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IF Two Stocks ARe PERFECTLY NEGATIVELY CORRELATED, A PorTFoLIo WITH EQUAL WEIGHTING IN EACH STock WiLL
EFFECTIVELY ELIMINATE TOTAL RISK RELATED TO THE INDIVIDUAL STOCKS' PRICE MOVEMENTS. THIS PRINCIPLE, ROOTED IN
MODERN PORTFOLIO THEORY, HIGHLIGHTS THE POWER OF DIVERSIFICATION AND CORRELATION IN RISK MANAGEMENT.
(UNDERSTANDING HOW PERFECT NEGATIVE CORRELATION INFLUENCES PORTFOLIO BEHAVIOR IS CRUCIAL FOR INVESTORS AIMING
TO OPTIMIZE RETURNS WHILE MINIMIZING VOLATILITY. IN THIS COMPREHENSIVE GUIDE, WE WILL EXPLORE THE CONCEPT OF
PERFECT NEGATIVE CORRELATION, ITS IMPLICATIONS ON PORTFOLIO CONSTRUCTION, AND STRATEGIES TO LEVERAGE THIS
RELATIONSHIP FOR IMPROVED INVESTMENT OUTCOMES.

UNDERSTANDING CORRELATION IN FINANCIAL MARKETS

WHAT Is CORRELATION?

CORRELATION MEASURES THE DEGREE TO WHICH TWO ASSETS MOVE IN RELATION TO EACH OTHER. IT IS EXPRESSED AS A
COEFFICIENT RANGING FROM -1 TO +1:

- +1 (PerrecT PosiTivVE CORRELATION): BOTH ASSETS MOVE IN THE SAME DIRECTION PROPORTIONALLY.

- 0 (No CORRELATION): MOVEMENTS ARE INDEPENDENT; NO RELATION.

- -1 (PerrecT NEGATIVE CORRELATION): ASSETS MOVE IN EXACTLY OPPOSITE DIRECTIONS.

THe SIGNIFICANCE OF CORRELATION IN PORTFOLIO MANAGEMENT

CORRELATION PLAYS A PIVOTAL ROLE IN DIVERSIFICATION:

- REDUCES OVERALL PORTFOLIO RISK.

- ENHANCES POTENTIAL FOR SMOOTHING RETURNS.

- HELPS IN CONSTRUCTING PORTFOLIOS ALIGNED WITH RISK TOLERANCE.

WHAT Does PerrecT NEGATIVE CORRELATION MEAN?P

DerINITION OF PERFECT NEGATIVE CORRELATION

W/HEN TWO STOCKS ARE PERFECTLY NEGATIVELY CORRELATED (' 1 ), THEIR PRICE MOVEMENTS ARE EXACTLY OPPOSITE:
- W/HEN ONE STOCK INCREASES BY A CERTAIN PERCENTAGE, THE OTHER DECREASES BY THE SAME PERCENTAGE.
- THE MOVEMENT IS PERFECTLY INVERSE, CREATING OPPORTUNITIES FOR RISK MITIGATION.

ExAMPLES AND REAL-\W/ ORLD SCENARIOS

W/HILE PERFECTLY NEGATIVE CORRELATION IS RARE IN REAL MARKETS, SOME THEORETICAL OR ENGINEERED EXAMPLES INCLUDE:
- PAIRS TRADING STRATEGIES INVOLVING TWO STOCKS WITH HISTORICALLY INVERSE RELATIONSHIPS.
- CERTAIN COMMODITIES OR ASSETS THAT TEND TO MOVE INVERSELY DUE TO MACROECONOMIC FACTORS.



