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Abstract 

Modeling and forecasting covariance matrices of asset returns play a crucial role in many 
fields, such as portfolio allocation and asset pricing.  The availability of high frequency 
intraday data enables people to model the realized covariance matrix directly.  However, 
most of models in the literature suffer from the curse of dimensionality.  We propose a factor 
model with a diagonal CAW model fitting to the factor covariance matrices to solve the 
problem.  The number of parameters is reduced significantly and the model maintains a 
comparable performance with models in the literature. 
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