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COVARIANCE PREDICTION IN LARGE PORTFOLIOS ALLOCATION
Mauricio Zevallos, Departament of Statistics, UNICAMP

Many financial decisions such as portfolio allocation, risk management, option
pricing and hedge strategies are based on forecasts of the conditional variances, co-
variances and correlations of financial returns. The paper shows an empirical com-
parison of several methods to predict one-step-ahead conditional covariance matri-
ces. The methods are assessed on portfolios constructed by stocks from the S&P 500
index traded from January 2, 2000, to November 30, 2017, through out-of-sample
minimum variance portfolio return metrics. The main result is that considering the
standard deviation metric, DCC-based methods estimated by composite likelihood
and the RiskMetrics 2006 methodology report the best performances in daily and
monthly rebalanced portfolios.
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