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Abstract: Considering the multifractal feature of returns on assets and complex structure of dependency be-
tween the returns on a portfolio, this article, adopting Markov switching multifractal (MSM) model to describe
the distribution of one asset and using Copula function to construct the dependency structure, builds a Copula-
MSM model to measure the risk of portfolios. VaR and ES are used to measure portfolio risks, and the portfolio
constituted with the Shanghai Composite Index and the Hengsheng Composite Index combining backtesting
is used to compare empirically the accuracy of VaR and ES estimated according to the three models: Copula-
MSM, Copula-GARCH and Copula-FIGARCH. The result shows that the Copula-MSM model gains the most
accurate VaR and ES compared with the Copula-GARCH and Copula-FIGARCH models, revealing that this

new model can improve the accuracy of risk measurement.
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Table 1 Descriptive statistics of return series
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_ " —50.6310
fEAFE 00002 001661 —0.0042 11.9961
(0.000 1)
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RJG, T H13E4T ARCH LM K56, % 2 45 H TGS R 5 1 B 5 Birfl 10 Fri ARCH RN k5 F
Guit s Al HXT R p-E R BT AILE 1 % 1535 K7 R 46 48 J5 R 15, 1 BH B E 48 HORIHE AR i 50T 10 3 A7
7 ARCH %M. [Kt, Fl GARCH #5847 A L)

e, MAREUT B BAFERKACAL TN 2 73 TERHE HEAT SEUE RS 56, DFAGH R 38 0k 2h 70 W) 7 32 it 7 —
o) 5 P A b 18] PP B A A 2 MR AR G E BE e B ) 5 vk, W BR T R s, R B 5 R IR AR S, R, 1B
F DFA J5 ikt s bk i O 4E A 48 0 o 2857 210 A2 R AE. 1 2 207 %1 Ln(F'(s)) ~ Ln(s) i
R B, KRR AR o, NEF T LA H o BEASET 0.5. i — @it MATLAB #2712 17 1] A3
FAFFEEL o {HoM 0.582 6, THAETE BN o {58 0.541 1, BEMEEUF A o EIFEXAI[0.5, 1] 2 8], iX 15 B
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Fig. 1 Plot of return time series
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Table 2 Testing of ARCH LM for return series

ARCH giit=(1 M) ARCHZ =G M)  ARCHZiiH=(10 Fi)

N 66.328 2 40.374 8 242523
FiFfa s

(0.000) (0.000) (0.000)

s 449.654 5 141.969 7 86.490 3
IEEE T

(0.000) (0.000) (0.000)

7: & HARCH Suit &8 F Goit i, #55 W8 F Gt =1 p-i.

20— 2.0
2.5¢ 1 2.5t
3.0f 1 3.0t
= 350 2 350
g £
E a0l E 40
4.5t 1 45t
-5.0f 1 -5.0f
90 15 20 25 30 35 40 45 50 55 60 30 15 2.0 25 30 35
Ln(s) Ln(s)
(a) FIUFFRE R 2 )7 M2 MRS 56 (b) THAEFR B 25 5 7 41 K ad A2 AR I8

(a) Shanghai index yield series long memory test (b) Hang Seng index yield series long memory test

2 IEHUEERS Ln(F(s)) ~ Ln(s) BEXRE

Fig. 2 Function relation plot of Ln(F'(s)) ~ Ln(s) for index return series

i, P Kantelhard: %529 .4 0 ME-DEA 7775 B L RS SORME A S5 50038 5 FE U0 2 4 TRAHE
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R 9 TSR EORIE 2 SO 28 P P 407 5 B R 3 .
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K 3 yfa sl ¢ 810 Lin(F,(s)) ~ Lin(s) BRECR R K, R g Br)™ X hurst 850 h(q). #& h(q) ¥l
ST q AU, PRI, h(q) BRI g KRB, FPah % 738, IWERTBLE Y h(q) B3 AN
A ] ESR BORE AR 1R B0l e 2R e S AE LR (1 2 0 TEARFALE.

