The measurement equation is given by 


And the transition equation is expressed as 
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[bookmark: _GoBack]where the covariance matrices,  and , are constructed to be in diagonal shape. Furthermore, the variance for each of the factors is constructed to has a unit variance (i.e., .  By construction, the 3 risk factors are mutually uncorrelated (i.e., diagonal  and ), with zero means and unit residual variances 

