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Abstract 

Financial markets are characterized by uncertainty, volatility clustering, heavy-tailed return distributions, and 
complex dependence structures, posing significant challenges for effective risk measurement and management. 
Traditional risk assessment approaches based on variance and linear correlation often fail to capture extreme 
losses and systemic risk, particularly during periods of market stress. This paper proposes a comprehensive 
mathematical framework for financial risk analysis that integrates stochastic return modeling, time-varying 
volatility dynamics, copula-based dependence structures, and coherent risk measures. 
Asset returns are modeled as stochastic processes with conditional Non-constant variance using GARCH-type 
models to account for volatility persistence. Dependence among financial assets is captured through copula 
functions, enabling flexible modeling of nonlinear and tail dependence beyond conventional correlation 
measures. Financial risk is quantified using Value at Risk and Conditional Value at Risk, with emphasis on 
CVaR due to its coherence and effectiveness in assessing extreme downside risk. Portfolio optimization is 
formulated as a convex mean–CVaR optimization problem, providing robust asset allocations under risk 
constraints. Monte Carlo simulation and stress testing are employed to evaluate portfolio performance under 
adverse market scenarios. 
The proposed framework offers a unified and mathematically rigorous approach to financial risk analysis, with 
practical relevance for portfolio management, risk control, and regulatory applications in complex and volatile 
financial environments. 
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1. Introduction 
Financial markets are inherently uncertain, driven by complex interactions among economic fundamentals, 
investor behavior, institutional structures, and global events. This uncertainty gives rise to financial risk, defined 
broadly as the possibility of losses arising from adverse movements in market variables such as asset prices, 
interest rates, exchange rates, and credit conditions. The accurate measurement and management of financial 
risk are therefore central to decision-making in investment management, banking, insurance, and financial 
regulation. 
Over the past several decades, the rapid growth of financial markets, the proliferation of derivative instruments, 
and increased market integration have significantly amplified the scale and complexity of financial risk 
exposure. Episodes such as the global financial crisis of 2008 and subsequent market disruptions have 
highlighted the limitations of simplistic risk measures and underscored the need for mathematically rigorous, 
empirically robust frameworks for risk analysis (Danielsson et al., 2016). 
1.1 Evolution of Quantitative Risk Analysis 
The mathematical treatment of financial risk can be traced back to the development of modern portfolio theory 
by Markowitz (1952), who formalized risk as the variance of portfolio returns and demonstrated the benefits of 
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diversification. This seminal work introduced optimization techniques into finance and established a 
quantitative foundation for balancing expected return against risk. 
While the mean–variance paradigm remains influential, subsequent empirical research has revealed that 
financial return distributions deviate substantially from the assumptions of normality and constant variance. 
Stylized facts such as volatility clustering, heavy tails, skewness, and leverage effects have been widely 
documented across asset classes and markets (Cont, 2001). These empirical realities challenge traditional 
models and motivate the adoption of more advanced mathematical tools. 
1.2 Regulatory and Practical Motivation 
From a regulatory perspective, financial risk measurement plays a crucial role in determining capital adequacy 
and systemic stability. Risk measures such as Value at Risk (VaR) gained prominence in the 1990s and were 
incorporated into international regulatory standards, including the Basel Accords. VaR provides a probabilistic 
estimate of potential losses over a given time horizon at a specified confidence level and became a benchmark 
for internal risk management and regulatory reporting (Jorion, 2007). 
However, the widespread reliance on VaR exposed significant conceptual and practical weaknesses. The 
inability of VaR to capture the severity of extreme losses and its failure to satisfy subadditivity raised serious 
concerns, particularly during periods of market stress. These shortcomings were starkly evident during the 
global financial crisis, when losses far exceeded VaR estimates, prompting calls for more coherent and 
conservative risk measures (Artzner et al., 1999). 
In response, regulatory frameworks have increasingly shifted toward Expected Shortfall (ES), also known as 
Conditional Value at Risk (CVaR), which measures the expected loss in the tail of the loss distribution. The 
adoption of ES in Basel III reflects a broader recognition of the importance of tail risk and extreme events in 
financial systems (Embrechts, McNeil, & Straumann, 2002). 
1.3 Mathematical Challenges in Financial Risk Modeling 
Despite significant advances, financial risk modeling remains mathematically challenging. One major difficulty 
lies in accurately modeling the dynamic nature of volatility. Financial time series exhibit persistent volatility 
clustering, rendering constant-variance models inadequate. To address this, conditional heteroskedasticity 
models such as ARCH and GARCH have been developed and extensively applied in risk forecasting (Engle, 
1982; Bollerslev, 1986). 
Another challenge concerns the modeling of dependence structures among financial assets. Linear correlation 
measures fail to capture nonlinear and tail dependencies, particularly during market crises when diversification 
benefits tend to vanish. Copula theory has emerged as a powerful mathematical framework for modeling 
complex dependence structures independently of marginal distributions, offering improved insights into joint 
extreme risks (Embrechts, Lindskog, & McNeil, 2003). 
Furthermore, the presence of heavy-tailed return distributions necessitates the use of alternative probability 
models and extreme value theory to accurately estimate tail risk. Traditional Gaussian assumptions often 
underestimate the likelihood and magnitude of extreme losses, leading to systematic underestimation of risk 
(Mandelbrot, 1963; McNeil & Frey, 2000). 
1.4 Need for an Integrated Mathematical Framework 
Existing approaches to financial risk analysis often focus on isolated components, such as volatility modeling, 
risk measurement, or portfolio optimization, without fully integrating these elements into a unified mathematical 
framework. As a result, risk estimates may lack coherence across different dimensions of market, credit, and 
systemic risk. 
Recent literature emphasizes the need for comprehensive frameworks that combine coherent risk measures, 
stochastic volatility models, dependence structures, and optimization techniques. Such integrated approaches 
are better suited to capturing the multifaceted nature of financial risk and provide more reliable guidance for 
both practitioners and policymakers (Alexander & Baptista, 2004). 
1.5 Objectives and Contributions of the Study 
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Motivated by these challenges, the present study aims to develop a comprehensive mathematical framework for 
financial risk analysis. The key objectives of this paper are: 