LA U LRI SR AT LUK I, LR R BOME A f8 B0 GaE P IR R I )R R L B SR 3R KA iz £ 73 7
S5 M RUAFAE.

Ln(Fg(s))
Ln(Fy(s))
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(a) LIESREU A FE P 41 2 7 A 6 (b) fEA SR E AT R 5 2 0 T i
(a) Shanghai index yield series multifractal test (b) Hang Seng index yield series multifractal test

3 IBEUEERFS Ln(Fy(s)) ~ Ln(s)R#k R E

Fig. 3 Function relation plot of Ln(F;(s)) ~ Ln(s) for index return series

(R, 35 F B 201 22 4 FERRAE 1) MSM AR RS EAEFR A AME AR SR A s R P S T R A T2
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32 EEhEESHMGT

BT Ul a5 R R A A7 B3R R 51 SRR DL K. Hansen 25RO B 72, 45 & 25 RE B Y () T SRS 5 A
A FERE, SO ik B ME Y GARCH(I, )R B A K AL 128 4E 1) FIGARCH(1, 1, DAE A i 70 %6 Eh s Y,
' GARCH(p, ) AY [1) Rk R

re=Er L]+, (15)

€t = 064, €4 i'iiii'skst(l/,g), (16)
q p

ol =w+ Y el + Y Bioi a7
=1 =1

Horp E [ry |1, VMG BB B 25 HME, of J9IRES 7 £E ¢ — 1 I ZURISRAE 7 22, BRZET e, WPRSLIR 20 A, H.
R E BN v, RSN € 1Rt A
FIGARCH(p, d, q) B R I5 KA

ry=E [Ttut—l] + €4, (18)
€ = 0164, €4 i'ri'vd'skst(l/, €), (19)
$(L) (1= L)"ef =w+ (1= B(L)) pr, 20)

Hrpy =e7 —07,0<d <1, p(L)M 1 — B(L) T H RAEREAE AL 5L, (L) F1 B(L) 733072 p Bir Al g B
i e ST 2 W, BAR R IA Ay
(L) =1—¢1L, 2D
B(L)=1-pBL. (22)
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7= ey TR M t 3 A, SCHIEEUREASHT 1933 ZHEE 73 il 6t MSM #48 . GARCH(1,1)#1 FIGARCH(1,1,1) 4T
ZHUhTE, 2R 3 R, £ MSM BRI & (BB e TSR PIRA 8], 4 k= 1B, B3 80
FAVAT PN TTREAR, BEAE T HUELIIE K, MSM B e 2= (R A5 23 1A LA 2F (R g, Sorh % 1 % 10
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(22 Sl A7 B B PR G, A0 45 R, IR FR B b BUEA 3 AR AL R B AR, fE A Fa % k BUE A 7 B A5

LI AR. Rk, Bk e EUEFRE0r MSMQ)REAY | fE A F8 41 MSM ()AL AT SEAIE 4347

*3 RESKMEITER

Table 3 Parameter estimation for model

MSM b mo o o k InL
N 50.000 0**  1.487 6***  0.936 7***  0.019 2***
TR 44 3 5368.421 4
(0.927 8) (0.000 5) (0.002 8) (0.000 1)
_ N 1.383 2* 1.336 9***  0.023 3***  (.019 6***
THAEFREL 7 5628.788 2
(0.008 0) (0.0004) (0.000 3) (0.0003)
GARCH w e B v S InL
. 0.000 0***  0.069 7**  0.9227**  4.598 2** —0.056 0**
RTIEi=E 0 5341.202 6
(0.000 0) (0.000 4) (0.000 5) (0.274 3) (0.000 5)
_ " 0.000 0***  0.097 5* 0.885 6**  7.070 6*** —0.041 2**
THAEFREL 5591.649 7
(0.000 0) (0.000 5) (0.000 6) (1334 7) (0.000 8)
FIGARCH w ¢ B d v S InL
. 0.000 0***  0.1157* 0.871 4* 0.768 7**  5.0834**  —0.104 9***
ERTEiE 5319.044 1
(0.000 0) (0.0552) (0.021 9) 0.1357) (0361 5) (0.000 1)
_ N 0.000 0***  0.069 0**  0.6527**  0.583 7*** 7.788 3 —0.082 2**
TEAFREL 5548.094 3
(0.000 0) 0.0027) (0.006 2) (0.0076) (1.5109) (0.000 1)

