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Comparing risk measures

There is no direct measure of risk which makes comparing
alternative risk measures difficult.
How can you tell you have the best measure?
One starting point: a good measure of risk must be useful
to forecast VaR accurately.
Testing VaR forecast performance requires a statistical
framework.
Standard rules: good forecast errors (model against
observed) must (a) be close to zero and (b) have the
smallest MSE.
Complication in risk/volatility measures:

1 volatility is known to have dependencies.
2 Forecast performance differ depending upon the context.

Alternative framework: good risk measures must generate
“optimal portfolios” (measured by Sharpe’s Ratio).
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