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Abstract
The limit order book is the main source of information regarding liquidity supply and hence for quantifying liquidity risk. In modelling and forecasting of the limit order book we use a Dynamic Semiparametric Factor Model. Using high frequency data from the Australian Stock Exchange we are able to provide limit order book estimates with interpretable factors and parametric models for the loading series reflecting the dynamic behaviour. Moreover, we obtain reasonable forecasting results and thereby enable risk management applications such as optimal splitting strategies for large transactions. This work presents the first attempt to model the entire limit order book in a directly data driven fashion.
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