
CHAPTER 14 
FORECASTING VOLATILITY II 

Figure 14.1 Autocorrelograms of the Squared Returns 
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Model: 

Conditional average: 

Conditional variance: 

where: 

is independent and identically distributed with 
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Table 14.1  Descriptive Statistics of  ARCH(1) Process and Standardized Process 

14.1.1  ARCH(1) 
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standardized error process 
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Figure 14.2   
Simulated 
 ARCH(1) 
 Processes   
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Figure 14.3  Autocorrelation Functions of simulated ARCH(1) Process 
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Forecasting with ARCH(1) 
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7 Figure 14.4  Daily SP500 Returns and Autocorrelations of Squared Returns 

14.1.2  ARCH(p) 
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Figure 14.5  Low and High Persistence GARCH(1,1) Processes 

14.1.3  GARCH(1,1) 
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Table 14.2   Descriptive Statistics of Low and High Persistence  
       GARCH(1,1) Processes 
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Figure 14.6  Autocorrelation Functions of Low and High Persistence 
        GARCH(1,1) Processes 
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Table 14.3  SP500 Daily Returns: Estimation of a GARCH(1,1) Model 
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Figure 14.7  Autocorrelation Function of the Standardized Squared Residuals 
                                           from GARCH(1,1) for SP500 Daily Returns  
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Table 14.4  Maximum Likelihood Estimation of ARCH and GARCH Processes 
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Table 14.4  Maximum Likelihood Estimation of ARCH and GARCH Processes 
      (continued) 
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Forecasting with GARCH(1,1) 
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