IS ARE bR EZE, o RoRAE 1 % TR, = FoRAE 5% T RE, *FRE 10% FRE.

A WA ()5 3 22 PN RS PR D) 5 2 LT 3 I L S ) R 5 B AR ARt 1 RO 2 R] P 22 . 4
BR[23181 Brooks 25 B 5T, A SC LA 7 IR R r2 A LS 50 14 B AR B8 9 i85 S5 A5 8L S0 GG FE 1 L
BRI, R DAREA S 500 238 5347 1 d, 5.d, 10 d A1 20 d BEARSME SR TN, tiF MSM AL 4
Z BTN 5 v2:, AR A A EE 1, GARCH 1 FIGARCH AR 7 3 F [7] — J5 ik 47 T . (E b mt b, e d%
P34 2 °F- 75 (mean squared error, MSE) 1~ 4 X} 5 2% (Mean absolute error, MAE){E A TR FE 14 4] Wi A
He R4 TR S DRILH TREASN 1d,5d, 10d 120 d FIBE AL Zh T MSE Hl MAE {8, MSE 1 MAE

PRI /IS, U B R RS 35 20 2 ) TN LA B e A 1

Fz 4 ETMSERURBNTUMEER
Table 4 Rolling forecast based on MSE

EFR AL
1d 5d 10d 20d
MSM 6.118e-08  3.712e-07 1.375e-04  6.659¢-04
GARCH 6.237e-08  4.018e-07  1.487e-04  6.748e-04
FIGARCH  6.104e-08 4.431e-07 1.528e-04  6.932e-04
EREERE
1d 5d 10d 20d
MSM 2.164e-08  1.498e-07 1.044e-04  6.758e-04
GARCH 2.642e-08  2.176e-07  1.078e-04  6.833e-04
FIGARCH  2.525e-08  3.042e-07  1.135e-04  6.956e-04

E: MRS AR P iR/ MSE 5.

%5 ET MAE WRSHTFNLGER

Table 5 Rolling forecast based on MAE

TR
1d 5d 10d 20d
MSM 1.483e-04  3.773e-04  0.011  0.022
GARCH 1.566e-04  4.106e-04 0.012  0.026
FIGARCH 1.468e-04 4.604e-04 0.014 0.054
1B R
1d 5d 10d 20d
MSM 1.154e-04  2.765e-04 0.010  0.021
GARCH 1.236e-04  3.527¢-04  0.011  0.027
FIGARCH  1.168e-04  3.649e-04 0.143  0.032

i AR ERE S PR/ MAE {H.

2T TR, SO O B E B b B R RSl R
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MSZIESE AT DU Y, EAIEFR ZORfE A 45 50 MSM B8 Fr e b2 ¥ MSE {Ef1 MAE {83/ F GARCH #
Y, X — 25 BT 4 SRR R A SR T DX [R) #R  57. IX 32 B MSM R AH b GARCH A5 2 %o 38 51 2% f T
DA 22 B /)N, R B B . 10 AN MISM A5 78 T FIGARCH #5784 (6 b iR ml DU HY, 76 _EAEFR BOREA 4h 1 d i
H, FIGARCH #: %! () MSE A1 MAEAE A, RIS T FuEFa 807 51 A4S 1 i 3h ZE 1itill, FIGARCH #52Y
HA RN, Rtz ob, 752 Ah 2 509 30 R W0 0 be g b, AR 35 MSM B RLAS (1) 9% 3 R TN 5 B 5k
W BhZ A B /N 2 5. B MSM BAYAH b FIGARCH B2 78 4 9 7500 b B AR v B B A 34, (HAE K3
TR b i 2 B0 55 3 TR AR

