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Abstract
The objective of this article is to simplify (but not oversimplify) and clarify some of the mathematical intricacies and nuances of the leveraged and inverse exchange-traded index funds. A plethora of such funds have come to market in the past couple of years, and their numbers continue to expand. According to a recent Bloomberg report, there are more than 115 leveraged ETFs with approximately $31 billion in assets under management. The three largest players dominating this niche are PowerShares, Direxion, and Rydex. This article was conceived based on the author’s knowledge of the use of leveraged and inverse ETFs, but without full knowledge of the workings of these types of funds (compounding, in particular). Needless to say, initial and ongoing education is critical. The author believes that with the proper understanding, risk tolerance, and investment objectives, leveraged and inverse ETFs may be profitable, albeit very short-term, vehicles. Armed with the understanding that in a trending and non-volatile period (with the direction of the trend having been chosen correctly), a total return from a leveraged or inverse ETF may be higher than the totals of the individual daily returns. Conversely, this prior concept goes out the window in a market characterized by volatility, where, just as easily (and sometimes more quickly), total returns from individual days’ returns might likely be more attractive than the cumulative return of the ETF over the same period. But, the author believes, this is the exception rather than the rule. These vehicles are designed based on a single day’s performance, and only investors sophisticated enough to fully understand their operation should transact in them.

	© 2009 Pageant Media Ltd



View Full Text
 














Don’t have access? Register today to begin unrestricted access to our database of research.
















 





Log in using your username and password

Username *




Password *






Forgot your user name or password?




 










 














 






 PreviousNext 
 






 Back to top 












Explore our content to discover more relevant research


	By topic
	Across journals
	From the experts
	Monhtly highlights
	Special collections

 





In this issue







[image: ETFs and Indexing: 2009 (1)]


Exchange Traded Funds
Vol. 2009, Issue 1 Fall 2009 


	Table of Contents
	Index by author









 






















 Print 





 Download PDF 





 Article Alerts





User Name *




Password *



Sign In to Email Alerts with your Email Address

Email *









 











 





 Email Article





Thank you for your interest in spreading the word on PMR Guides.
NOTE: We only request your email address so that the person you are recommending the page to knows that you wanted them to see it, and that it is not junk mail. We do not capture any email address.




Your Email *




Your Name *




Send To *


Enter multiple addresses on separate lines or separate them with commas.




You are going to email the following 
Pitfalls and Potential: An Attempt to Demystify Leveraged & Inverse Exchange-Traded Index Funds 



Message Subject 
(Your Name) has sent you a message from PMR Guides



Message Body 
(Your Name) thought you would like to see the PMR Guides web site.



Your Personal Message 









CAPTCHAThis question is for testing whether or not you are a human visitor and to prevent automated spam submissions.










 











 





 Citation Tools







Pitfalls and Potential: An Attempt to Demystify Leveraged & Inverse Exchange-Traded Index Funds


Kristoph J Rollenhagen

ETFs and Indexing Sep 2009, 2009 (1) 105-107; 




 


Citation Manager Formats


	BibTeX
	Bookends
	EasyBib
	EndNote (tagged)
	EndNote 8 (xml)
	Medlars
	Mendeley
	Papers
	RefWorks Tagged
	Ref Manager
	RIS
	Zotero

 

















 





 Save To My Folders
User Name *




Password *




 Remember my user name & password. 









 













 Share 










Pitfalls and Potential: An Attempt to Demystify Leveraged & Inverse Exchange-Traded Index Funds


Kristoph J Rollenhagen

ETFs and Indexing Sep 2009, 2009 (1) 105-107; 




 








Share This Article:





Copy










[image: Reddit logo] [image: Twitter logo] [image: Facebook logo] [image: LinkedIn logo] [image: Mendeley logo]
 















Tweet Widget Facebook Like [image: LinkedIn logo]
 










 








Jump to section


	Article	Abstract



	Info & Metrics
	 PDF (Subscribers Only)
	 PDF (Subscribers Only)



 








 Similar Articles



 Cited By...
	No citing articles found.



	Google Scholar



 More in this TOC Section
	
Asset Allocation: Systemic Liquidity as a Risk Factor





	
Searching for Liquidity




	
Evidence-Based Regulatory Policy Making for Financial Markets: A Panel Discussion of a Proposed Framework


for Assessing Market Quality







Show more Article



















 




















 














 


 















[image: alt] 










LONDON

One London Wall, London, EC2Y 5EA

United Kingdom

+44 207 139 1600

 

NEW YORK

41 Madison Avenue, New York, NY 10010

USA

+1 646 931 9045

reply@pm.research.com

 












Stay Connected


	 LinkedIn
	 Twitter

 















MORE FROM PMR


	Home
	Awards
	Videos
	About PMR

 





INFORMATION FOR


	Academics
	Agents
	Authors
	Content Usage Terms

 





GET INVOLVED


	Advertise
	Publish
	Article Licensing

 






	Contact Us 
	Subscribe Now 
	Log In 
	Update your profile
	Give us your feedback

 










© 2024 With Intelligence Ltd | All Rights Reserved












	Site Map
	Terms & Conditions
	Privacy Policy
	Cookies

 












 


 













 




 


 

 
 









