Steps to creating a correlation matrix in Excel

1. Pull historical stock prices (weekly or monthly as you see fit) from any source you choose.  Yahoo.finance is a good source because you can copy and paste into Excel.  The links to historical prices are found at the bottom right-hand corner of the stock chart in the Yahoo.finance website.

2. Put these close prices into Excel with the name of the stock at the top of each column.

3. Translate your prices in to period over period returns.  Remember it is a good idea to look for outliers and make adjustments if necessary.  For example, if there is a huge jump in a monthly return that doesn’t fit the trend, you may want to research why it occurred and decide to adjust it manually…

4. To create the correlation matrix, use the function found in the “Tools” drop down menu in Excel.  The path is as follows:

Tools – Data Analysis – Correlation

5. Once in the correlation box, specify the “Input Range.”  When you do this, grab the stock names in the top row of your data along with all of the returns.

6. Check the “Column” and “Labels in First Row” checkboxes and then hit OK.

7. A new worksheet will be opened with the matrix in it.

enjoy