SR 5, 12 F MSM A5 8L 15 H 1 9% 2 28 Tl B 5 350 SI2 0% 2) 28 22 [A) 1 22 7 B /1N, MISML #5575 3% )
RPN b R R BT AR. 1T T U B0 R T RO A R AR KRR B b ke o KU B R A A, TR UL, A
b GARCH #5A F1 FIGARCH B4, iz ] MSM #5884 6} 5% 7 % 2 22 S A5 B 0 B - b 40L& 55 7= W 2t 1) 32 ¢ 4y
i, G T SR KR =
3.3  Copula RS H &

iz FHl Copula bR %% & 0% 77 41 & R B, N X5 BT 3% 020 2% 0 A 10 3& PR B AT VR Al SO g K-
S(Kolmogorov-Smirnov)f 36 77 1 X 1 4 43 A5 AT L& A 56, B ok, KR4 1 MSM, GARCH #1 FI-
GARCH #8250 145 AR Y (AR E A AR 22 7 415 Lok, AR 22 e 91 64T R 2R AR 40 e 46 A 1l 16 7 471, ke
T A 362 397 15 12 15 IR M ST. [7) 40 A R0, D310 4. 32 6 F ) H AN 0, BRIk 5 0 B A5 /K M %2
FEAR 53 A0 5 B 4340 A8 R SR AR 1, K-S Giit & SO R p (B3R B = AMBEALAE 95 % (1 B E7KF N &b
T K-S A5, BIAS 5 1 51 IR A0, 1)IE5T 50 A5, 185 A8 5 (5% 22 1 1 58 38 21 43 Ak 56 )5, i BDS
56 W7 e B (R B ST A, AR R BUANAEAE AR S, B 212 07 1. K-S K236 A1 BDS #2363 B, 4l MSM.
GARCH H1 FIGARCH 528415 21 (1) 2% A1 320 2 53 A, 1EXF I 7 S ABURE 2887 03 S e A8 4 J, 1 71320 JIR A IRSE [] 43
A0, DIEI oA, R, 1X = AR AR AT DL G M AR i i ORME A F8 B0 28 2 5 41 1) 2 AR 210 A

®6 WESHUAK-SKEK
Table 6 Testing of K-S for marginal distribution fitting

H K-S 4it= p-1H
MSM TiFE 0 0.0149 0.778 7
IEEEE 0 0.0144 0.8151
iFfE 0 0.024 1 0.207 2
GARCH EREEE =R 0 0.027 7 0.100 8
T =E 44 0 0.0255 0.158 2
FIGARCH THAEFREL 0 0.0233 0.240 6

W WE 22 AR 2 2 ¥ J5 R8T P B1UAE 9 Copula BRI i N E, FE4E FHHREX/F L Vine Copula i 240, 3
ok HE 5 2% A T Copula BREL, 437 N IEZ Copula, t-Copula, Gumbel Copula, Clayton Copula LA
J Frank Copula, fitt FLAANFJE X —J¢ Copula BEHIZHL. 3R 7 BTSSR AT LUKIL, Toidik # ik
2047, t-Copula BRI EUAR bR BB 5K, WiBH t-Copula pRIERE 5847 (0 Z1 bk i v 5508 A2 i T 2 8] 1
FHAKZE .

