLE F

< %tk MGARCH 23 g 7id 2 42 Tsay (2005), Bauwens % (2006)2}
Zivot 9} Wang (2006)S 422 A3t
k-2 HEledF {r}o f3f thex 22 28 vl

v, = p, +a,. (38.1)
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8 AolA p, = E(ry|Fi_1)& ¢t — IAZ7AY BE R Fy_ 0] TR uf HEj
dE r 8 24F 7Idgtelth =3 a, = (ay, ..., ar) = tAIR A F 4 (shock) T
o] = w] o] A (innovation) ] t}.

a; = ert, (3.2)

714 Hee a9 247 E4-FE24 89 H, = COV(at [Feo1)o]i, H1/2“ kx kg
%A %] 8 d (positive definite matrix)ojth. B3 e+ k x 1HER %4 ZFAE WET
t}.

E(e;) =0, Var{e;) = 1. (3.3)
gutA o2 gy, o thafrls VARMA(vector ARMA) R E 71y 3te oo thst W%
4 B ol AZto)) whE {H,}o) ti3t B H & 9ujsic)

3.1. EWMA (Exponentially Weighted Moving-Average) ¥ 3

o] 2L HA FEAEEY thREo] 2 (unit root) S 7HA L JIThe HL vl
.QE J. P. MorganAL7} 7023 RiskMetrics (1996) o]ty Fy_y = {ay,...,a;—1}7F Fo1 R
A3E asiA 29 F40] ¥ e #EAAE Hthes A Az A
*7}—6»0 i?-‘ﬁ (exponent1a11y weighted moving-average)-& ©]-& 3t} thg3} Zo] &
HEEE 24E + Aok

Ho=1 —)‘t T -1 Z’\J ‘a,_ja)_;, (3.4)

A71A 0 < A < 10|, 7FEA (1 - N 7H/(1 - A-1)9] &2 19]t}. t — cooll m}e}
Mz 00]B 8 o o] & 4 T}

H; = (1 - Nayja;_; + AH;_, (3.5)

A7A a; =y — w0l FEo] 00, Aol HyQl b A1 REE Eatty 7138 %
£ 7+4 2 ¢l(decay factor) ! Aol Tt Ao 7s3lr).

3.2. DVEC(Diagonal VEC) 2§

EWMA B3ollXa; =1-X, by = et & u}, a; +b, = 10] AYSHA GARCHE
] RS 7FR) A 94A) 9tk Bollerslev £ (1988)2 EWMAR HE Qulsdlsie A
A3E NEFEAME AIZE Wl f4% A58 2YE AA S

m &
Ht = A.o + ZAZ O] (at—iag;i) + ZB] ®© Ht—jy (3'6)
i=1 j=1
o] 714 O+ element-by-element multiplication?! &}t}ul=H(Hadamard product)S 2
udti, A% B k x £ AP Eolt. §1¢] EZF-E DVEC(m, s) K& diagonal
VEC(m, s)o]e}i Har}
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3.3. BEKK =3

DVEC E¥A H,2 & Yool ¥4 X (positive definite) FEAF FEL WA3}A)
5% 5 Utk 2% 24 Y ENA vt off-diagonal) B T2 8HA] 7] wj & A
2 O 5479 #AE ed £ gtk ARE A EAE 23 Q) o2 H )
A Engles Kroner (1995)7} BEKK 232 A A3 TH

=AAT + ZA a;_;al_,)AT + Z B,;H,_;BT (3.7)

i=1 Jj=1

o714 At 8H4+2Hg E (lower triangular matrix) o], A; 9} B; = kx k3 ot} 233
oF K B8] Sk Km +5) + k(k + 1)/27] 2B, HebA m se] 27} F 71
AoiA FA s of sk B4 o FA3] S He EAH ) A

3.4. CCC(Constant Conditional Correlation)

2y AL BLE A FRASA Y8 Bollerslev (1990)= AR Ars
A8t webA] FEA ASET) pory = por B AR AdQlo] dAsL A}
ATt o] Az oA B4 Aot EBolER EP o) T Yt
CCCRY-2 -3 Zth

H, = D;RD; = (pi;/hiichsst)
1 1
D, = diag (hfy, ki), R=(py),

714 hiie &% GARCH(univariate GARCH) ol 93 2 83531, R p; =191 ©f
%) (symmetric) %7 x}3 g o]t}