IMPACT OF PERFECT NEGATIVE CORRELATION ON PORTFOLIO V ARIANCE

PorTFOLIO V ARIANCE FORMULA

THE VARIANCE (A MEASURE OF RISK) OF A TWO-ASSET PORTFOLIO IS GIVEN BY:
\[\sicMa_P"*2 =w_1"2\sicMa_1"2 + w_2"2 \sicMa_2"2 + 2 w_1 w_2 \TexT{Cov}(r_1,r_2)\]

W/ HERE:

-\(w_1, w_2\): WEeIGHTS oF sTocks 1 AND 2.
-\(\sicMA_1"2, \siGMA_2"2 \): VARIANCES OF THE STOCKS.
-\(\71exT{Cov}(r_1,r_2) \): COVARIANCE BETWEEN THE STOCKS.

\¥/HEN THE CORRELATION IS - 1:
\[ \texT{CoVv}(r_1,r_2) =-\sicmMA_1 \sicMa_2\]

THIS SIMPLIFIES THE VARIANCE TO:
\[\siemMA_P"2 =(w_1\sicMA_1-w_2 \sicMma_2)"2\]

IMPLICATION: Risk CANCELLATION

- IF WEIGHTS ARE CHOSEN SUCH THAT:
\[w_1\sicMa_1=w_2 \sicgMa_2\]

- THE PORTFOLIO’S VARIANCE BECOMES ZERO, INDICATING NO RISK FROM THE INDIVIDUAL STOCKS' FLUCTUATIONS.

EQUAL WEIGHTING IN PERFECTLY NEGATIVELY CORRELATED STOCKS

CONSTRUCTING THE PORTFOLIO
SUPPOSE AN INVESTOR ALLOCATES 509, OF THEIR CAPITAL TO EACH STOCK:

-\(w_1=w_2=05))

GIVEN PERFECT NEGATIVE CORRELATION:
- THE COMBINED RISK CAN BE MINIMIZED OR ELIMINATED ENTIRELY.

ReSULTING PORTFOLIO BEHAVIOR

- ToTAL Risk REDUCTION: THE PORTFOLIO'S TOTAL VOLATILITY APPROACHES ZERO.
- HeDGING EFFECT: ONE STOCK'S GAINS OFFSET THE OTHER'S LOSSES EXACTLY.
- STABLE RETURNS: THE COMBINED PERFORMANCE REMAINS STEADY, UNAFFECTED BY INDIVIDUAL STOCK VOLATILITY.

MATHEMATICAL ILLUSTRATION

ASSUMING:
-\(\sieMa_1 =\sicMa_2 = \sicmMA \)



THE PORTFOLIO VARIANCE BECOMES:
\[ \sicMa_P"2 = (0.5 \TimMes \sicma)*2 + (0.5 \TiMes \siaMa)"2 + 2 \TiMes 0.5 \TimMes 0.5 \TiMes (-1) \TimMes
\sicMA"2 =0 \]

THus:
\[\sicma_p=0]

WHICH INDICATES A RISKLESS PORTFOLIO WITH RESPECT TO THESE TWO ASSETS.

PRACTICAL IMPLICATIONS FOR INVESTORS

ADVANTAGES OF SUCH A POrRTFOLIO

- Risk ELIMINATION: PERFECT NEGATIVE CORRELATION WITH EQUAL WEIGHTING LEADS TO ZERO VARIANCE.
- ENHANCED STABILITY: PORTFOLIO RETURNS ARE PREDICTABLE AND STABLE.
- EFFICIENT Use oF CAPITAL: LESS NEED FOR LARGE CAPITAL BUFFERS TO CUSHION VOLATILITY.

LIMITATIONS AND CONSIDERATIONS

- RARITY OF PERFECT NEGATIVE CORRELATION: IN REALITY, ASSETS RARELY EXHIBIT PERFECT INVERSE MOVEMENT.

- DyNAMIC CORRELATIONS: CORRELATION COEFFICIENTS FLUCTUATE OVER TIME, ESPECIALLY DURING MARKET CRISES.

- MARKET RISkS: EXTERNAL SHOCKS CAN DISRUPT THE INVERSE RELATIONSHIP.

