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Comparing VaR Based on Different Covariance Matrix

CHEN Shou-dong, LI Yi-ting, HU Zheng-yang

(Center for Quantitative Economics of Jilin University , Jilin Changchun 130012)

Abstract: Five ways on comparing covariance matrix are applied to the Shanghai 50 Indexes Stock Exchange,
which are sample covariance matrix, scalar matrix, two-parameter covariance matrix, single index matrix, constant
correlation matrix. We adopt principal components method and Markowitz portfolio method to measure stock
market risk using VaR, getting the effect of measuring market risk. The result shows that sample covariance matrix
and two-parameter covariance matrix could measure market risk more effectively. The VaR of Markwoitz portfolio
method has a great bias from actual loss.

Keywords: Covariance Matrix; Portfolio; VaR
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