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Good morning!

When everything everywhere all at once is ripping higher, guess what’s missing?
The answer is simply really: Financial vehicles that aim to win even bigger in this
current rally. Very greedy. 

The latest example for that came mid-October, when Volatility Shares, famous for
its 2x leveraged corn, ether, solana, and more, filed paperwork to launch 27 highly
leveraged ETFs. It also includes the first-ever proposal for a 5x leveraged ETF,
which as the name suggests would seek to 5x the daily return of the underlying
single stock. 
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The 5x proposal was made for crypto like bitcoin and solana and also volatile
stocks like MicroStrategy, Tesla, Alphabet, AMD, Circle, and others. 

It’s not clear if the filing will be approved by the SEC, especially as the shutdown
continues to impact operations there. The most the agency has allowed for is 2x
single-stock leverage. Logical thinking suggests that there might need to be a 3x
approval, then 4x, before we jump to 5x. But sometimes logic is too slow, right?

Here’s the notable part for me: Even if the SEC comes down hard on these
applications, the mere fact that they were filed for a market that has ballooned to
become over $128 billion in size is a prime example of the animal spirits that are
underpinning this year’s bull run. 

As it stands, the number of leveraged equity ETFs are at a record high, hitting over
700 in October, according to Bank of America research. Consider also that about a
third of the ETFs launched this year were leveraged, according to Bloomberg
News. 

Our data team’s Alex Wang also pulled together some quarterly data on their assets
under management, which for leveraged long ETFs are at records, as well.
Leveraged short equity ETFs’ AUM is near all-time highs.

The increase in size and popularity shows just how fast this complex corner of the
market has grown. The first leveraged single-stock ETF was only approved as
recently as 2022, even though leveraged bets on broader indexes had existed for
years prior. 

Leveraged ETFs increase returns by using swaps or options strategy to meet their
respective targets. “Degenerate” retail investors (no offense intended) love the
prospect of greater returns, especially day traders. They know if they play their
cards right, they could create generational wealth. So it goes without saying that
5x leveraged ETFs would be playing jump rope with that fine line between trading
and gambling. 
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The only problem is that when the tide reverses, oh boy, can it pull you into the
ocean. You don’t have to look deep to find all the examples where things went
wrong. The resurgence of trade fears earlier in October sparked losses in the stock
market. According to a report published by JPMorgan’s Americas equities
derivatives strategy team, the sell-off was likely worsened by leveraged ETFs. 

Right before that, a 3x leveraged fund that bet against AMD (allowed in Europe)
and went to zero. The investors were left with nothing after a massive rally in AMD
shares due to its deal with OpenAI. Catastrophic. 

Late last year, at least two 2x funds long MSTR posted “daily losses greater than
three times the underlying stock, while posting gains of less than double,”
according to a WSJ story.

And let’s not forget that time during the Covid-19 crash that the ProShares UltraPro
QQQ lost over 70% in mere weeks. 

If markets note volatility, cute products like leveraged ETFs are among the first
ones to show signs of trouble. And then suddenly their iffy price performance is no
longer worth the stomach pain. 

But, hey, that doesn’t mean you can’t still use them in your market analysis. Flows
or AUMs for these 5x products can serve as a contrarian signal of sorts, especially
because the moves for volatile stocks are based on sentiment. 

Share your thoughts

Do you think the SEC should approve these products? Click here to send us your
response.

📧✍️Here’s what a reader commented📧✍️
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Q: What do you make of the recent credit worries?

A:  I wonder about the “real” cost of capital prior to adjusting for inflation, time,
and risk, is the underlying real cost of money being misread. The demand for AI
capital with the expected follow on of increased productively for expanding
margins and growth, imply a step up in demand with a very long tail. As we build
the discount rate for equities or the required interest rate on debt are we
systemically underestimating the real required cost of capital. This issue feeds
into how lose/restrictive fed policy really is, and the knock-on effect that implies. 

Catch up with FS Insight

Sept Core CPI is reported this Friday. The first govt “macro report” since the
shutdown started, which means investors will put a lot of weight on this.
Polymarket sees 50% chance of headline CPI MoM of +0.4% and 39% of +0.3%. The
+0.3% would be softer than consensus and those odds are rising.

Technical

Despite some minor warnings regarding breadth, high yield spread widening,
and/or lack of broad-based participation, it looks like breakouts in AAPL GOOGL
should help Technology show sufficient leadership to carry US stock indices over
the next few weeks.