- IMPLEMENTATION CHALLENGES: FINDING SUITABLE ASSET PAIRS WITH CONSISTENT NEGATIVE CORRELATION IS DIFFICULT.

STRATEGIES TO LEVERAGE NEGATIVE CORRELATION IN PORTFOLIO
CONSTRUCTION

PAIRs TRADING

- INVOLVES IDENTIFYING TWO STOCKS WITH HISTORICALLY INVERSE MOVEMENTS.
- \WHEN THE SPREAD DEVIATES FROM THE NORM, TRADERS TAKE POSITIONS EXPECTING REVERSION.
- CAN GENERATE PROFITS REGARDLESS OF OVERALL MARKET DIRECTION.

HeDGING WITH INVERSE ASSETS

- USING ASSETS LIKE INVERSE ETFS OR DERIVATIVES TO OFFSET POTENTIAL LOSSES.
- SUITABLE FOR SHORT-TERM RISK MITIGATION.

DyYNAMIC PORTFOLIO ADJUSTMENT

- MONITORING CORRELATION TRENDS REGULARLY.
- ADJUSTING WEIGHTS TO MAINTAIN OPTIMAL RISK-RETURN PROFILES.



CoNcCLUSION

IN SUMMARY, WHEN TWO STOCKS ARE PERFECTLY NEGATIVELY CORRELATED, AN EQUAL-WEIGHTED PORTFOLIO COMPRISING
THESE STOCKS CAN, IN THEORY, ELIMINATE ALL SYSTEMATIC RISK ASSOCIATED WITH THEIR PRICE MOVEMENTS. THIS CREATES A
VIRTUALLY RISK-FREE INVESTMENT IN THE CONTEXT OF THEIR RELATIONSHIP, PROVIDING STABILITY AND PREDICTABILITY.
HO\X/EVER, THE RARITY OF PERFECT NEGATIVE CORRELATION IN REAL-WORLD MARKETS, COUPLED WITH DYNAMIC CHANGES IN
ASSET RELATIONSHIPS, MEANS INVESTORS SHOULD APPROACH SUCH STRATEGIES WITH CAUTION. (UNDERSTANDING THE
PRINCIPLES OF CORRELATION, DIVERSIFICATION, AND RISK MANAGEMENT ENABLES INVESTORS TO DESIGN ROBUST PORTFOLIOS
THAT MAKE THE MOST OF ASSET RELATIONSHIPS, WHETHER PERFECT OR IMPERFECT. ULTIMATELYI LEVERAGING NEGATIVE
CORRELATION CAN BE A POWERFUL TOOL IN THE INVESTOR’S ARSENAL TO ACHIEVE DESIRED RISK-ADJUSTED RETURNS.

FREQUENTLY AskeD QUESTIONS

\WHAT HAPPENS TO THE OVERALL PORTFOLIO RISK WHEN TWO STOCKS ARE PERFECTLY
NEGATIVELY CORRELATED AND EQUALLY WEIGHTED?

THE PORTFOLIO RISK CAN BE SIGNIFICANTLY REDUCED, POTENTIALLY APPROACHING ZERO, BECAUSE THE NEGATIVE CORRELATION
OFFSETS THE INDIVIDUAL STOCK VOLATILITIES.

DOES AN EQUAL-WEIGHTED PORTFOLIO OF TWO PERFECTLY NEGATIVELY CORRELATED
STOCKS ELIMINATE ALL RISK?

W/HILE IT GREATLY REDUCES RISK, IT MAY NOT ELIMINATE ALL RISK DUE TO FACTORS LIKE MARKET FLUCTUATIONS AND OTHER
VARIABLES NOT CAPTURED BY THE CORRELATION ALONE.

How DOES PERFECT NEGATIVE CORRELATION AFFECT DIVERSIFICATION BENEFITS IN A
TWO-STOCK PORTFOLIO?P

[T MAXIMIZES DIVERSIFICATION BENEFITS, AS THE NEGATIVE CORRELATION MEANS THAT GAINS IN ONE STOCK TEND TO BE OFFSET
BY LOSSES IN THE OTHER, STABILIZING OVERALL RETURNS.

