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TThhee  ddaattaa,,  vviieewwss  aanndd  iinnffoorrmmaattiioonn  pprroovviiddeedd  iinn  tthhiiss  mmeemmoorraanndduumm  aarree  ffoorr  rreeffeerreennccee  
oonnllyy  ----  FFOOLLIIOOffnn  iiss  nnoott  mmaakkiinngg  aannyy  rreeccoommmmeennddaattiioonnss  oorr  pprroovviiddiinngg  aannyy  aaddvviiccee  aass  ttoo  
tthhee  uuttiilliittyy  oorr  aapppprroopprriiaatteenneessss  ooff  aannyy  FFoolliioo,,  iinnvveessttmmeenntt  ssttrraatteeggyy  oorr  iinnvveessttmmeenntt  
aapppprrooaacchh..    FOLIOfn does not make recommendations about whether a security or 
investment is suitable for any customer based on that customer’s personal needs or 
financial situation.  The decision to buy, sell, or hold any investment rests solely 
with each customer.    
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Summary 
 

FOLIOfn has developed three Ready-to-Go Folios: the Bear Market 1X Folio is designed to 

increase in value by 1% when broad market indexes decrease by 1% (and vice- versa, the Bear 

Market 1X Folio will decrease in value by 1% when the broad market indexes move up 1%).  

Similarly, the Bear Market 1.5X Folio is designed to move up by 1.5% when the market index 

moves down by 1% (and vice- versa the Bear Market 1.5X Folio will move down 1.5% when the 

market moves up 1%).  The Bear Market 2X Folio amplifies moves in market indexes even more 

and is designed to move up by 2% when the market index moves down 1% (and vice versa).   

 

Background 

 

When markets are increasing in value, investors generally have profited by owning securities that 

increase in value in step with the markets. When markets are generally decreasing in value (a 

“bear market”) investors can take a variety of actions.  For example, they can reallocate more of 

their investments to cash, invest in portfolios or securities that are less correlated with the 

markets, wait out the bear market, or invest in Folios that increase in value when the market 

decreases.  This last category of Folios, that increase in value when the markets are decreasing in 

value, are what we call “Bear Market” or “Inverse” Folios.   

 

By utilizing a variety of inverse mutual funds and ETFs, FOLIOfn has created three Folios that 

move opposite a range of indices.  These three “Ready-to-Go” Folios (“RTG Folios”) – the Bear 

Market 1X Folio, the Bear Market 1.5x Folio and the Bear Market 2X Folio -- are the subject of 

this memorandum.    
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Why Use These Folios?   

 

These Folios will tend to go up when broad market indexes go down and tend to go down when 

broad market indexes go up.  Investors can use these Folios to be in the market when they 

believe that the broad markets are likely to decline.  These Folios could also be used by investors 

as a short-term hedge when an investor’s other assets are exposed to the moves of the broader 

market.  Investments in securities have two sources of risk: systemic risk and non-systemic risk.  

Systematic risk is the risk due to moves in the market.  Non-systematic risk (also known as 

stock-specific risk) is the particular risk associated with a stock that is not determined by moves 

in the broader market.  Bear Market Folios can be used to reduce the systematic risk in an 

investor’s overall Folio, while retaining exposure to specific companies or sectors.   

  

How These Folios Work.  

 

 Inverse funds are funds that are engineered to move against a market index with a specific level 

of movement (Beta) against that index.  These Folios combine a series of inverse funds to 

generate a Folio that tends to move against an entire group of market indexes.  These Folios may 

include inverse funds that are designed to have various levels of Beta against their respective 

indices and may also be combined with bond funds or other instruments to manage volatility.  