FE SR Hh [RIFE AT AR I t-Copula B8 200 5% 7= 20 A FE AR K 285 1 R R A SO BBURK, RE B 10 A ()i 42
B AR AR DASR R A I RE AR A ROR. TR Bk, FTR#i2 A t-Copula BA%045 & MSM. GARCH F1 FIGARCH #
RUEAT UK P
34 BERKESHEELER

VaR 1 ES #& 2 7{ iz i)z 1T KRN R TR, AT TAS S A5 A 1 XU FE & 2R 38 H Copula R
# 45 MSM. GARCH Ml FIGARCH R HEAT A A SN A5 20 U0 9 VaR R ES {H, vl N iR %, &
PER BN DA HEAT, BE R A A W B0 S 30 22 UK 0] 55— 5 500, 328 BB 91 #8 BBOR1 15 AR 48 B0k B 5%

3 BLARALEE 17 Fh Copula BEL, H1F e t-Copula SR 18, AT IR, SCRAXFH S Bl 32 Copula MBI THEE .
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P, BB A A R IBCE & 4 0.5, ELEE R SO BORS B AR M S EUN T E N 1R 2 4,
I, 32 t- Copula BEEE A = MBS FEA S 500 d [ VaR #1ES (BTl 1F, FEAAGTHH 9 1933, BIRS)
I ) &0 %5 9 1 933, 1z SR RIS A, B EAE 9 10 000 7%, W] LA 3 =AM S 500 4 VaR
1 ES Al iHE. M5 Basel IT Wp3, FT AT 4 Bl LAA HI L 12 06 XGRS U 2L FF) ERF P4 A (B AGE 36, R B 1A 4 ) JRUIG:
JEEREBE, 6 VaR (1[I 7770 $ Kupiec #6565, BS [ B 30E R D(«) Fiit &, fings Rk 8 Ak 9
Fi7R.

#&7 Copula RBHISHEITER

Table 7 Parameter estimation for copula function

N-C T-C Gumbel C Clayton C Frank C
MSM E 0.507 9 0.560 6 19.101 3 1.563 6 0.6127 4399 4
LnL 286.893 6 570.224 4 262.680 4 184.8329 301.377 6
GARCH S 0.5109 0.516 8 12.409 3 1.458 2 0.759 9 3.4932
LnL 2924776 516.353 4 260.865 3 243.2339 268.299 5
4 .502 . 12. 1.43 72 407 1
—a # 0.502'5 0.505312.3575 78 0.7257 3.407
LnL 281.5252 500.398 8 250.917 3 229.988 4 260.816 7

#E: C 24 Copula FIf##F, N-C &R IEZS Copula, T-C 71 t-Copula, LnL Z&7- 5 $U IR E. t-Copula b8 00 R K]
PINZE IS p Ao, HLARER EARREAT T B R B B8 B HUME.

* 8 4yt 1 Kupiec fr 5 i) LR St vh &8 LA KO N p-, b LR 8B/ R BB, -1 I AH .
a=0.01,a=0.05 a=0.17 32K VaR SN 73 A b (IARAEAE IS, 7341 0 — AB0XURS: 5 AL AR FS Al S 14
JSHRFAE, 430 () — M XU {5 EL. A LR Al p-fEi K%, Copula-FIGARCH #5284 7E 1 % HI7KF R4 T 5 AR %,
Copula-GARCH H1 Copula-MSM # R LE &3 A7 HOK-F- T 3385 T Kupiee f4%, M H Copula-MSM #2744
(2RI 4 KB AR, RIARHE Copula-MSM A5 24 TR0 ) VaR {H 58 g 3052 S il 17 3 I KUBS AR 5. R, A\ Kupiec
for Be (5 S v 43, 2T Copula-MSM 2 8 [1) VaR 7E T 3 I L Copula-GARCH A Copula-FIGARCH #5
RUEEALL.

% 8 Kupiec LRIOIGZER
Table 8 Testing results of LR for Kupiec

a=0.01 a=0.05 a=0.1
LR p-fH LR p-1H LR p-fE
Copula-MSM 1.1376 0.283 6 09921 03192 0.0879  0.766 9
Copula-GARCH 15383 0.2149 1.6469  0.199 4 0.5729  0.449 1
Copula-FIGARCH ~ 10.9940  9.140 8e-04 14130 02346 03643 05461

RO T =AML 1%, 5%, 10 % 73 A BUKF R ES [31 4G 5645 5.