CAN A PORTFOLIO OF TWO PERFECTLY NEGATIVELY CORRELATED STOCKS GENERATE A
RISK-FREE RETURN?

NoT ENTIRELY, BECAUSE OTHER RISKS AND MARKET FACTORS CAN STILL IMPACT THE PORTFOLIO, BUT THE VOLATILITY CAN BE
MINIMIZED SIGNIFICANTLY COMPARED TO LESS CORRELATED ASSETS.

\WHAT IS THE IMPACT ON PORTFOLIO VOLATILITY IF THE WEIGHTS ARE NOT EQUAL BUT
THE STOCKS ARE PERFECTLY NEGATIVELY CORRELATED?

ADJUSTING WEIGHTS CAN FURTHER OPTIMIZE RISK REDUCTION, POTENTIALLY LEADING TO EVEN LOWER VOLATILITY, BUT EQUAL
WEIGHTING IS A STRAIGHTFORWARD WAY TO LEVERAGE THE NEGATIVE CORRELATION.

IS IT REALISTIC TO FIND TWO STOCKS THAT ARE PERFECTLY NEGATIVELY CORRELATED
IN REAL MARKETS?

NO, PERFECT NEGATIVE CORRELATION IS RARE;, HOWEVER, INVESTORS CAN FIND ASSETS WITH HIGH DEGREES OF NEGATIVE
CORRELATION TO ACHIEVE SIMILAR RISK MITIGATION BENEFITS.



ADDITIONAL RESOURCES

IF Two STocks ARe PErreCTLY NEGATIVELY CORRELATED, A PorTFoLIO W ITH EQUAL WEIGHTING IN EACH STock WiLL
EXHIBIT UNIQUE RISK AND RETURN CHARACTERISTICS THAT ARE CRUCIAL FOR INVESTORS SEEKING TO OPTIMIZE THEIR
PORTFOLIOS. UNDERSTANDING THE DYNAMICS OF PERFECT NEGATIVE CORRELATION AND HOW |T INFLUENCES DIVERSIFICATION
STRATEGIES CAN DRAMATICALLY IMPACT INVESTMENT OUTCOMES. THIS GUIDE EXPLORES THE CONCEPT IN DEPTH, UNPACKING THE
IMPLICATIONS FOR PORTFOLIO CONSTRUCTION, RISK MANAGEMENT, AND POTENTIAL BENEFITS OR PITFALLS ASSOCIATED WITH
SUCH RELATIONSHIPS.

UNDERSTANDING PERFECT NEGATIVE CORRELATION

WHAT Is CORRELATION IN FINANCE?

CORRELATION MEASURES THE DEGREE TO WHICH TWO ASSETS MOVE IN RELATION TO EACH OTHER. |T RANGES FROM -1 TO +1:
- +1: PERFECT POSITIVE CORRELATION — ASSETS MOVE IDENTICALLY.

- 0: NO CORRELATION = ASSETS MOVE INDEPENDENTLY.

- - 1: PERFECT NEGATIVE CORRELATION — ASSETS MOVE IN EXACTLY OPPOSITE DIRECTIONS.

THE SIGNIFICANCE OF PERFECT NEGATIVE CORRELATION

\WHEN TWO STOCKS ARE PERFECTLY NEGATIVELY CORRELATED (CORRELATION COEFFICIENT = - 1), THEIR PRICE MOVEMENTS ARE
DIAMETRICALLY OPPOSED. FOR EXAMPLE, WHEN STOCK A INCREASES BY 5%, STOCK B DECREASES BY 5%, AND VICE VERSA, IN

A PERFECTLY SYNCHRONIZED MANNER. THIS RELATIONSHIP PROVIDES A UNIQUE OPPORTUNITY FOR RISK MITIGATION BECAUSE
LOSSES IN ONE STOCK ARE THEORETICALLY OFFSET BY GAINS IN THE OTHER.

