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ABSTRACT

Financial markets consistently have experienced a stochastic movement in
the negative sides. Methodical calculation of Value at Risk and expected shortfall are
the main business of the risk of investors and investment managers. International
Monetary Fund (2012) distinguishes the stock market classification lists around the
world from economic growth. The organization divided into 3 major groups which are
developed countries, developing countries (emerging markets), and underdeveloped
countries (frontier markets). Emerging markets is the most interesting in the business
because the most emerging market is the large scale and various populations. These
reasons continuously support the demand side from the middle income classes and
economic growth. Asian Development Bank predicts 20% of the world's new middle
class population in the future will come from an Emerging Market. These new middle
class is a key economic variable because they have the purchasing power. This study
investigates a Value at Risk and expected shortfall analysis of the Morgan Stanley
Capital International Index (MSCI) return in case of Asia emerging markets by using

Extreme Value Theory. The method is covered to the Block Maxima method (BM) or
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Generalized Extreme Value Distribution (GEV) and the Peak Over Thresholds
method (POT) or Generalized Pareto Distribution (GPD). Data collection used US
Dollar on daily Morgan Stanley Capital International Emerging Market Index in Asia,
which includes China, India, Indonesia, Malaysia, Philippines, South Korea, Taiwan,
and Thailand over the period of January 1, 2001 through December 31, 2011. An
advantage of the method to manage risk allocation in portfolios is very useful.

The results indicate that the Generalized Extreme Value Distribution (GEV)
estimates Value at Risk as a 0.0514% and 0.0895% by monthly and annual maxima
blocks, respective. Generalized Pareto Distribution (GPD) estimates Value at Risk as
a 0.3054% and expected shortfall is 0.3708%. Although the results from 2 different
methods are quite similar, GPD gives a more accurate result for Value at Risk. Since
GPD is a more modern approach to extreme events and it uses more data for
estimation. It also separates the data estimation of the left and right tailed distribution
to fit the model.