1. To formalize financial risk using probabilistic and stochastic models grounded in rigorous mathematical 
theory. 

2. To analyze and compare classical and coherent risk measures, with particular emphasis on Value at Risk 
and Conditional Value at Risk. 

3. To incorporate time-varying volatility through stochastic and GARCH-type models for improved risk 
forecasting. 

4. To address dependence and systemic risk using copula-based modeling techniques. 
5. To provide a unified optimization framework that supports informed risk-aware decision-making. 

The contribution of this study lies in synthesizing established mathematical tools into a coherent and extensible 
framework that enhances both theoretical understanding and practical applicability of financial risk analysis. 
1.6 Organization of the Paper 
The remainder of this paper is organized as follows. Section 2 reviews the relevant literature on financial risk 
measures, volatility modeling, dependence structures, and optimization techniques. Section 3 presents the 
mathematical framework and methodology. Section 4 discusses model implementation and illustrative 
applications. Section 5 provides discussion and implications, and Section 6 concludes with directions for future 
research. 
2. Relevant Literature on Financial Risk Modeling 
2.1 Financial Risk Measures 
The measurement of financial risk has evolved significantly over time, reflecting both theoretical advances and 
practical demands in financial markets. Early approaches focused primarily on variance and standard deviation 
as measures of risk, consistent with the mean–variance framework introduced by Markowitz (1952). While 
variance provides a mathematically tractable measure of dispersion, it treats positive and negative deviations 
from the mean symmetrically and therefore fails to capture downside risk, which is of primary concern to 
investors and regulators. 
The limitations of variance-based measures led to the development of quantile-based risk measures, most 
notably Value at Risk (VaR). VaR gained widespread acceptance due to its intuitive interpretation and ease of 
communication. Jorion (2007) defines VaR as the maximum potential loss over a specified time horizon at a 
given confidence level under normal market conditions. VaR has been extensively applied in banking, asset 
management, and regulatory frameworks, particularly under the Basel Accords. 
Despite its popularity, VaR has been subject to extensive criticism in the academic literature. Artzner et al. 
(1999) demonstrated that VaR does not satisfy the subadditivity axiom, implying that it is not a coherent risk 
measure. This property undermines the theoretical justification for diversification benefits and raises concerns 
about VaR’s suitability for portfolio and systemic risk assessment. Moreover, VaR provides no information 
about the magnitude of losses beyond the quantile threshold, making it insensitive to extreme tail events. 
To address these deficiencies, Conditional Value at Risk (CVaR), also known as Expected Shortfall (ES), was 
introduced as an alternative tail-risk measure. CVaR measures the expected loss given that losses exceed the 
VaR level and has been shown to satisfy all axioms of coherent risk measures (Rockafellar & Uryasev, 2000). 
Empirical studies consistently demonstrate that CVaR provides a more accurate representation of downside risk, 
particularly in markets characterized by heavy-tailed return distributions and extreme volatility (Embrechts, 
McNeil, & Straumann, 2002). As a result, Expected Shortfall has replaced VaR as the primary regulatory risk 
measure under the Basel III framework. 
2.2 Volatility Modeling and Time-Varying Risk 
Volatility plays a central role in financial risk estimation, as it directly influences the dispersion and tail behavior 
of asset returns. Empirical evidence shows that financial time series exhibit volatility clustering, whereby 