Crypto

Galaxy Digital reported a standout quarter with adjusted EPS of $1.12 vs. $0.30
expected, driven by record trading volumes, strong M&A activity, and treasury
mandates from Digital Asset Treasury companies. GLXY continues to build a “two-
headed monster” with both its scaling crypto business and expanding AI data
center operation.
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News We’re Following

Breaking News

Vehicle Crashes Into Security Gate Outside the White House NYT

Netflix misses big on profit, but remains firm that its growth will continue
unabated MW

Markets and economy

Beyond Meat shares surge for a third day in a row as meme traders jump on
board CNBC

Gold and related stocks are falling for a second day. The metal is off 8% from
high CNBC

One theory on why gold suffered its biggest one-day fall in more than ten
years MW

The fallout from the AI-fuelled dash for gas FT

The Average Cost of a Family Health Insurance Plan Is Now $27,000 WSJ

Business

Activist Robby Starbuck Sues Google Over Claims of False AI Info WSJ

Crypto Trading Firm FalconX to Acquire ETF Manager 21shares WSJ

Inside Oklo: the $20bn nuclear start-up without any revenue FT

Politics

The U.S. Is Trying to Drive a Wedge Between Argentina and China WSJ

Trump Nominee for Watchdog Role Is Out After Report of Racist Texts NYT

Mamdani Is Promising a Cheaper New York. But Can He Afford to Pay for It?
WSJ

Trump Administration to Release Farm Aid Frozen by Shutdown WSJ
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Overseas

India to cut Russian oil purchases, U.S. to slash tariffs as they near trade deal:
Indian media report CNBC

Of Interest 

Travis Kelce Teams Up With Investor for Activist Campaign at Six Flags WSJ

Bird Flu Is Back NYT

Steve Bannon and Meghan Markle among 800 public figures calling for AI
‘superintelligence’ ban FT

Overnight

S&P Futures +3

point(s) (+0.04%

)

overnight range: -9

to +16

point(s)

APAC

Nikkei -0.02%

Topix +0.52%

China SHCOMP -0.07%

Hang Seng -0.94%

Korea +1.56%

Singapore +0.29%

Australia -0.71%
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India +0.10%

Taiwan -0.37%

Europe

Stoxx 50 -0.36%

Stoxx 600 -0.16%

FTSE 100 +0.75%

DAX -0.32%

CAC 40 -0.54%

Italy -0.47%

IBEX +0.45%

Canada -1.73%

Mexico -1.46%

Brazil -0.29%

FX

Dollar Index (DXY) +0.08%

to 99.018

EUR/USD -0.03%

to 1.1596

GBP/USD -0.37%

to 1.3321
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USD/JPY +0.11%

to 151.77

USD/CNY 0.00% to 7.1249

USD/CNH -0.01%

to 7.1275

USD/CHF +0.03%

to 0.7962

USD/CAD +0.07%

to 1.4013

AUD/USD +0.08%

to 0.6493

UST Term Structure

2Y-3M Spread narrowed -0.2bps

to -43.2bps

10Y-2Y Spread narrowed -0.2bps

to 50.4bps

30Y-10Y Spread widened 0.2bps to 58.0bps

Yesterday's Recap

SPX 0.00%

SPX Eq Wt +0.46%

NASDAQ 100 -0.06%

NASDAQ Comp -0.16%

Russell Midcap +0.40%
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R 2k -0.49%

R 1k Value +0.10%

R 1k Growth -0.03%

R 2k Value -0.49%

R 2k Growth -0.48%

FANG+ +0.05%

Semis -0.55%

Software +0.98%

Biotech -0.55%

Regional Banks +0.15%
SPX GICS1 Sorted:
Utes -0.99%

Comm Srvcs -0.85%

Materials -0.70%

REITs -0.36%

Cons Staples -0.33%

Energy -0.20%

Tech -0.15%

Fin -0.13%

SPX 0.00%

Healthcare +0.21%
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Indu +0.88%

Cons Disc +1.32%

USD HY OaS

All Sectors -1.1bps

to 346bps

All Sectors ex-Energy +1.4bps

331bps

Cons Disc +2.1bps

to 470bps

Indu +6.3bps

to 262bps

Tech +1.6bps

to 380bps

Comm Srvcs +0.7bps

to 297bps

Materials -0.4bps

to 267bps

Energy +0.8bps

to 350bps

Fin Snr +2.7bps

to 262bps

Fin Sub +0.4bps

to 367bps

Cons Staples +1.1bps
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to 390bps

