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APPENDIX I: State Space Representation 

 
The state equation of the model can be written as: 
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On the other hand, the observation equation takes the form:  
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APPENDIX II:  The Extended Kalman Filter 
 
As it is shown in Chui and Chen (1991) and Chen (1993), for k=1,2,..., we have the 

updating equations as: 
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Figure 1: Structure of Debt Stock 
 

Panel a: Share of Coupon Payments of 2-year 
Maturity Debt Instruments in Total Cask Debt 

Stock 
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Figure 2: Yield Curves 
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Figure 3: Risk Premium versus EMBI spread 
 

Panel a: The derived risk premium Panel b: The derived risk premium and the 
EMBI spread 
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Figure 4: Estimated versus Actual Data 
Panel a: Central Bank rate Panel b: Debt/GDP 
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Panel c: T-Bill rate Panel d: Depreciation rate 
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Panel e: Inflation Panel f: Output Gap 
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Panel g: Current Account Deficit/GDP 
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Figure 5: Time Varying Coefficients 
Panel a: Time Varying coefficient of Interest rate 

differentials in UIP equation 
Panel b: Time Varying coefficient of Risk Premium 

in UIP equation 
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Panel c: Time Varying coefficient of average maturity 
in Risk Premium equation 

Panel d: Time Varying coefficient of Debt/GDP in 
Risk Premium equation 
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Panel e: Time Varying coefficient of Current Account 

deficit/GDP in Risk Premium equation 
Panel f: Time Varying coefficient of Primary 

Surplus/GDP in Risk Premium equation 
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Panel g: Time Varying pass-through coefficient 
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Figure 6: Central Bank Rate increases by 1 percentage point in September 2003 
(Shock 1)  
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Figure 7: Risk Premium increases by 5 points in September 2003 
(Shock 2) 
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Figure 8: Central Bank rate decreases by 2.18 percentage points in July 2001 
(Shock 3) 
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