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This blog is part of our educational blog series on investment strategies and asset classes. Today we
discuss short strategies as investment tools among exchange traded products.

When assessing new investments, even the most optimistic investors should have one eye on downside
risks. In theory, growth assets like shares should appreciate steadily over time as companies mature and
improve their profitability. Sadly though, markets do not always go up in value—and as we have seen time
and time again, negative drivers can assert themselves just as strongly as positives ones.

Looking at the price of oil, for example, shows us that while oil was above US$100 per barrel for most of
2013 and into 2014, the price fell and stayed depressed for the past 4 years. While it has been rising bit
by bit over the past year or so, we are still a far cry from US$100 per barrel. This extended trend (at least
before the upticks) may have been an ideal time to incorporate a short strategy.

Figure 1: Price per Barrel of Brent Crude Oil

Source: Bloomberg. Price per barrel of Brent Crude Oil shown in US Dollars and over period from 4
September 1998 to 31 August 2018.

Historical performance is not an indication of future performance and any investments may go
down in value.

The long and short of it

When you buy and hold an investment hoping that it will increase in value over time, you are said to be
ﬂlong.”

When you are “short,” however, you are hoping that the investment will decrease in value. Traditionally,
when thinking in terms of equities, the short selling mechanism works like this:

1) You borrow shares on margin and sell them
2) At a given point in time, you will have to buy the shares back and return them

e If the share price drops, as you are hoping, you buy them for less than you sold them and profit from
the difference

e Of course, if the share price increases, you may have to buy them at a higher price than you sold them

https://www.wisdomtree.com/fr/insights/blog/leveraging-short-strategies-in-volatile-markets
WISDOMTREE



BLOG WISDOMTREE

Investors unfamiliar or not able to access this mechanism might have disregarded the possibility of going
short, without understanding the relative ease with which they can do so by investing in a short exchange
traded product (ETP).

Shorting made simple

Consider that the oil example above is simply one illustration of when going short can make sense. There
are numerous other examples every day. And you may want to at least consider short strategies when
there seems to be little upside in the market. Short ETPs enable you to implement a sophisticated shorting
strategy without stock borrowing on a margin account.

One of the most important attributes of ETPs is that they provide pure exposure to underlying investments.
For example, if you believe the oil price to be unsustainably high, you might consider a short strategy. If you
took a short stock position in a specific oil company, you could experience losses even if the oil price goes
down if the price of the company stock goes up. Buying a short oil ETP instead, however, would provide
the opportunity to benefit from the fall in the oil price, without the external stock risks.

The ABCs of short ETPs

There are many kinds of short ETPs, including commodity, equity and currency options. They are often
available in 1-5x short. Put simply, this means that at 2x and 3x and even 5x short, you receive double or
triple or even five times the opposite return of the asset, respectively. If the asset goes down $1.00, at 2x
the ETP increases $2.00 and at 3x it increases $3.00. Of course, the opposite is also true. If the price of
the underlying asset increases, your losses are magnified. At 1x, the ETP moves the same amount as the
underlying asset.

When it comes to the return period, daily ETPs reset each day. This means that gains or losses are factored
into an ETP’s price at the end of each trading day, and a new reference point is established from which
to calculate any future returns. The most singular aspect of this feature of the daily reset is that as an
investor’s holding period increases, the returns that they experience may not be what they expect—which
could be 2x, 3x or 5x the opposite return of the asset over that full period.

This is important because in trending markets — i.e., ones that rise or fall steadily — compounding
generally enhances ETP returns, resulting in larger gains and smaller losses relative to the index return
multiplied by the leverage factor. In volatile and sideways-trading markets, compounding usually has

a negative effect, producing smaller gains and larger losses relative to the index return multiplied by
the leverage factor. It is therefore important to have a short-term and very attentive approach to these
strategies.
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Important Risks Related to this Article

Informations importantes

Communications commerciales publiées dans |Y4aEspace économique européen (« EEE »)Ce
document est publié et approuvé par WisdomTree Ireland Limited, une société autorisée et réglementée
par la Central Bank of Ireland.

Communications commerciales émises dans des juridictions en dehors de I“4aEEECe document est
publié et approuvé par WisdomTree UK Limited, une société autorisée et réglementée par la Financial
Conduct Authority du Royaume-Uni.

WisdomTree Ireland Limited et WisdomTree UK Limited sont toutes les deux désignées comme « Wis-
domTree » (le cas échéant). Notre Politique sur les conflits d%intéréts et notre Inventaire sont disponibles
sur demande.

Réservé aux clients professionnels uniquement. Les informations figurant dans ce document sont
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d¥%investissement. La valeur des investissements peut fluctuer et vous étes susceptible de perte
tout ou partie du montant investi. La performance passée ne constitue pas nécessairement une
indication des performances futures. Toute décision d¥investissement doit étre fondée sur les
informations figurant dans le prospectus approprié et sur des conseils indépendants en matiére
dvinvestissement, fiscaux et juridiques.

L¥application des réglementations et lois fiscales peut souvent conduire a des interprétations diérentes.
Tous les points de vue ou opinions exprimés dans cette communication représentent les points de vue de
WisdomTree et ne doivent pas étre interprétés comme des conseils réglementaires, fiscaux ou juridiques.
WisdomTree ne donne aucune garantie ou représentation quant a I'exactitude des vues ou opinions
exprimées dans cette communication. Toute décision d'investissement doit étre fondée sur les informations
contenues dans le prospectus approprié et aprés avoir sollicité des conseils indépendants en matiére
d'investissement, fiscaux et juridiques. Ce document n¥est pas et ne doit en aucun cas étre interprété
comme une publicité ou une ore publique d¥actions ou de titres aux Etats-Unis ou dans toute province

ou tout territoire des Etats-Unis. L¥introduction, la transmission et la distribution (directes ou indirectes) de
[v4original ou d¥aune copie de ce document sont interdites aux Etats-Unis.

Bien que WisdomTree s¥aeorce dvaassurer [Ysexactitude du contenu de ce document, WisdomTree ne peut en
garantir [Vsexactitude. Les fournisseurs de données tiers sollicités pour obtenir les informations contenues
dans le présent document ne donnent aucune garantie ou représentation de quelque sorte en rapport avec

ces données. Lorsque WisdomTree exprime ses propres opinions concernant le produit ou 1%activité du
marché, ces opinions sont susceptibles de changer. WisdomTree, ses ailiés et leurs dirigeants, directeurs,
partenaires ou employés respectifs déclinent toute responsabilité pour toute perte directe ou indirecte
découlant de |vautilisation de ce document ou de son contenu.
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