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Abstract

As the ordinary risk management technique used by financial institutions, VaR
can’t prevent extreme downside risk. When the market falls on a large scale, the VaR
method will badly underestimate the risk of portfolio. Differing from VaR method for
measuring the daily risk, the Stress testing measures the most disadvantageous
influence on the portfolio when some specific risks occur. Therefore, the Stress testing
can make up the insufficiency of VaR.

This dissertation introduces a framework of Stress testing method basing on the
existing literatures. Furthermore, empirical analyses are employed. Two aspects are
focused on as follows:

On one hand, I claim that the Stress testing method play a similarly vital role as
VaR method for risk management. Furthermore, I introduce the recent development
and procedure of Stress testing, especially the models and estimation methods.

On the other hand, the Stress testing method is applied to the securities market in
China.

Firstly, I employ the BM model to test the Shanghai stock exchange composite
index. The empirical results show that Shanghai stock market exists high peaks and
fat-tails, and the data do not follow iid process. It implies that extreme index should be
applied to revise the model. Furthermore, the back-test of full sample data by LR
statistic can make the conclusions: the BM model is invalid in estimating VaR, but
valid for Stress testing.

Finally, I employ the Kupiec model to test the portfolio composite of shanghai

stock exchange composite index and bond index. The empirical results show that

SressVaR(95) can withstand all stress events, and behave better than E(SressVaR)

when it comes to stress events presentation, and the zero-out stress VaR behaves worst.

The empirical results are consistent with the existing literatures.
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