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ABSTRACT

In financial market, there are many approaches to evaluate the Value at Risk
of the asset return, such as Variance-covariance, Historical simulation, Extreme Value
Theory. The asset price return has fluctuated all the time depending on the extreme
events namely Stock prices, Derivative prices, Commodity prices, etc. Most asset
prices are not usually a normal return distribution. They are quite a tailed-distribution
of return. Since, Variance-covariance and Historical simulation fail to fit a tail
distribution. Therefore, Extreme Value Theory is the right method for analysis of
Value at Risk of assets because it can overcome this problem.

The most interesting commaodity asset in this decade is gold, because gold
prices have been increasing continuously. Demand for gold widely used as a wealth
asset, speculation for investors, a reserve asset for governments is much more than
that of other commaodities.

This study investigates a Value at Risk Analysis of Gold Price Returns Using
Extreme Value Theory. The method is covered to the Block Maxima method (BM) or
Generalized Extreme Value Distribution (GEV) and the Peak Over Thresholds
method (POT) or Generalized Pareto Distribution (GPD). This study uses a daily gold



Price index in US dollar over the period of January 1, 1985 to August 31, 2011. The
advantage of this method to manage risk allocation in portfolios is very useful.

The results show that the Generalized Extreme Value Distribution (GEV)
estimates Value at Risk as a 3.02% and the Generalized Pareto Distribution (GPD)
estimates Value at Risk as a 4.02% and Expected Shortfall is 4.80%. Although the
results from 2 different methods are quite similar, GPD gives a more accurate result
for Value at Risk. Since GPD is a more modern approach to extreme events and it
uses more data for estimation. It also separates the data estimation of the left and right

tailed distribution to fit the model.
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