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FONTS
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If you plan to use special fonts, we will need you 
to provide the font file.

If the font requires a commercial license, we will 
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RESOLUTION
DPI refers to the resolution number of dots per 
inch in a digital print. You can adjust the DPI on a 
scanner when scanning materials to achieve high 
quality resolution. 

•	 Be sure to scan documents at 300 DPI. 
•	 Cover images should be set to 600 DPI 
    this applies to course packs only). 

EMBEDDING FONTS
If you convert a Word document to a PDF file prior 
to submission, ensure the fonts in your file are 
properly embedded, as shown below. 

To embed a font in Microsoft Word: 

•	 Click on File, then select Options. 
•	 Click Save in the left-navigation bar. 
•	 Check the box titled Embed fonts in the file. 
•	 Click OK to save your changes. 

Ask your project editor for assistance if you use a 
different version of Microsoft Word.

SPECIAL CHARACTERS 
AND EQUATIONS 
If your manuscript contains special characters or 
equations, send us both a Microsoft Word and 
PDF file. The PDF will preserve special characters 
and equations, ensuring our team has the 
information needed to correctly lay out your book.

FILE FORMAT
Text .doc, .docx, .pdf
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THIRD-PARTY CONTENT
Whether you include brief quotes or the full text of a previously published reading or webpage, you’ll need to clearly indicate the use of such third-party 
content within your manuscript. 

If you include a quote or text that is one paragraph or less in length, mark the beginning and end of the selection with quotation marks and then cite the 
source in a footnote or endnote. 

If you include text longer than a paragraph in length, emphasize the content within your manuscript by changing the font color or highlighting the text. The 
emphasis should clearly distinguish the third-party content from your original writing. Include a full citation for the reference, complete with page numbers. 

When you submit readings, include their associated endnotes too. Endnotes will generally appear at the close of a chapter or the end of a book. If a reading 
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HELPFUL TIPS FOR SCANNING
1. Press down firmly on book spines to ensure scanned text is not curved or 
shadowed. 

2. Check the edges of scanned pages to ensure none of the text is cut off or 
missing.

3. Keep your hands and other objects away from your scan so they don’t obscure 
the text.

4. Rescan readings if the text appears blurry or distorted.

5. Ensure text is scanned at the proper contrast. You may need to adjust the 
contrast and rescan materials if the file is too dark or too light.
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6. Scan material in its original color format. If the reading is printed in color, scan it 
in color instead of grayscale.

7. Include the title page, copyright page, and any reference or notes pages along 
with each reading.

8. Save the file using the author’s last name, the title of the reading, and the page 
numbers used. Number the readings in the order you would like them to appear.
	 Example:
	 01_Smith_OriginOfNations_1-5
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any areas of modern portfolio and risk management are based on
how portfolio managers see the U.S. yield curve evolving in the

future. These predictions are often formulated as hypothetical 

 

shocks

 

 to
the spot curve that portfolio managers expect to occur over the specified

 

horizon.

 

 Via key rate durations as defined by Thomas Ho

 

1

 

 or as implied
by principal component durations,

 

2

 

 these shocks can be used to assess
the impact of implicit duration and yield curve bets on a portfolio’s
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INTEREST RATE RISK MANAGEMENT

 

return. Other common uses of hypothetical interest rate shocks include
various what-if analyses and stress tests, numerous duration measures
of a portfolio’s sensitivity to the slope of the yield curve, and so on.

The human mind can imagine all sorts of unusual interest rate
shocks, and considerable time and resources may be spent on investigat-
ing the sensitivity of portfolios to these interest rate shocks without
questioning their 

 

historical plausibility

 

. Our goal in this chapter is to
define what historical plausibility is and how to measure it quantita-
tively. In order to achieve that, we employ the approaches suggested by
principal component analysis. We introduce the framework that derives
statistical distributions and measures historical plausibility of hypothet-
ical interest rate shocks thus providing historical validity to the corre-
sponding yield curve bets.

We start with a brief overview of the principal component analysis
and then utilize its methods to directly compute the probabilistic distri-
bution of hypothetical interest rate shocks. The same section also intro-
duces the notions of 

 

magnitude plausibility

 

 and 

 

explanatory power 

 

of
interest rate shocks. Then we take the analysis one step further and
introduce the notion of 

 

shape plausibility

 

. We conclude by establishing a
relationship between the shape of the first principal component and the
term structure of volatility and verify the obtained results on the histor-
ical steepeners and flatteners of U.S. Treasury spot and on-the-run
curves.

 

PROBABILISTIC DISTRIBUTION OF HYPOTHETICAL INTEREST 

 

RATE SHOCKS

 

The U.S. Treasury spot curve is continuous. This fact complicates the
analysis and prediction of spot curve movements, especially using statis-
tical methods. Therefore, practitioners usually 

 

discretize

 

 the spot curve,
presenting its movements as changes of key rates—selected points on the
spot curve.

 

3

 

 Changes in spot key rates are assumed to be random vari-
ables which follow a multivariate normal distribution with zero mean
and the covariance matrix computed from the historical data. There
exist different ways to estimate the parameters of the distribution of key
rates: equally weighted, exponentially weighted, fractional exponen-
tially weighted, and the like. Although extensive research is being con-
ducted on the connection between the appropriate estimation
procedures and different styles of money management, this issue is

 

3 

 

See Ho, “Key Rate Durations: Measures of Interest Rate Risks.”
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SUBMITTING YOUR MATERIALS 
Email small files (less than 3 MB) in sum directly to your project editor. 

Upload files larger than 3 MB—PDFs, Word documents with images, 
etc.—in sum to our website via a zipped folder. To do this, save all files in 
one folder and then zip (or compress) the folder. When uploading, select the 
.zip folder rather than individual files. Be sure to notify your project editor 
when you upload files.  

library.cognella.com/order/submit

You will receive a confirmation message if your materials upload successfully.
 

Do not send files through file sharing sites such as YouSendIt, Dropbox, or 
Google Docs. YouSendIt links expire quickly. Dropbox has file size limits that 
hinder our access. Google Docs are difficult to download. Other file sharing 
sites present additional obstacles, so please use our website upload feature 
exclusively.

Be sure all materials you submit are final and complete. Sending multiple 
versions of the same document can lead to confusion and additional work 
for both you and our team. 

FAQS
WHY DO I NEED TO SUBMIT MATERALS 
TO COGNELLA? 
We need your help to gather all third-party content in one place 
so our licensing team can vet each work and secure the proper 
permissions and copyright clearance. 

WHY ARE THERE SO MANY 
REQUIREMENTS SURROUNDING 
MATERIAL SUBMISSIONS? 
Cognella is committed to providing students with the highest 
quality product possible. Accordingly, we ask that all files sent to 
us meet certain criteria. Quality materials will both improve the 
appearance of the final product and the overall user experience. 

WHAT HAPPENS IF THE 
MATERIALS I SUBMIT DO NOT 
MEET CERTAIN CRITERIA? 
We’ll work to improve the files, but there are limits to what 
we’re able to do. If submitted materials do not meet Cognella 
requirements, it may result in production delays. Your project 
editor will contact you to talk through issues regarding third-party 
content, if any. 

UNSURE OF NEXT STEPS OR 
HAVE ADDITIONAL QUESTIONS? ASK YOUR PROJECT EDITOR! 