CONSTRUCTING A PORTFOLIO WITH EQUAL WEIGHTING IN PERFECTLY NEGATIVELY CORRELATED STOCKS
THE Basic SETuP

SUPPOSE YOU HAVE TWO STOCKS, STOCK X AND STOCK Y, WHICH ARE PERFECTLY NEGATIVELY CORRELATED. YoOU
CONSTRUCT A PORTFOLIO WITH:

- 509 INVESTED IN STOCK X
- 509% INVESTED IN STOCK Y

THIS EQUAL-WEIGHTED PORTFOLIO AIMS TO HARNESS THE INVERSE RELATIONSHIP TO REDUCE OVERALL RISK.
MATHEMATICAL FOUNDATIONS

THE EXPECTED RETURN OF THE PORTFOLIO \(R_P \) Is:

\[
Rp=w_XR_ X+w_YR_Y
\]

\X/HERE:

-\(w_X, w_Y \) Are THE WEIGHTS (EACH 0.5 IN THIS CASE)
-\(R_X, R_Y \) ARE THE EXPECTED RETURNS OF THE STOCKS

THE VARIANCE (A MEASURE OF RISK) OF THE PORTFOLIO \( \siaMa_P"2 \) Is:

\[
\sicMA_P"2 = w_X"2 \sicMa_X"2 + w_Y"2 \sicgMa_Y"2 + 2 w_X w_Y \TexT{Cov}(X, Y)



\]
Since coVARIANCE \( \TexT{Cov}(X, Y) = \rHo_{XY} \sicma_X \siaMa_Y \), wHere \( \rHo_{XY}\) Is THE

CORRELATION COEFFICIENT, IN THE CASE OF PERFECT NEGATIVE CORRELATION (\( \rHo_{XY} =-1)), THE FORMULA
SIMPLIFIES TO:

\[
\siema_P"2 =(0.5)"2 \sicgMa_X"2 + (0.5)"2 \sicMA_Y"2 - 2 \TimMes 0.5 \TiMes 0.5 \sicmMa_X \sicMa_Y
\]

WHICH SIMPLIFIES FURTHER TO:

\[
\sicMA_P"2 =0.25 \siaMa_X"2 + 0.25 \sicMAa_Y"2 - 0.5 \sicMa_X \sicMA_Y

\]

THE IMPACT oF PerFECT NEGATIVE CORRELATION ON PorTFOLIO Risk
Risk RepucTioN AND V ARIANCE CANCELLATION

BECAUSE THE COVARIANCE TERM IS NEGATIVE AND CAN OFFSET THE INDIVIDUAL VARIANCES, THE OVERALL PORTFOLIO RISK CAN
BE SIGNIFICANTLY REDUCED OR EVEN ELIMINATED. SPECIFICALLY:

- IF\(\siaMAa_X = \sicMA_Y = \sicMa \), THeN

\[
\sicmMa_P"2 =0.25 \sicgMA™2 + 0.25 \sicMa”2 - 0.5 \sicMA"2 = 0
\]

- THE PORTFOLIO'S STANDARD DEVIATION \( \sicmMA_P \) BECOMES zERO.

THIS MEANS THAT WITH PERFECTLY NEGATIVELY CORRELATED STOCKS OF EQUAL VOLATILITY, AN EQUAL-WEIGHTED
PORTFOLIO CAN THEORETICALLY BE RISKLESS, OFFERING A STABLE RETURN REGARDLESS OF INDIVIDUAL STOCK FLUCTUATIONS.

