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where  is the factor  satisfying 

loading measuring -th borrower’s sensitivity to the systematic 
risk, and  is the standardized normally distributed idiosync-

Under Pykhtin’s model, all borrowers can b he-e 
from each other.

!i =
∑�
==1α#= =Z

∑N
k=1α

2
ik= 1, ri

i
ξi

ratic shock. 
terogeneous 

and {xijt}  are Wiener processes with  1≤j≤ni,1≤i≤K
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