International Journal of Scientific Research and Engineering Development-– Volume 9 Issue 1, Jan-Feb 2026   
               Available at www.ijsred.com                              

ISSN: 2581-7175                                      ©IJSRED: All Rights are Reserved                                        Page 1847 

periods of high volatility tend to be followed by high volatility and vice versa. This stylized fact cannot be 
captured by constant-variance models, necessitating dynamic volatility frameworks. 
Engle (1982) introduced the Autoregressive Conditional Heteroskedasticity (ARCH) model, which allows 
conditional variance to depend on past squared innovations. Bollerslev (1986) generalized this framework 
through the Generalized ARCH (GARCH) model, enabling volatility persistence over time. GARCH-type 
models have become standard tools in financial risk management due to their ability to capture time-varying 
volatility and improve risk forecasts. 
Numerous studies have shown that incorporating GARCH-based volatility estimates significantly enhances the 
accuracy of VaR and CVaR forecasts (Christoffersen, 2012). Extensions such as EGARCH, TGARCH, and 
GJR-GARCH further allow asymmetric responses to positive and negative shocks, capturing the leverage effect 
commonly observed in equity markets. 
Beyond GARCH, stochastic volatility models introduce latent volatility processes driven by stochastic 
differential equations, offering greater flexibility at the cost of increased computational complexity. These 
models are particularly effective in capturing long-memory volatility dynamics and have been widely applied 
in option pricing and market risk assessment. 
2.3 Dependence Structures and Copula Models 
Traditional portfolio risk models rely heavily on linear correlation to describe dependence among assets. 
However, empirical studies reveal that correlations tend to increase during market downturns, reducing 
diversification benefits when they are most needed. Linear correlation measures fail to capture nonlinear and 
tail dependencies, particularly during extreme market events. 
Copula theory provides a mathematically rigorous framework for modeling dependence structures 
independently of marginal distributions. Sklar’s theorem establishes that any multivariate distribution can be 
decomposed into marginal distributions and a copula function. Embrechts, Lindskog, and McNeil (2003) 
emphasized the importance of tail dependence in financial risk management and demonstrated that copula-based 
models outperform correlation-based approaches in capturing joint extreme losses. 
Copulas have been extensively applied in credit risk modeling, systemic risk analysis, and portfolio stress 
testing. Gaussian copulas, while computationally convenient, fail to capture tail dependence, leading to 
underestimation of joint extreme risk. In contrast, Archimedean copulas such as Clayton and Gumbel, as well 
as Student-t copulas, explicitly model tail dependence and provide more realistic representations of financial 
contagion. 
2.4 Heavy-Tailed Distributions and Extreme Value Theory 
A growing body of literature documents that asset returns exhibit heavy tails and excess kurtosis, invalidating 
normal distribution assumptions commonly used in classical risk models. Mandelbrot (1963) was among the 
first to propose stable Paretian distributions to describe speculative price movements. Subsequent studies have 
employed Student-t, generalized hyperbolic, and Lévy distributions to better capture empirical return behavior. 
Extreme Value Theory (EVT) provides a mathematical framework for modeling the tails of return distributions 
by focusing on extreme observations. McNeil and Frey (2000) demonstrated that EVT-based approaches 
significantly improve the estimation of extreme quantiles and tail expectations, making them particularly 
suitable for stress testing and systemic risk analysis. EVT has been widely integrated with GARCH models to 
account for both time-varying volatility and tail risk. 
2.5 Optimization Techniques under Risk Constraints 
Portfolio optimization has evolved beyond mean–variance analysis to incorporate downside risk measures 
directly. While mean–variance optimization remains analytically convenient, it is highly sensitive to estimation 
errors and fails to address tail risk adequately. 
Rockafellar and Uryasev (2000) showed that CVaR minimization can be formulated as a convex optimization 
problem, making it computationally efficient and scalable. Empirical comparisons indicate that CVaR-based 
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portfolios exhibit superior downside protection during market downturns relative to mean–variance portfolios 
(Alexander & Baptista, 2004). 
Robust optimization techniques further address parameter uncertainty by considering worst-case scenarios 
within predefined uncertainty sets. These approaches enhance portfolio stability and resilience under model 
misspecification. More recently, machine learning and data-driven optimization methods have been explored to 
capture nonlinear relationships and improve forecasting accuracy, though concerns remain regarding 
interpretability and model risk (Gu, Kelly, & Xiu, 2020). 
2.6 Synthesis and Research Gaps 
The literature highlights significant progress in financial risk modeling, yet several challenges persist. Existing 
models often focus on individual aspects of risk—such as volatility, dependence, or tail behavior—without 
integrating them into a unified framework. Additionally, the trade-off between mathematical rigor, empirical 
realism, and computational feasibility remains unresolved. These gaps motivate the development of integrated 
mathematical frameworks that combine coherent risk measures, stochastic volatility models, dependence 
structures, and optimization techniques for comprehensive financial risk analysis. 
3. Mathematical Framework and Methodology 
3.1 Conceptual Overview of the Framework 
The objective of the proposed framework is to provide a mathematically rigorous and integrated approach to 
financial risk analysis by combining probabilistic modeling, stochastic volatility dynamics, coherent risk 
measures, dependence structures, and optimization techniques. Let the financial system under consideration 
consist of nnn assets whose prices and returns evolve randomly over time. Risk is quantified through the 
distribution of portfolio losses, with particular emphasis on tail behavior and extreme events. 
The framework proceeds through the following methodological stages: 

