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Daily Rebalancing & Compounding:
Impact on Leveraged ETFs
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Leveraged ETFs can offer magnified returns in the short run. But in the long run, the combination of daily
rebalancing and compounding can impact their performance. In this guide, we'll explore ETF compounding
risk, how daily rebalancing works, and its effect on leveraged ETF performance.

What is daily rebalancing in leveraged ETFs?

Daily rebalancing is how leveraged ETFs maintain their target leverage (e.g., 2x). At the end of each trad-
ing day:

« If the underlying stock or index gains, the ETF increases its exposure to match the next day’s target
leverage.
« If the underlying stock or index loses, the ETF reduces its exposure to prevent over-leverage.

Because rebalancing happens daily, performance over time depends on the path of returns — not just the
total change. This rebalancing ensures the ETF achieves its stated multiple of daily returns. But it also
means that compounding — the process of returns building on previous returns — plays a major role over
time.

How does compounding impact leveraged ETFs?

Compounding can amplify returns in a trending market, but it can work against you in volatile or sideways
markets.

Assume you invest in a 2x leveraged ETF tracking an underlying stock —and hold it for 10 days. The next
three examples show how daily rebalancing of the ETF could affect its compounded returns, depending
on the stock’s performance.

Example 1: Nvidia gains 2% per day for 10 days

Assume Nvidia gains 2% every day. Using the Leverage Shares 2X Long Nvidia Daily ETF (NVDG), the
table below shows the returns after 10 days.

Our ETFs About  Contacts Research  Education



https://leverageshares.com/us/category/research-insights/
https://leverageshares.com/us/all-etfs?category=Daily+Leveraged
https://leverageshares.com/us/about/
https://leverageshares.com/us/contact/
https://www.facebook.com/leveragesharesetfs
https://www.instagram.com/leveragesharesetfs/
https://www.linkedin.com/company/leveragesharesetfs/
https://x.com/LeverageETFs
https://www.youtube.com/@LeverageSharesETFs
https://leverageshares.com/us/
https://leverageshares.com/us/category/education/
https://leverageshares.com/us/insights/daily-rebalancing-compounding-impact-on-leveraged-etfs/
https://leverageshares.com/us/etfs/leverage-shares-2x-nvidia-long-etf

I} Leverage Shares™
§4J\I by Themes 9 leverageshares.com/us

Metric % Return after 10 days

Nvidia stock return (compounded) +21.9%
Double the return of Nvidia stock +43.8%
Compounded 2x ETF return +48.0%

Note: all examples are illustrative and exclude fees, expenses, and trading costs. Returns
shown are estimates for illustration only and do not reflect actual performance.

Nvidia stock on its own would gain 21.9%. Each day, it would rise by 2% on top of the prior day’s increase.
Note that this is different from simply adding up 2% per day for 10-days to get 20%.

With a steady uptrend, the “compounding effect” of leveraged ETFs can work in your favor. Notice in the
chart below how the compounded 2X ETF return was more than double the return of Nvidia stock.

Compounding Example: 2X Daily Rebalanced Leveraged ETF

Nvidia stock gains 2% per day for 10 days

Nvidia Stock @ 2X Nvidia Stock @ 2X Long Nvidia Daily ETF

Positive compounding effect

Day O Day 1 Day 2 Day 3 Day 4 Day 5 Day 6 Day 7 DEIR:] DEIAS]

Graphics are illustrative, shown before fees and expenses.

Example 2: Tesla loses 2% per day for 10 days

Let’s now say that Tesla drops 2% per day. Using the Leverage Shares
here are the total losses after 10 days:
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Metric % Return after 10 days

Tesla stock return (compounded) -18.3%
Double the return of Tesla stock -36.6%
Compounded 2x ETF return -33.6%

Tesla stock lost 18.3% after 10 days, which is less than the expected 20% loss from a 2% daily drop. That’s
because each 2% drop applies to a smaller base each day. For the leveraged ETF, the compounding ef-
fect worked in your favor again: you lost slightly less than twice the loss on the stock.

Compounding Example: 2X Daily Rebalanced Leveraged ETF
Tesla stock drops 2% per day for 10 days

Tesla Stock @ 2X Tesla Stock @ 2XLong Tesla Daily ETF

Positive compounding effect
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Graphics are illustrative, shown before fees and expenses.

Example 3: Palantir oscillates between +2% and -2% daily for 10 days

Stock prices don’t usually move up or down in a straight line — and that's when compounding can have a
negative impact. Now suppose Palantir oscillated between a 2% gain and a 2% loss each day. Here are
the results using the Leverage Shares

Metric % Return after 10 days

Palantir stock loss (compounded) -0.2%
Double the loss of Palantir stock -0.4%
Compounded 2x ETF loss -0.8%
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The stock would lose around 0.2% after 10 days because you compound each daily move to a slightly
changing base. But the leveraged ETF would lose 0.8% — more than twice the loss of the stock. So in this
case, the compounding effect of daily rebalancing works against the investor.

