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GARCH models in the perception of financial risks

In our paper we focus on the fall of the stock market in the autumn of 2008 by using econometric methodology. We presume that the technical analysis based on GARCH regression could have indicated the bubble burst at least in the short run as well as the dramatic fall of the exchange rate. We consider the macroeconomic processes vital to such an extent that we could observe how the unfavourable macroeconomic environment has contributed to continuous overrating of exchange rates in the stock market and eventually the burst of the bubble.
In the second chapter of our paper we have created the technical analysis based on GARCH models. By doing so, we attempt to identify the kind of market environment with which the stock market bubble burst in the autumn of 2008 could have been predicted in advance. To investigate the feature of market circumstances we rely on such intuitive risk measures which emerged from the estimated parameters of the GARCH model. In the chapter, we first present the terminology which is absolutely necessary to set up the autoregressive conditional heteroscedasticity model. While examining the characteristic features of financial timelines we will end up in the concept of conditional heteroscedasticity. After familiarizing with the characteristics of financial timelines we can state that the GARCH model could be a suitable tool for our analysis. First of all, we define the base model then we describe the generalized version.
As we would like to highlight the signals of structural breaks in the autumn of 2008 in our technical analysis we wish to react to the conclusions of the regime changing models to some extent by applying the technique of rolling regression. It is evident that we have described the results of our technical analysis with graphs then we will draw the major conclusion that is a technical analysis based on GARCH models could have had the chance to help forecast the fall of the stock market exchange rate.
Meanwhile, as we primarily intend to bear the aspect of professionalism in mind we will reveal the limitations of our analysis as well. In line with this, we complete our paper with an outlook to examine the challenges as well as the limits of econometrics and risk management.