4. AR

o] Aol 7Y thHF AAY AEE o] &3 MGARCH 232 AF Alv|m
A @ty AAE AR FULY, Ak, AAARL, LA, AN, LA
GSZTAMe 718 o]834th k =79 MGARCH 232 A¥ A] 24 240 Ao
g ek weba] FAA QAR Y S %EH AFELE T F 9] = AAE 2T ARA
TE o83t Az k =32 AEE FEIAATY. TEWE FAL B9 7 AT 7ho)
2HFAA o) EATE EMY#%IW% MGARCH 28g HIAA Bt} Anse
TS AN AT 2004 49 195E 2008 39 31Y7HR1 9] AAALE (99370
A ] )oln], EA o= S-Plus®] FinMetrics®} SAS/ETSE AFg-stAth. T3k, 9ol A
2738 QA zsi % industry factor model- S £ EA4R QA2 v} 012]——— Zroluj
Al MSE, MAD$} VaR&A-& £3) n)lz 3] Hoch

o tg B A
i
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4.1. AARY L=

£3 5982 Wl AFE THY FANFES 2IARY F 1008 Fo
IE(H: %)olh. Y AEEE B 8T 2
B AHIZEE 7] Astel $AH AARIAN F4E 2
HolA QA +8 B A FAREL A 1AL
ST RS E 410] Ao, b A3k AR 6% 4FAFEE )
¥ AT # 4 stk £ 24 A} LAY, AABRNYSH LAFAL
99 Al 1§02 hroin7] hgel 3FUA £8 Bk AR Aol o
e AARLe 25 PPoRE FULEHE olg3hy, Aol M
AL olg3te] AAAABDS Ak 23 A A Arke ohe 2ok
fl = 0.2360z; + 0.2221z5 + 0.1581x5 + 0.1855z4 + 0.8023x5 + 0.6294x¢ + 0.5518z7,
fg = 0.7380z; + 0.6976z2 + 0.3708z3 + 0.2085z4 + 0.0997z5 + 0.1939z¢ + 0.1956x7,
fg = 0.32352; + 0.3106x2 + 0.6576x3 + 0.5853z4 + 0.1234z5 + 0.1271z¢ + 0.2025z7,
A ne FUEH, mt ARLY, st AAAA, sot LOAA, asE BHAY,
s A, ook CGSAME Uehith 2 dxtelA Aol &S XSS A
woe w3 WA A A4BATES 208 B 249 £ Uk A BAE U8
W, F A ARk LABATEY £AEL, A ¥4 ARe AAVAFEY 982
| Ae 4~ gloh.

4.2. 2 ANAA A (Granger Causality Test)

413904 243 3749 *%ow— 72 AAmPe Asra). 3749 £E7Y WA

=4e I BRBAFIE Zo) BRIAE B Ys) 27 AREHC) AN F,
2 RS B RASBASE olgsel TAAATRY AHE ST 7 AR 2
2 BRIV EAGE A HIT £ AAG. 1% A 20189 WMEA| A
2 Jou BAE A EA GBS 23T Y-S gt we ANFAF, ARBAF
s} e BAZTe) S8 WEHE] clobd MGARCH =8¢ 2.8A71E Aol chet
Fe o 4 Yok

3. gk GARCHS} MGARCH| A

® 4.2% 7 252959 £YE0) U8l AR(2)-GARCH(1,1)R¥E& g3 aarg}
324 A7851 9 Y MGARCH 23S AgA17 23S A3 Folth. MGARCH 23
AFA] p, = vector AR(2) BFOoZ HIAAY. £ =RolA= HEA 3 233l
27e $32 Jemg po thd Agdse At AR ZIHANAM by, haeot
hy= Ztzt AMIAREZR, LPBAFY ARBUF Fo o gt g%g Ry
T, TENE ARET A A NALGAE e Az REEL A
7HEE ¢ 5 AU

o{:o
rTr
» ml
2
4u
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# 4.1: PCAE 5% Aol i 4 H

Importance of Components
Az 5 1 2 3 4 5 6 7
Al g 0.4788 0.1647 0.1169 0.0868 0.0804 0.0389 0.0335
FA e g 0.4788 0.6435 0.7604 0.8472 0.9276 0.9665 1.0000