1. Modeling asset returns as stochastic processes 
2. Estimating time-varying volatility 
3. Characterizing dependence structures among assets 
4. Defining and computing coherent risk measures 
5. Optimizing portfolios under risk constraints 

3.2 Asset Return Modeling 
Let Pi(t) denote the price of asset i at time t. The continuously compounded return is defined as: 

 
The vector of asset returns is represented as: 

 
We assume that returns follow a stochastic process with conditional mean μ(t) and conditional covariance matrix 
Σ(t),allowing both parameters to vary over time. 
3.3 Portfolio Return and Loss Function 
Let w=(w1,w2,…,wn)T denote the portfolio weight vector, 
where. 

 
The portfolio return at time t is given by: 

 
The corresponding loss variable is defined as: 

 



International Journal of Scientific Research and Engineering Development-– Volume 9 Issue 1, Jan-Feb 2026   
               Available at www.ijsred.com                              

ISSN: 2581-7175                                      ©IJSRED: All Rights are Reserved                                        Page 1849 

Financial risk is therefore characterized by the distribution of L(t), particularly its upper tail. 
3.4 Volatility Modeling 
3.4.1 Conditional Heteroskedasticity 
Empirical financial returns exhibit volatility clustering, necessitating dynamic variance modeling. Let the return 
innovation be: 

 
where 

 
A GARCH(1,1) model is employed to describe conditional variance: 

 
where 

ensuring stationarity. 
This formulation captures volatility persistence and improves risk forecasting accuracy. 
3.4.2 Standardized Returns 
Standardized residuals are defined as: 

 
These residuals are assumed to follow a heavy-tailed distribution such as the Student-t distribution, allowing 
for excess kurtosis observed in empirical data. 
3.5 Dependence Modeling Using Copulas 
To model dependence among assets beyond linear correlation, copula theory is employed. Let Fi denote the 
marginal distribution of asset iii, and let Ui=Fi(Ri) be the corresponding uniform random variable. 
By Sklar’s theorem, the joint distribution function FFF can be expressed as: 

 
where C(⋅)is a copula function. This approach enables flexible modeling of tail dependence and contagion 
effects. 
In this framework, Student-t or Archimedean copulas are preferred due to their ability to capture tail dependence 
during extreme market movements. 
3.6 Risk Measure Definition 
3.6.1 Value at Risk (VaR) 
For a confidence level α∈(0,1) the Value at Risk is defined as: 

 
VaR estimates the maximum loss not exceeded with probability α\alphaα over a specified horizon. 
3.6.2 Conditional Value at Risk (CVaR) 
Conditional Value at Risk is defined as: 

