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Abstract

Since 1998 the BIS allows banks to use their own models, subject to regulatory audit, to
calculate their capital requirements, which provides an incentive for banks to develop reliable
models to measure the market risk. This study compares the performance of alternative
approaches to implement VaR models in terms of their accuracy, conservatism, and efficiency.
The results show that, at the 99 percentile, the historical-simulation model performs relatively
well, yielding good accuracy and efficiency results. The extreme-value technique produces
the most conservative risk estimate. In addition, the required capital calculated from internal
models, using 10days-99™ percentile, are significantly higher than that produced from
standard framework.
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