Combining these funds and instruments allows FOLIOfn to design Folios with different levels of 

total risk and sensitivity to the markets. These Folios provide high negative correlations to 

returns of a series of major domestic indices, with varying levels of sensitivity to moves in the 

S&P500.  As a result, with varying degrees of amplification, these Folios generally increase in 

value when the broad markets are losing value (and vice-versa).    
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Bear Market Folios: The “Bear Market 1X” 
The Bear Market 1X Folio is designed to increase in value approximately percentage-point-for-

percentage-point when a range of major market indices are losing value (this Folio will generally 

also decrease 1 percentage point for every 1 percentage point increase in the major indices).  The 

Folio as initially constructed in February 2008 is shown below: 

 

Name Ticker Percentage of Funds

Inverse S&P Mid-Cap 400 RYMHX 20%
Inverse Russell 2000 RYSHX 12%
Inverse S&P500 RYURX 18%
Inverse S&P500 BRPIX 10%
Inverse Russell 2000 SHPIX 9%
Inverse Nasdaq 100 SOPIX 10%
iShares TIPS ETF TIP 21%  
 

This Folio combines inverse funds on the S&P500, the NASDAQ 100, the Russell 2000, and the 

S&P Mid-Cap 400.  This Folio also has a 21% allocation to TIPS (an ETF comprised of 

Government Bonds), which helps to manage total volatility.  This Folio has trailing three-year 

volatility that is 6% higher than the S&P500 and 38% less than that of the Russell 2000.  

Without the TIPS, the volatility of the Folio would be substantially higher.  We have chosen only 

from funds with three or more years of history.    

 

This Folio has exhibited very high negative correlations to a number of major domestic indices, 

as it should (shown below). This Folio slightly deemphasizes the DJIA relative to the other 

indexes but there is still a -81% correlation between the Dow Jones Industrial Average (DJIA) 

and this Folio.   
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Correlations in Monthly Returns Between Folio and Select Indices (3 years through 2007) 

Index Portfolio
S&P500 -92%
NASDAQ 100 -85%
Russell 2000 -96%
S&P Mid Cap 400 -96%
DJIA -81%  

 

This Folio has been designed to result in a Beta of -100%, which means that this Folio tends to 

gain 1% when the S&P500 drops 1%, and vice versa.  The R^2 of 86% tells us that 86% of the 

variability in this Folio is accounted for by the S&P500.   

 

Historical Beta and R-squared (R^2) for The Bear Market 1X Folio 

Start: End:
1/1/2005 12/31/2007
Historical Beta: -100%

Portfolio R^2: 86%

Historical Data 

 
 

The “Bear Market 1.5X and 2X” Folios 

 
The sensitivity of a Folio to moves in the S&P500 and other indices can be amplified by 

combining various leveraged inverse funds with other funds to create a Folio that moves even 

more in inverse to the major market indices.  Depending on how these other instruments are 

weighted, Folios can be created that generally increase 1.5 percentage points for every one 

percentage point decrease in the major indices, or even generally increase 2 percentage points for 

every one percentage point decrease in the major indices.  Of course, that also means that these 

Folios will generally decrease 1.5%, or 2%, respectively, for every one percentage point increase 

in the major indices. 
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Bear Market 1.5X Folio 
The Bear Market 1.5X Folio has been designed to have a Beta of -150% against the S&P500, 

which means that this Folio will tend to move 1.5% up when the S&P500 moves down 1% (and 

vice versa).  The Folio as initially constructed in February 2008 is shown below: 

 

Name Ticker Percentage of Funds

Inverse 2X Dow Jones Ind. Average RYCWX 10%
Inverse S&P Mid-Cap 400 RYMHX 20%
Inverse Russell 2000 RYSHX 16%
Inverse 2X Nasdaq 100 RYVNX 6%
Inverse Nasdaq 100 SOPIX 15%
Inverse 2X Russell 2000 UCPIX 2%
Inverse 2X S&P Mid-Cap 400 UIPSX 3%
Inverse 2X S&P500 URPIX 6%
Inverse 2.5X Russell 2000 DXRSX 2%
Inverse S&P500 RYURX 20%  
 

This Folio has trailing three-year volatility that is 60% higher than the S&P500 and 8% less than 

the Russell 2000.  As before, we have selected allocations to maintain high negative correlations 

to a number of market indexes: 

