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“Historically, the supply and demand
of autocallables has been kept in
check by rising markets. Could this
be about to change?”

The KOSPI 200 Index like many other equity indices suffered a severe sell-off in Q4 followed by a rally so far in 2019.

Reasons for the resilience of the KOSPI 200 Index are in some ways not hard to find. Semiconductor companies make up
the largest single weighting of the KOSPI. Another more widely followed semiconductor index, the Philadelphia
Semiconductor Index (SOX Index) also had a weak Q4 followed by a strong rally in 2019.
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According to the SIA, worldwide billings for semiconductors were at an all-time high in November. December showed
some slowdown. In the table below we have added Korean semiconductor export data, which is timelier, with January
data added.

If we look at year on year growth of semiconductor exports from Korea, we can see Korean semiconductor exports have
gone from 50% growth to contraction over the last year. The previous periods that have seen such a move were 2001 and
2008.

Bullishly minded investors could look to an indicator such as the Korean Volatility Index which is at very low levels. In
my view, the possibility of a major slowdown in semi sales is not priced in at current levels of implied volatility of 14. In
prior slowdowns a level twice as high has been seen in Korean volatility markets.
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However, my view is that Korean volatility is been kept subdued by a large increase in the amount of autocallables
outstanding. We can see this from the NICE P&I annual review of Korean Autocallables; the review gives the number of
new issues, as well as existing issues that have been redeemed. Redemption occurs when the underlying index rises
above an upper barrier. As markets have been weak over the last year, fewer redemptions have occurred, implying a
substantial increase in outstanding autocallables. This would imply not only increased downward pressure on the price of
volatility, but also a substantial increase in hedging needed for these products or volatility selling.

Historically, the supply and demand of autocallables has been kept in check by rising markets. If the market rises over an
upper barrier, old autocallables are redeemed, reducing supply from the market, alternatively they can be cancelled by
being “knocked in” (a situation where the underlying investor no longer receives a yield, but the underlying index is at
current value). The lower barrier is usually between 25% and 40% below market levels and if “knocked in” the buyer of
the autocallable will lose capital equal to the fall in the index.
In my opinion, the market has become overburdened with autocallables. In the short term they tend to reduce volatility of
the underlying market. But if the current deterioration in the semiconductor market continues, then the resulting fall in
the KOSPI Index is likely to see autocallables “knocked in” and the pressure on Korean volatility disappear, the resulting
rise in Korean volatility will likely lead to significant rise in the price of volatility.

Page | 3 RUSSELL CLARK – MARKET VIEWS

RUSSELL CLARK – SEMICONDUCTORS, KOSPI INDEX AND SUPPRESSED VOLATILITY

INFORMATION
Issue Date:
Source:
Investor Relations:
Email:
Telephone:
Website:

8th February 2019
Bloomberg, unless otherwise stated
Samantha Dunn
info@russellclarkim.com
+44 (0)20 7838 7580
www.russellclarkim.com

Business and registered address: Russell Clark Investment Management Limited, 9 Chester Close, London SW1X 7BE, United
Kingdom. Registered in England and Wales - Company number: 04034280

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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