£ 4.2: AAEY: s GARCHS} MGARCH 23 #3431
23 A" 29
hi¢ = 0.0758 + 0.1070a? , _; + 0.7896h1 11
GARCH(1,1) | hg = 0.0107 + 0.0548a3 , _, + 0.9297h ;1
hat = 0.0035 + 0.0483a2 , _, + 0.9450h3,: 1
EWMA A = 0.9679

0.2903 0.3177 0.0587 —0.1001
DVEC(L,1) Ay = 0.1269  0.1319 A, =1 01020 0.2385 —0.0655
| —0.0599 —0.0802 ~—0.0011 | 0.0416 0.0027  0.1994

' 0.8756 —0.0723  0.0957 ]

By=| —00531 09312  0.0477

—0.0199  0.0162  0.9670
0.2903 0.3177 0.0587 -0.1001
REKK(1,1) A= 0.1269  0.1319 A; =1 01020 0238 —0.0655
| -0.0599 —0.0802 —0.0011 | 0.0416 0.0027  0.1994

[ 0.8756 —0.0723  0.0957 |

B; = —0.0531 0.9312  0.0477

-0.0199  0.0162  0.9670

hi1,e = 0.0791 + 0.1079a2 ,_, + 0.7853h11 ¢ 1,
(diagonal) a2, = 0.0170 + 0.0545a3 , _; + 0.9190ho2 ¢ -1,
CCC(1,1) h33,t = 0.0041 + 0.0439a3 , | + 0.9476h33:-1,
p12 =0.0812, p13 =0.0891, po3 = 0.3029

4.4. ¥]Z 7|& 23: Industry factor model

23 2 E Y3 2304 AAIFE 12} F ZFof industry factor model- & o] &3}e] th
¥# GARCH 233 MGARCHE# L #3 & MSE, MADS} VaREAS 53| v 3|
B2} $kc}. WA industry factor model& ©]-8-3lo] 3712 QA& 24372 1=} 77)
FoiR 287} ZE Bl e ZALE 22 AA=E 7 A Al A9 Az AAE 5
=2 @ 7 en 2y vug 44 7] JHA SAH ARR B 24 Ao} 2o
A} 1S ALB/AFY £ 9E, AA 2§ 2YFAFY) +AER 287 IA 3L AAH
HFY £AER 7MYtk AAEY FAPEL F 433 2ok 239 AAARAPELY
B & o} industry factor model-& o]-&-3}o] Y-S &4 A Z+ O]Z}E—P_ ohx] Z+ A
F7HE9 SHF #YS ¢ 5 Utk 239 industry factorS 0]83k] oA A
BE Fapoll mpep ;A ARY AR S AXA HHPZ GARCHS} MGARCH 238 A3
AlFen ZEWNE A A7 AP 2YSo] BF F23e ¢ 5 YUt

o fo

ro

£ o

0.
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£ 4.3: B ¥ 2 ¥ (industry factor model)2] 1A} 2] F &
Standardized Scoring Coefficients
a1 A=} 2 ozt 3
=323 0.0000 0.5000 0.0000
Algke3y 0.0000 0.5000 0.0000
AR A A} 0.0000 0.0000 0.5000
LGAA 0.0000 0.0000 0.5000
A AA 0.3583 0.0000 0.0000
oAl 0.3489 0.0000 0.0000
GSAA 0.2928 0.0000 0.0000
E 4.4: MSES} MAD &4 A3}
1F 9=
2y GARCH(1,1) EWMA DVEC BEKK cce
- MSE 7.0232 7.0383 7.0175 6.9869 7.0289
MAD 1.9092 1.9097 1.9082 1.8984 1.9063
. MSE 7.3380 7.4510 7.3879 7.3618 7.3923
HZE Y
MAD 1.9348 1.9431 1.9394 1.9378 1.9400
2F o &
] GARCH(1,1) EWMA DVEC BEKK CcCC
R MSE 4.9230 4.9579 4.9612 4.9356 4.9525
MAD 1.6963 1.7019 1.7059 1.6976 1.7001
N MSE 5.4279 5.4839 5.4619 5.4403 5.4520
MAD 1.7736 1.7825 1.7820 1.7783 1.7785
45 o &
23 GARCH(1,1) EWMA DVEC BEKK cce
R MSE 3.8390 3.8366 3.8350 3.8200 3.8301
MAD 1.5231 1.5148 1.5193 1.5129 1.5159
_ MSE 4.3738 4.4180 4.4069 4.3838 4.3925
MAD 1.6164 1.6197 1.6183 1.6185 1.6153