\WHEN VOLATILITIES DIFFER

IF THE sTocks HAVE DIFFERENT VOLATILITIES (\( \siaMA_X \NEQ \sIGMA_Y \)), THE RISK IS REDUCED BUT NOT ELIMINATED:

\[
\sicMA_P"2 =0.25 \siaMa_X"2 + 0.25 \sicMAa_Y"2 - 0.5 \sicMa_X \sicMA_Y
\]

IN SUCH CASES:

- THE PORTFOLIO’S RISK IS MINIMIZED BUT REMAINS POSITIVE UNLESS SPECIFIC CONDITIONS ARE MET.
- THE DEGREE OF RISK REDUCTION DEPENDS ON THE RELATIVE VOLATILITIES.

ExPECTED RETURN OF THE PORTFOLIO
CALCULATING THE EXPECTED RETURN

THE EXPECTED RETURN IS SIMPLY THE WEIGHTED AVERAGE:

\[
Rp=05R X+0.5R.Y



\]

THIS INDICATES THAT, DESPITE THE RISK MITIGATION, THE EXPECTED RETURN IS UNAFFECTED BY THE CORRELATION ALONE. T
DEPENDS ON THE INDIVIDUAL STOCKS' RETURNS AND THEIR WEIGHTS.

CONSIDERATIONS FOR INVESTORS

- RISk-AVERSE INVESTORS BENEFIT FROM THE POTENTIAL TO ELIMINATE OR REDUCE RISK.
- RETURN EXPECTATIONS ARE BASED ON THE INDIVIDUAL ASSET PERFORMANCES, NOT THEIR CORRELATION.

PRACTICAL IMPLICATIONS FOR INVESTORS
BENEFITS OF A PorRTFOLIO WITH PERFECT NEGATIVE CORRELATION

1. Risk HEDGING: PERFECT NEGATIVE CORRELATION ACTS AS A NATURAL HEDGE, OFFSETTING LOSSES IN ONE ASSET WITH GAINS
IN THE OTHER.

2. PoRTFOLIO STABILITY: IN THEORY, YOU CAN CONSTRUCT A NEARLY RISK-FREE PORTFOLIO, ESPECIALLY WHEN VOLATILITIES
ARE SIMILAR.

3. ENHANCED DIVERSIFICATION: |T EXEMPLIFIES DIVERSIFICATION'S POWER—COMBINING ASSETS WITH OPPOSITE MOVEMENTS
REDUCES OVERALL PORTFOLIO VOLATILITY.

LIMITATIONS AND REAL-W/ ORLD CONSIDERATIONS

W/HILE THE THEORETICAL SCENARIO OF PERFECT NEGATIVE CORRELATION PROVIDES VALUABLE INSIGHTS, REAL-WORLD FACTORS
LIMIT ITS PRACTICAL APPLICATION:

- RARE OCCURRENCE: PERFECT NEGATIVE CORRELATION IS UNCOMMON IN ACTUAL MARKETS; ASSETS RARELY MOVE EXACTLY
OPPOSITE.

- CHANGING CORRELATIONS: CORRELATIONS FLUCTUATE OVER TIME DUE TO ECONOMIC CYCLES, MARKET SENTIMENT, AND
COMPANY-SPECIFIC FACTORS.

- MARKET RISkS: EXTERNAL SHOCKS CAN CAUSE CORRELATIONS TO BREAK DOWN UNEXPECTEDLY.

- IMPLEMENTATION CHALLENGES: FINDING TWO STOCKS WITH PERFECT NEGATIVE CORRELATION AND SIMILAR VOLATILITIES IS
DIFFICULT.

Risks oF OVERRELIANCE ON NEGATIVE CORRELATION
- MoDEL Risk: RELYING ON HISTORICAL CORRELATION DATA MAY BE MISLEADING IF RELATIONSHIPS CHANGE.
- LIQUIDITY AND TRANSACTION COSTS: ADJUSTING PORTFOLIOS TO MAINTAIN PERFECT NEGATIVE CORRELATION CAN INCUR

COSTS.
- LiMITED DIVERSIFICATION: FOCUSING SOLELY ON NEGATIVELY CORRELATED ASSETS IGNORES OTHER DIVERSIFICATION AVENUES.

