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Value-at-Risk assessment for a year with war and interest rate hikes 

The financial industry uses value-at-risk models for many different 
purposes. It is commonly used for measurement of capital, fund exposures, 
and limiting trading risk. Backtesting analysis show the  (non)performance 
of the various models during the last years. We show stylised facts of three 
different models, for holdings of stocks and bonds. 

(NOTE! that this is a follow-up on a previous post with the same assets but 
different time window.) 

UPDATE: Benchmarking three models for a 
Future Contract on OMXS30 

Comparing theoretical PnL with VaR prognosis over 500 bus.days 2021-01-
01 to 2023-01-01 

Model: UW Historical Sim - Rolling window: 250 days - Conf level: 99% VaR 
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Model: Filtered Hist Sim - Vol-time-decay: 0,97 - Rolling window: 250 days - Conf level: 99% VaR 

 

 

 

 

 

 

 

 

 

 

Model: DG Analytical - Covar-time-decay: 0,97 - Rolling window: 250 days - Conf level: 99% VaR 
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UPDATE: Benchmarking three models for 
SEK Mortg Bond (Swedhyp193) 

Comparing theoretical PnL with VaR prognosis over 500 bus.days 2021-01-
01 to 2023-01-01 

Model: UW Historical Sim - Rolling window: 250 days - Conf level: 99% VaR 

Model: Filtered Hist Sim - Vol-time-decay: 0,97 - Rolling window: 250 days - Conf level: 99% VaR 
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Model: DG Analytical - Covar-time-decay: 0,97 - Rolling window: 250 days - Conf level: 99% VaR 

Results and discussion 

The analysis performed in this text assesses the risk of two different positions using three 

different Value-at-Risk (VaR) models: Filtered Historical Simulation, Unweighted Historical 

Simulation, and Standard VaR. The results show that the Filtered Historical Simulation is the only 

model that passed statistical tests for the number of exceptions and clustering independence. 

In the case of the equity index future position, the Unweighted Historical Simulation model 

performed well as it showed fewer VaR breaches than expected (3 out of 500 days) during a 

period of high volatility. Specifically, the expected number of breaches at a 99% confidence level 

was around 5, and the actual number of breaches was 3, which indicates that the model is well 

calibrated for this position in this specific time frame. However, the credit risky mortgage bond 

position had a large number of VaR breaches (24) during the same period, which was much higher 

than expected.  

The expected number of breaches at the same confidence level is around 5, and the test statistic 

bounds would be 1 to 9 breaches. This indicates that the model is not well calibrated for this 

position and this time frame. The analysis also suggests that interest rates and credit spreads 

have become volatile and that this is prior to  

war in Ukraine. 

It can be concluded that VaR is a valuable tool for measuring risk, but it should be used with 

caution. VaR model should be properly calibrated and evaluated during times of stress. One 

should remember that VaR is a statistical measure and not a definite prediction of future events, 
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and it can provide a speed gauge of risk taking, to evaluate the potential loss in different 

scenarios but it should not be solely relied on as it can't predict the next black swan event. 
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Our company 
Founded in 1994 with the mission of creating innovative software for quantitative financial 

analysis. 

Well established in northern Europe, Algorithmica has an extensive client list including top tier 

financial institutions.Algorithmica successfully combines leading edge competence in 

quantitative finance and software development. We are committed to academic work on all 

levels, and actively sponsor research, student activities and courses in quantitative finance. 




