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ABSTRACT

In this article we use factor models to describe a certain class of covariance struc-
ture for inancial time series models. More specifically, we concentrate on situa-
tions where the factor variances are modelled by a multivariate stochastic volatil-
ity structure. We build on previous work by allowing the factor loadings. in the
lactor model structure, to have a time-varying structure and to capture changes
in asset weights over time motivated by applications with multiple time series of
daily exchange rates. We explore and discuss potential extensions to the models

exposed here in the prediction area. This discussion leads to open issues on real
time implementation and natural model comparisons.
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