STRATEGIC APPLICATIONS AND PorTFOLIO OPTIMIZATION
UsING NEGATIVE CORRELATION FOR RISk MANAGEMENT

- HEDGING STRATEGIES: INVESTORS CAN USE NEGATIVELY CORRELATED ASSETS AS HEDGES, REDUCING PORTFOLIO DRAWDOWNS.
- DYNAMIC REBALANCING: ADJUSTING WEIGHTS BASED ON CHANGING CORRELATIONS CAN OPTIMIZE RISK-RETURN PROFILES.

COMBINING MULTIPLE ASSETS

- INSTEAD OF TWO ASSETS, MULTI-ASSET PORTFOLIOS CAN INCORPORATE NEGATIVELY CORRELATED INSTRUMENTS (E.G.,
STOCKS AND BONDS) TO ACHIEVE SIMILAR RISK MITIGATION BENEFITS.

PorTFoLIo CONSTRUCTION TIPS



- ASSESS VOLATILITIES: ENSURE THAT THE ASSETS’ VOLATILITIES ARE COMPATIBLE.

- MoNIToR CORRELATIONS: USE STATISTICAL TOOLS TO TRACK CORRELATION CHANGES OVER TIME.

- DiversIFY BEYoND Two ASSETS: INCORPORATE OTHER UNCORRELATED OR NEGATIVELY CORRELATED ASSETS FOR MORE
ROBUST PORTFOLIOS.

- Avold OVER-CONCENTRATION: RELYING SOLELY ON NEGATIVELY CORRELATED STOCKS CAN INTRODUCE OTHER RISKS IF THE
CORRELATION BREAKS DOWN.

ConNcLuUsIoN: THE Power AND LIMITATIONS oF PErRFECT NEGATIVE CORRELATION

IF TWO STOCKS ARE PERFECTLY NEGATIVELY CORRELATED, A PORTFOLIO WITH EQUAL WEIGHTING IN EACH STOCK WILL
THEORETICALLY ELIMINATE RISK ASSOCIATED WITH THEIR JOINT MOVEMENTS, RESULTING IN A STABLE, PREDICTABLE RETURN
PROFILE. THIS CONCEPT UNDERSCORES THE FUNDAMENTAL PRINCIPLE OF DIVERSIFICATION—COMBINING ASSETS WITH OPPOSING
MOVEMENTS CAN SIGNIFICANTLY REDUCE PORTFOLIO VOLATILITY.

HO\X/EVER/ WHILE THE MATHEMATICAL IDEAL PRESENTS AN APPEALING SCENARIO, PRACTICAL LIMITATIONS MEAN INVESTORS
SHOULD APPROACH SUCH STRATEGIES WITH CAUTION. PERFECT NEGATIVE CORRELATIONS ARE RARE AND OFTEN TEMPORARY,
AND MARKET DYNAMICS CAN CAUSE CORRELATIONS TO SHIFT UNEXPECTEDLY. THEREFORE, INTEGRATING NEGATIVELY
CORRELATED ASSETS CAN BE A VALUABLE COMPONENT OF A BROADER, DIVERSIFIED INVESTMENT STRATEGY BUT SHOULD NOT BE
THE SOLE FOCUS.

BY UNDERSTANDING THE IMPLICATIONS OF PERFECT NEGATIVE CORRELATION, INVESTORS CAN BETTER APPRECIATE THE
IMPORTANCE OF ASSET RELATIONSHIPS IN RISK MANAGEMENT AND PORTFOLIO DESIGN, LEVERAGING THESE INSIGHTS TO BUILD
RESILIENT INVESTMENT PORTFOLIOS CAPABLE OF WEATHERING MARKET VOLATILITY.

If Two Stocks Are Perfectly Negatively Correlated A Portfolio
With Equal Weighting In Fach Stock Will
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