Compounding Example: 2X Daily Rebalanced Leveraged ETF

Palantir stock alternates between +2 and - 2% per day for 10 days

Palantir Stock @ 2X Palantir Stock @ 2X Long Palantir Daily ETF

Negative compounding effect
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Graphics are illustrative, shown before fees and expenses.

This phenomenon is called volatility drag, where sideways or choppy markets can erode the value of
over time. That’s why most traders typically only hold these ETFs for a day or less.

Key takeaways

« Daily rebalancing keeps leveraged ETFs on target (e.g., 2X), but it also brings compounding risks into
play over time.

e In strong uptrends, compounding can boost returns, and leveraged ETFs may outperform.

» In sideways or choppy markets, compounding and volatility drag erode returns — even if the stock
doesn’t move much overall.

o Leveraged ETFs are built for short-term moves, not long-term holds. Understanding how daily rebal-
ancing works is key to managing risks and rewards.
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Disclosure

INVESTMENT INVOLVES SIGNIFICANT RISK. The Fund does not invest directly in the underlying stock.
Investing in the Fund involves a high degree of risk. As with any investment, there is a risk that you
could lose all or a portion of your investment in the Fund.

An investor should carefully consider a Fund'’s investment objective, risks, charges, and
expenses before investing. A Fund’s prospectus and summary prospectus contain this and
other information about Themes ETFs. To obtain a Fund'’s prospectus and summary pro-
spectus call 886-584-3637 or visit leverageshares.com/us/. A Fund'’s prospectus and sum-
mary prospectus should be read carefully before investing.

Because of daily rebalancing and the compounding of each day’s return over time, the return of the
Fund for periods longer than a single day will be the result of each day’s returns compounded over
the period, which will very likely differ from 200% of the return of the underlying stock over the same
period. The Fund will lose money if the underlying stock performance is flat over time, and as a result
of daily rebalancing, the underlying stock’s volatility and the effects of compounding, it is even possi-
ble that the Fund will lose money over time while the underlying stock’s performance increases over a
period longer than a single day.

The Fund is not suitable for all investors. The Fund is designed to be utilized only by knowledgeable
investors who understand the potential consequences of seeking daily leveraged (2X) investment
results, understand the risks associated with the use of leverage and are willing to monitor their port-
folios frequently. The Fund is not intended to be used by, and is not appropriate for, investors who do
not intend to actively monitor and manage their portfolios. For periods longer than a single day, the
Fund will lose money if the underlying stock’s performance is flat, and it is possible that the Fund will
lose money even if the underlying stock’s performance increases over a period longer than a single
day. An investor could lose the full principal value of his/her investment within a single day if the price
of the underlying stock falls by more than 50% in one trading day.

Some funds have risks associated with a limited operating risk of less than 1 year.

Investment in leveraged products may be subject to higher volatility. Fund does not directly invest in
the underlying stock. An investment in the Fund involves risk, including the possible loss of principal.
The Fund is non-diversified and includes risks associated with the Fund concentrating its investments
in a particular industry, sector, or geographic region which can result in increased volatility. The use of
derivatives such as futures contracts and swaps are subject to market risks that may cause their price
to fluctuate over time. Risks of the Fund include effects of Compounding and Market Volatility Risk,
Inverse Risk, Market Risk, Counterparty Risk, Rebalancing Risk, Intra-Day Investment Risk, Daily Index
Correlation Risk, Other Investment Companies (including ETFs) Risk, and risks specific to the securities
of the Underlying Stock and the sector in which it operates. These and other risks can be found in the
prospectus.

Shares of ETFs are bought and sold at market price (not NAV) and are not individually redeemed from
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the Fund. Brokerage commissions will reduce returns. The market price returns are based on the official
closing price of an ETF share or, if the official closing price isn’'t available, the midpoint between the na-
tional best bid and national best offer (‘NBBQ”) as of the time the ETF calculates current NAV per share,
and do not represent the returns you would receive if you traded shares at other times. NAVs are calcu-
lated using prices as of 4:00 PM Eastern Time. Indices are unmanaged and do not include the effect of
fees, expenses, or sales charges. One cannot invest directly in an index.

This information is not an offer to sell or a solicitation of an offer to buy shares of any Funds to any
person in any jurisdiction in which an offer, solicitation, purchase or sale would be unlawful under the
securities laws of such jurisdiction.

Themes Management Company LLC serves as an adviser to the Themes ETFs Trust. The funds are
distributed by ALPS Distributors, Inc (1290 Broadway, Suite 1000, Denver, Colorado 80203). ALPS is
not affiliated with any mentioned entity. Client brokerage services not offered by ALPS. Please see
third part site for more information about any mentioned services. Themes ETFs are not sponsored,
endorsed, issued, sold, or promoted by these entities, nor do these entities make any representations
regarding the advisability of investing in the Themes ETFs. Neither ALPS Distributors, Inc, Themes
Management Company LLC nor Themes ETFs are affiliated with these entities. Themes Management
Company LLC and Leverage Shares are affiliates that are under common control. Themes Manage-
ment Company and Leverage Shares have entered into a licensing agreement in which Leverage Shares
licenses the trademark LEVERAGE SHARES ™ to Themes Management Company LLC for use in financial
services in the United States.
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