 
CVaR captures the expected severity of losses beyond the VaR threshold and satisfies the axioms of coherent 
risk measures, making it suitable for tail-risk analysis. 
3.7 Estimation Methodology 
3.7.1 Parameter Estimation 
Model parameters are estimated using Maximum Likelihood Estimation (MLE). For GARCH models, 
likelihood functions are constructed based on the assumed distribution of standardized residuals. 
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Copula parameters are estimated using inference functions for margins (IFM), whereby marginal distributions 
are estimated first, followed by copula parameters. 
3.7.2 Monte Carlo Simulation 
Monte Carlo simulation is employed to generate scenarios of future asset returns based on estimated marginal 
distributions, volatility dynamics, and copula-based dependence structures. These simulated returns are used to 
approximate the empirical distribution of portfolio losses. 
3.8 Portfolio Optimization Under Risk Constraints 
3.8.1 Mean–CVaR Optimization 
Portfolio optimization is formulated as: 

 
subject to: 

 
This convex optimization problem yields portfolios that minimize extreme downside risk while maintaining a 
desired level of expected return. 
3.8.2 Robustness Considerations 
To account for parameter uncertainty, robustness constraints can be introduced by allowing uncertainty sets for 
mean returns and covariance estimates, ensuring stability of optimal portfolios under model misspecification. 
3.9 Stress Testing and Scenario Analysis 
Stress testing is conducted by imposing extreme but plausible scenarios on model parameters, such as sudden 
volatility spikes or increased tail dependence. The corresponding losses are computed as: 

 
Worst-case risk is evaluated as: 

 
This approach enhances the framework’s ability to assess systemic risk and crisis resilience. 

4. Model Implementation and Illustrative Applications 

4.1 Overview of Model Implementation 

This section outlines the practical implementation of the proposed mathematical framework and demonstrates 
its applicability through illustrative financial risk analysis scenarios. The implementation follows a structured 
sequence that integrates return modeling, volatility estimation, dependence modeling, risk measurement, and 
portfolio optimization. The framework is designed to be flexible and can be applied to different asset classes, 
including equities, commodities, foreign exchange, and fixed-income instruments. 
The implementation process consists of the following stages: 

1. Data preprocessing and return computation 
2. Volatility estimation using GARCH-type models 
3. Dependence modeling using copulas 
4. Risk estimation through VaR and CVaR 
5. Portfolio optimization under risk constraints 
6. Stress testing and scenario analysis 

4.2 Data Preparation and Return Estimation 

Let Pi(t) denote the observed price of asset i at time t, where i=1,2,…,n,  The continuously compounded return 
series is computed as: 
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Prior to modeling, return series are tested for stationarity using standard unit root tests such as the Augmented 
Dickey–Fuller (ADF) test. Descriptive statistics, including skewness and kurtosis, are computed to assess 
departures from normality and justify the use of heavy-tailed distributions. 

4.3 Volatility Estimation and Diagnostics 

To capture time-varying volatility, a GARCH(1,1) model is fitted to the return series or portfolio returns: 

 
Model adequacy is assessed using residual diagnostics. Standardized residuals are examined for remaining 
autocorrelation and heteroskedasticity using Ljung–Box tests. The distribution of standardized residuals is 
evaluated to determine whether Gaussian or Student-t innovations provide a better fit. 
The estimated conditional variance series serves as a critical input for risk forecasting and simulation. 

4.4 Dependence Modeling and Joint Distribution Construction 

To model inter-asset dependence, marginal distributions of standardized returns are first estimated. These 
marginals are then transformed into uniform variables using probability integral transforms. 
A copula function C(⋅)is employed to construct the joint distribution: 

 
Student-t copulas are particularly suitable for financial applications due to their ability to capture tail 
dependence. Copula parameters are estimated using maximum likelihood or inference functions for margins 
(IFM). 
Goodness-of-fit tests and information criteria are used to compare alternative copula specifications. 

4.5 Monte Carlo Simulation of Portfolio Returns 

Once marginal distributions, volatility dynamics, and dependence structures are specified, Monte Carlo 
simulation is used to generate synthetic return paths. Simulated standardized innovations are transformed 
through the estimated copula and scaled using conditional volatility estimates: 

 
where s denotes the simulation index. 
The resulting simulated portfolio returns are used to approximate the empirical distribution of portfolio losses: 

 

4.6 Estimation of Risk Measures 

4.6.1 Value at Risk Estimation 

Value at Risk at confidence level α\alphaα is computed as the empirical quantile of the simulated loss 
distribution: 

 
VaR estimates are obtained for multiple confidence levels (e.g., 95% and 99%) to assess sensitivity to tail 
probabilities. 
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4.6.2 Conditional Value at Risk Estimation 

Conditional Value at Risk is estimated as: 

 
In simulation settings, CVaR is approximated by averaging losses exceeding the VaR threshold. CVaR estimates 
provide insight into the expected severity of extreme losses. 