4.5. MSE$} MADZ 3

ZAA QA2 Y3} industry factor modeld] & FHH Z+ QAAEl thg AP
GARCHS®} MGARCH 23 A% ¥ 1 4&53E vusty] 98] MSESt MADE &%
tgth 13(59), 23(104Y), 43(20¥)E &35 o d&3t g1} AA AARE °
239 MSES} MADE 2A3l9tl ¥ 4.4= MSE$} MADE &A% Aoy o714
AARHE BAZA AR L =3y, v L2 H-L industry factor modelo]T}. MSEB}
MADS| Z7E 2 AAzgel A$ 159 5L BEKKEHY 337 7H3
ol1, 2722] A< Thd® GARCHS 497 2L d2ghe ANAW 479 o= e u}



A4E2E B HFA B4 833

¥ 45: VaR &3 25}

23 GARCH(1,1) EWMA DVEC BEKK CCC
AA23 VaR(%) 3.0277 3.0954 2.5986 2.7957 2.9757
Hl 223 VaR(%) 9.0136 9.5328 8.0993 8.3239 8.6718

3

o

A BEKKZ #o| 71¢ £ ol228g 7t Aoz 20 + U vand
E MSES} MAD3Zto] thsk GARCHY 7$7} MGARCHY] ZA9Hr} &8 AL
Atk WERA QAR P BEKKRE J o] Bl 2ol nisfjA 717 & go] Fria &
31, industry factor model®] ¢ ©H=F GARCH Z97} £2 98-S 712t
T Aok =3, AAF R AAR Y| vw R PR} | F o] o FUh B 4 Ytk

4w lo
R4y 0@ o
e 3o 4>

O

4.6. VaR(Value at Risk) &%

FA % AAXZH 3} industry factor modelol] ¢]3F ¢hHz GARCHS} MGARCH 23
< ¥ 3t7] 93] VaRE& d&313th 017 2At57F 488 9S neslA 4 A4k &
BEH {717 192 3ta 95%AE 204 VaRE SA 3t TEZE| 271 A 719 £
AEE T erR ol AAIE Ao o3 HA3g o, A & 4590 AAF
itk VaRe] &% 27} industry factor modelS ©]-23F thek GARCHSF MGARCHS]
BR7F JAAR G E o] 83 FALHT WEAde] o & ¢ & Aok =3, 22 Axrye
o] A] DVEC(1,1)8] 20| 714 ME Aol 435 ¢ 4 Ut

deHoE, thHF AAEAEY MEEE BYsete A%, veE e H54S 5
Aloll 3128 MGARCH 23 AME 4= ot 3R Wt M7} golA Y B0 F43
F7bol T A o] LA Hrt wetd e M4LE M o AA Gl o)
;| AAA R AASAE B8 N2 A (F, dAWE AA T A3 3 442 AR
MGARCH 20| A3 A0 & o 228 248 ¥ 4+ 9t 380 90

F2EY
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Volatility Analysis for Multivariate Time Series via

Dimension Reduction!

Eugine Song", Moonsun Choi?, 8.Y. Hwang®

Abstract

Multivariate GARCH(MGARCH) has been useful in financial studies and
econometrics for modeling volatilities and correlations between components of
multivariate time series. An obvious drawback lies in that the number of param-
eters increases rapidly with the number of variables involved. This thesis tries to
resolve the problem by using dimension reduction technique. We briefly review
both factor models for dimension reduction and the MGARCH models including
EWMA (Exponentially weighted moving-average model), DVEC(Diagonal VEC
model), BEKK and CCC(Constant conditional correlation model). We create
meaningful portfolios obtained after reducing dimension through statistical factor
models and fundamental factor models and in turn these portfolios are applied to
MGARCH. In addition, we compare portfolios by assessing MSE, MAD{Mean abso-
lute deviation) and VaR(Value at Risk). Various financial time series are analyzed

for illustration.

Keywords: MGARCH; factor model; MSE; MAD.
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