&9 ES EMEILER
Table 9 Backtesting results for ES

a=0.01 D (o) Dy () D(a)
Copula-MSM —0.000 8 —0.001 6 0.001 2
Copula-GARCH 0.003 3 —2.066 9e-04 0.001 8
Copula-FIGARCH —0.002 4 —0.009 9 0.006 2
o = 0.05 D (o) Dy () D(a)
Copula-MSM 0.000 2 0.0010 0.000 6
Copula-GARCH —0.005 2 —0.002 0 0.003 6
Copula-FIGARCH —0.005 5 0.008 6 0.007 0
a=0.1 D (o) D (o) D(e)
Copula-MSM —4.288 5e-04 4.852 7e-04 4.570 6e-04
Copula-GARCH —7.045 7e-04 —5.962 7e-04 6.504 2e-04
Copula-FIGARCH —0.004 5 0.005 4 0.004 9

tH D(a)Git EARK RS AT, D (o) AE 8N R BB AL ES Al THBORS . th Rl 15, £ =44
5] 53 AL HOK P R AR HE Copula-MSM A5 2 fir 45 (1) D () {f#5)/N T Copula-GARCH #1 Copula-FIGARCH #i %Y,
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[ Copula-GARCH # %4 AT 5] D () {31/ T Copula-FIGARCH #£%4, #iff 7t 45 H % B Copula-MSM 74
X ES T AR B 5y Ab AN RS ST AN, BE R S B XU, IR Bt — P B0IE | Copula-MSM BT 75 & &
JRE S A 77 THT R I 34

g% AT, H AT VaR F1 ES B AR X B RIS 56 25 SRR, 76 1%, 5% M 10 % = AN i BUKF R,
Copula-MSM F5 74 [ L B T Copula-GARCH #1 Copula-FIGARCH %4, 7£ VaR A1 ES it 45 5 &1
TOINAE B2, BB 0 B S b B B T 37 () KU R VAL

4 ZRIE

Copula R % DA 7E Z1 18 AH 5% 14 J i) 3 3R 3 22 A8 B 6 4 A1 J7 T B ARBR PR e )3z B T 38 P2 4 A X
W 1 . B B P B AT AR ARG JE R L B B RN 2 43 TR SRR, 12 I MSML B B 56 % 7= i 2
N2 A A5, # % Copula-MSM 7Y DLRE 8 5% 7= 4 A (W AR, S B i@ ik MSE Ml MAE A L3 MSM
5 GARCH.FIGARCH HAILEREAS 1d.5d. 10 d F1 20 d AR RS B, Hvk DL _EAIEFe Bofn 16 4= Fe %
SR A R PR AL, IR S RIS BE AL 1 Copula-MSM R (] VaR 1 ES {#, 3852 (5] I 46 56 -t
HRE AR X6 i G 2. A 7 45 SR 3R B MISML 52 Y P 45 114 U5 ) 26 TIUIIMEL 5 350 SIS 3 26 2 T 1) i 22 B /0, G 2 B
7, [FF, Copula-MSM #22. Copula-GARCH. Copula-FIGARCH F£ 7! %} VaR il ES #7485 AL A5 11 R85
T2 T2 MSM A5 38 i 475 2 A/ 1 U8 BN AN (] IRF [0 e B2 P45 J20 A 220 1) % 7= WAL 2 114) 22 73 T AR AIE, DA T B8 A Aff
AR T 3 F LR BN, TIN5 7 I B 2. AR A G XU B R, RS FE B R AR ER YT, T BN R B R A A
Iy ARG FEE B PRI A O DR 3R, S0 38 50 23 ) A 220 L O 2 8] WG 2 PR 5. TR, 7 DX B 6 2 R B P i i
(12 43 TR ARFAE, @73 T 2 5 IR 3 = 26 AR A AL e i 32 58 P26 I AR BE ek B, Ili s 2 5 #0F
il KB HE it 2%
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