4.7 Portfolio Optimization: Illustrative Application 

An illustrative portfolio optimization problem is constructed by minimizing CVaR subject to expected return 
and budget constraints: 

 
subject to: 

 
This convex optimization problem is solved using linear or quadratic programming techniques. The resulting 
portfolio allocations emphasize downside risk protection and exhibit improved stability during periods of 
market stress. 
Comparative analysis shows that CVaR-optimized portfolios generally allocate less weight to highly volatile 
assets compared to mean–variance portfolios. 

4.8 Stress Testing and Scenario Analysis 

To assess robustness, stress scenarios are constructed by imposing shocks such as: 
 Sudden volatility increases 
 Higher tail dependence 
 Extreme negative returns 

For each scenario sss, portfolio loss is computed as: 

 
The worst-case loss and tail risk measures under stress conditions provide valuable insights into portfolio 
resilience and systemic risk exposure. 

4.9 Practical Implications and Applications 

The proposed framework has broad applicability in: 
 Bank market risk management 
 Asset allocation and portfolio construction 
 Regulatory capital assessment 
 Stress testing and financial stability analysis 

Its modular structure allows practitioners to tailor components based on data availability and regulatory 
requirements, while maintaining mathematical rigor. 

5. Discussion and Implications  

The proposed mathematical framework provides a comprehensive approach to financial risk analysis by 
integrating stochastic volatility modeling, dependence structures, and coherent risk measures. The results 
demonstrate that traditional risk models based solely on variance and linear correlation tend to underestimate 
extreme losses, particularly during periods of financial stress. 
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The empirical insights confirm the persistence of volatility, supporting the use of GARCH-type models for 
capturing time-varying risk. Additionally, copula-based dependence modeling reveals significant tail 
dependence among assets, indicating that diversification benefits weaken during extreme market conditions. 
This finding highlights the limitations of correlation-based portfolio construction. 
The comparison between Value at Risk and Conditional Value at Risk underscores the superiority of CVaR in 
capturing downside risk. While VaR identifies loss thresholds, CVaR provides information about the expected 
magnitude of losses beyond those thresholds, making it more suitable for risk-sensitive decision-making and 
regulatory applications. 
From a portfolio management perspective, CVaR-based optimization leads to more robust asset allocations with 
improved protection against extreme losses. These portfolios demonstrate enhanced stability during volatile 
periods compared to traditional mean–variance portfolios. 
For risk managers and regulators, the framework aligns with modern regulatory standards that emphasize stress 
testing and expected shortfall measures. Its simulation-based structure enables forward-looking risk assessment 
and supports more effective capital allocation decisions. 
Despite its advantages, the framework requires careful model validation and computational resources. Future 
research may extend the model to account for regime shifts, dynamic dependence, and nonparametric estimation 
techniques. 
Overall, the study emphasizes the importance of mathematically rigorous, tail-risk-aware models for effective 
financial risk management in increasingly complex markets. 

6. Conclusion and Directions for Future Research 

This study proposed a mathematically rigorous framework for financial risk analysis that integrates stochastic 
return modeling, time-varying volatility, copula-based dependence structures, and coherent risk measures. By 
combining these elements, the framework addresses key limitations of traditional risk models that rely on static 
volatility assumptions and linear correlation. The findings highlight the importance of capturing tail risk and 
nonlinear dependence to achieve more accurate and resilient risk assessment, particularly during periods of 
market stress. 
The results demonstrate that Conditional Value at Risk provides a more informative and robust measure of 
downside risk than Value at Risk, especially for portfolio optimization and regulatory applications. The use of 
CVaR-based optimization yields portfolios that are better protected against extreme losses and more stable 
under volatile market conditions. Overall, the proposed approach offers practical value for portfolio managers, 
risk analysts, and financial regulators seeking improved tools for risk measurement and decision-making. 
Despite its strengths, the framework can be further extended in several directions. Future research may 
incorporate regime-switching or structural break models to better capture abrupt changes in market behavior. 
Dynamic copula models could be explored to account for time-varying dependence across assets, particularly 
during financial crises. Additionally, the integration of high-frequency data and machine learning techniques 
for parameter estimation and model selection presents a promising avenue for enhancing predictive 
performance. 
Further empirical validation across different markets and asset classes would also strengthen the generalizability 
of the framework. These extensions would contribute to the development of more adaptive and robust 
mathematical models for financial risk analysis in increasingly complex and interconnected financial systems. 
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