Healthcare +0.9bps

to 352bps

Utes +1.4bps to 244bps
*

DATE TIME DESCRIPTION ESTIMATE LAST

10/23 10:00 AM Sep Existing Home Sales 4.06 4

10/23 10:00 AM Sep Existing Home Sales m/m 1.5 -0.25

10/24 8:30 AM Sep CPI m/m 0.4 0.4

10/24 8:30 AM Sep Core CPI m/m 0.3 0.3

10/24 8:30 AM Sep CPI y/y 3.1 2.9

10/24 8:30 AM Sep Core CPI y/y 3.1 3.1

10/24 9:45 AM Oct P Sep F S&P Srvcs PMI 53.5 54.2

10/24 9:45 AM Oct P Oct S&P Manu PMI 51.9 52

10/24 10:00 AM Oct F Oct P UMich 1yr Inf Exp 4.6 4.6

10/24 10:00 AM Oct F Oct P UMich Sentiment 54.6 55

10/24 10:00 AM Sep New Home Sales 708.5 800

10/24 10:00 AM Sep New Home Sales m/m -11.4 20.5

10/27 8:30 AM Sep P Durable Gds Orders -0.1 2.9

10/28 9:00 AM Aug Case Shiller 20-City m/m n/a -0.07

10/28 10:00 AM Oct Conf Board Sentiment 93.75 94.2
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Disclosures

This research is for the clients of FS Insight only. FSI Subscription entitles the subscriber to 1 user,
research cannot be shared or redistributed. For additional information, please contact your sales
representative or FS Insight at fsinsight.com.

Conflicts of Interest

This research contains the views, opinions and recommendations of FS Insight. At the time of publication
of this report, FS Insight does not know of, or have reason to know of any material conflicts of
interest.

General Disclosures

FS Insight is an independent research company and is not a registered investment advisor and is not
acting as a broker dealer under any federal or state securities laws.

FS Insight is a member of IRC Securities’ Research Prime Services Platform. IRC Securities is a FINRA
registered broker-dealer that is focused on supporting the independent research industry. Certain
personnel
of FS Insight (i.e. Research Analysts) are registered representatives of IRC Securities, a FINRA
member firm
 registered as a broker-dealer with the Securities and Exchange Commission and certain
state securities
regulators. As registered representatives and independent contractors of IRC Securities,
such personnel may
receive commissions paid to or shared with IRC Securities for transactions placed by
FS Insight clients
directly with IRC Securities or with securities firms that may share commissions with IRC
Securities in
accordance with applicable SEC and FINRA requirements. IRC Securities does not distribute
the research of
FS Insight, which is available to select institutional clients that have engaged FS Insight.

As registered representatives of IRC Securities our analysts must follow IRC Securities’ Written
Supervisory
 Procedures. Notable compliance policies include (1) prohibition of insider trading or the
facilitation
thereof, (2) maintaining client confidentiality, (3) archival of electronic communications, and (4)
appropriate use of electronic communications, amongst other compliance related policies.

FS Insight does not have the same conflicts that traditional sell-side research organizations have
because
FS Insight (1) does not conduct any investment banking activities, and (2) does not manage any
investment
funds.

This communication is issued by FS Insight and/or affiliates of FS Insight. This is not a personal
recommendation, nor an offer to buy or sell nor a solicitation to buy or sell any securities, investment
products or other financial instruments or services. This material is distributed for general informational
and educational purposes only and is not intended to constitute legal, tax, accounting or investment
advice.
 The statements in this document shall not be considered as an objective or independent
explanation of the
matters. Please note that this document (a) has not been prepared in accordance with
legal requirements
designed to promote the independence of investment research, and (b) is not subject
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to any prohibition on
dealing ahead of the dissemination or publication of investment research.
 Intended
for recipient only and not for further distribution without the consent of FS Insight.

This research is for the clients of FS Insight only. Additional information is available upon request.
Information has been obtained from sources believed to be reliable, but FS Insight does not warrant its
completeness or accuracy except with respect to any disclosures relative to FS Insight and the analyst’s
involvement (if any) with any of the subject companies of the research. All pricing is as of the market
close for the securities discussed, unless otherwise stated. Opinions and estimates constitute our
judgment
as of the date of this material and are subject to change without notice. Past performance is
not indicative
of future results. This material is not intended as an offer or solicitation for the purchase or
sale of any
 financial instrument. The opinions and recommendations herein do not take into account
individual client
 circumstances, risk tolerance, objectives, or needs and are not intended as
recommendations of particular
securities, financial instruments or strategies. The recipient of this report
must make its own independent
 decision regarding any securities or financial instruments mentioned
herein. Except in circumstances where
FS Insight expressly agrees otherwise in writing, FS Insight is not
acting as a municipal advisor and the
opinions or views contained herein are not intended to be, and do
not constitute, advice, including within
 the meaning of Section 15B of the Securities Exchange Act of
1934. All research reports are disseminated and
available to all clients simultaneously through electronic
publication to our internal client website,
 fsinsight.com. Not all research content is redistributed to our
clients or made available to third-party
 aggregators or the media. Please contact your sales
representative if you would like to receive any of our
research publications.

Copyright © 2025 FS Insight LLC. All rights reserved. No part of this material may be
 reprinted, sold or
redistributed without the prior written consent of FS Insight LLC.
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