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We propose an approximate factor model for time-dependent curve data that represents a 
functional time series as the aggregate of a predictive low-dimensional component and an 
unpredictive infinite-dimensional component. Suitable identification conditions lead to a 
two-stage estimation procedure based on functional principal components, and the number 
of factors is estimated consistently through an information criterion-based approach. The 
methodology is applied to the problem of modeling and predicting yield curves. Our results 
indicate that more than three factors are required to characterize the dynamics of the term 
structure of bond yields.  
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