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The set of equation 1 and 2 are the measurement equations. 
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 being output gap as represented by (y-y*)*100, Y* being the unknown or unobservable state variable as represented by SV1 in my state space representation. I have adjusted it in the form 

100*(y-sv1) in the state space representation. Ok it can be shifted to the right as you have suggested but what about the system of transition equation
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(6)
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 being dependent upon 
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 in (3) which I have mention in my state space representation as sv3 and sv4. If I am not right in specifying these state variables then how should they be represented? Can you please tell me what should be the appropriate way of writing this whole model from (1) to (6) in state space form?

Thanking in anticipation for a prompt response
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