 

Correlations in Monthly Returns Between Folio and Select Indices (3 years through 2007) 

Index Correlation
S&P500 -95%
NASDAQ 100 -91%
Russell 2000 -93%
S&P Mid Cap 400 -95%
DJIA -85%  

 
This Folio has exhibited historical Beta (relative to the S&P500) of almost exactly -150% (see 

below).  The R^2 of 90% tells us that almost 90% of the variability in this Folio is accounted for 

by the S&P500.   
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Historical Beta and R-squared (R^2) for The Bear Market 1.5X Folio 

Start: End:
1/1/2005 12/31/2007
Historical Beta: -152.1%

Portfolio R^2: 89.7%

Historical Data 

 
 

Bear Market 2X Folio 
The Bear Market 2X Folio has been designed to have a Beta of -200% against the S&P500, 

which means that this Folio will tend to move 2% up when the S&P500 moves down 1% (and 

vice versa).  The Folio as initially constructed in February 2008 is shown below: 

 

Name Ticker Percentage of Funds

Inverse 2X Dow Jones Ind. Average RYCWX 10%
Inverse S&P Mid-Cap 400 RYMHX 10%
Inverse Russell 2000 RYSHX 10%
Inverse 2X Nasdaq 100 RYVNX 10%
Inverse Nasdaq 100 SOPIX 10%
Inverse 2X Russell 2000 UCPIX 10%
Inverse 2X S&P Mid-Cap 400 UIPSX 10%
Inverse 2X S&P500 URPIX 10%
Inverse 2.5X Russell 2000 DXRSX 10%
Inverse S&P500 RYURX 10%  
 

This total Folio exhibits the following correlations against the major indexes: 

 

Correlations in Monthly Returns Between Folio and Select Indices (3 years through 2007) 

Index Correlation
S&P500 -93%
NASDAQ 100 -89%
Russell 2000 -95%
S&P Mid Cap 400 -95%
DJIA -82%  
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These results are in line with what we have shown earlier.  This Folio has trailing historical 

volatility that is 112% higher than the volatility of the S&P500 (i.e. the volatility of this Folio is 

more than twice that of the S&P500) and 22% higher than that of the Russell 2000.   

 

Historical Beta and R-squared (R^2) for The Bear Market 2X Folio 

Start: End:
1/1/2005 12/31/2007
Historical Beta: -198%

Portfolio R^2: 87%

Historical Data 

 
 

 
About FOLIOfn and Quantext 
 
FOLIOfn’s unique, patented Folio Investing offering (www.folioinvesting.com) represents the 
next generation in investing, after mutual funds and Exchange Traded Funds (ETFs).  Folio 
Investing enables investors both to create their own Folios, much like creating a personalized 
ETF or mutual fund, or choose from many Ready-To-Go Folios representing different market 
indices, sectors, geographies, asset classes and investment strategies.  Folios provide significant 
tax efficiencies, customization, and transparency, while allowing for cost-effective 
diversification.  Folios can hold individual stocks, mutual funds, and ETFs.  Folios can be 
managed or unmanaged and are offered by FOLIOfn Investments, Inc, a registered broker dealer, 
and are not registered investment companies.   
 
FOLIOfn’s comprehensive, state-of-the-art institutional platform (www.folioadvisor.com) is 
used by more than 150 registered investment advisory firms, brokerages and financial 
institutions.  FOLIOAdvisor integrates advanced technology and clearing brokerage capabilities 
and is offered through FOLIOfn Institutional, a division of FOLIOfn Investments, Inc.  
FOLIOAdvisor utilizes the proprietary and patented FOLIO trading platform in an easy-to-use, 
Web-based trading system that enables advisors and institutions to customize portfolios of 
securities (Folios) that can be bought, modified and sold in a single transaction across thousands 
of clients and accounts. 

Quantext is an independent firm that acts as a strategic adviser to FOLIOfn, Inc. 
 
 
 


