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Abstract

Generally, "The biggest risk in the capital market or in a portfolio (capital market, Bank ...) occurs when a
sudden large change occur towards its unfavorable basket. It's essential for financial risk management
knowing the probability that such cases are very rare and estimated its consequences. These values
(Extreme Movement) are located at the tail of the distribution function, and therefore they named
"Extreme Values ".

In this study, we followed the distribution of Iran stock Exchange returns (TEDPIX and Industrial Index)
in two different time periods. We are testing a fat tail in two different time periods. Generalized Extreme
Value Theory (GEV) results show there are fat tails in the distribution function of return for both indices
and for both periods. Finally, the Back testing results for the VaR calculated with this approach show that
the model for \..-day time horizon has better performance than the o-+-day time horizon. We use
Statistics Lopez to compare the performance of these Approach models (GEV); with VaR calculated with
model Riskmetric models with assuming both normal distribution and the t_Distribution for different
confidence levels. We reached to this conclusion that the GEV has better performance, because focuses
on tail distribution function more than others approaches.

Keywords: Tehran Stock Exchange, Fat tail, Risk Management, Value at Risk, Parametric models
approache, Non-Parametric models approache.




