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“From an investing perspective, I am only interested
in whether the market is long or short VIX, as VIX has
a tendency to rise when the market is short VIX and
to fall when the market is long. The easiest way to
do that is to work out the net position of VXX and
SVXY and then combine them. Currently these two
ETFs have a record short VIX position.”

The emergence of exchange traded funds with volatility strategies (‘VIX ETFs’) over the last few years has allowed many more
investors to participate in short volatility strategies. One of the largest is VXX US (‘VXX’), the iPath S&P VIX Short Term Futures
ETN, with a market cap of over 800mn USD. A look at the long term share price performance of the VXX would make most
investors wonder why anyone would own VXX.

However, the VXX has proven to be a very liquid way for investor to go both long and short the underlying VIX, and the structure of
VXX allows for the short interest in VXX to be greater than shares outstanding. These means that although VXX is nominally a long
VIX product, when short interest is greater than shares outstanding it will be a short VIX product. Recently we have seen short
interest in VXX rise substantially as share outstanding has fallen.

RUSSELL CLARK – MARKET VIEWS

RUSSELL CLARK – VIX ETFS AND SHORT VOLATILITY STRATEGIES

Other than VXX, there is another VIX ETF, SVXY US (‘SVXY’), that is nominally short VIX, but can also have short interest greater
than shares outstanding. In this case this would turn a short VIX ETF into a long VIX product. From an investing perspective, I am
only interested in whether the market is long or short VIX, as VIX has a tendency to rise when the market is short VIX and to fall
when the market is long. The easiest way to do that is to work out the net position of VXX and SVXY and then combine them.
Currently these two ETFs have a record short VIX position.

If a VIX ETF is long positioned, it will be buying 3-month VIX futures (UX3 is the generic code), and then sell them once they have
become 1-month futures (UX1 is the generic code). Hence, one of the conditions to make money with a long volatility trade is that
you need UX3 to be trading cheaply. UX3 became very richly valued during the financial crisis, but during the 9-year bull market,
since then it has become cheap, even with the recent sell off.
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For the first time since the summer of 2015, realised volatility on the S&P 500 is greater than UX3.

The combination of UX3 trading lower than realised volatility and record short position in large elements of the VIX ETF market
could indicate there are highly volatile markets ahead.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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