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 Partial Amendment No. 3 to SR-CboeBZX-2020-070 

 Cboe BZX Exchange, Inc. (the “Exchange” or “BZX”) is filing this Partial 

Amendment No. 2 to SR-CboeBZX-2020-070 to partially amend Amendment No. 1 to 

SR-CboeBZX-2019-070 (the “Proposal”), which was submitted on January 28, 2021 and 

amended and replaced in its entirety the proposal as originally submitted on September 4, 

2020. Pursuant to the Proposal, the Exchange proposed a rule change to list and trade 

shares of the -1x Short VIX Futures ETF, a series of VS Trust, under Rule 14.11(f)(4) 

(“Trust Issued Receipts”). This Partial Amendment No. 2 proposes to make a change to 

the Proposal in order to clarify that the issuer represents that it will notify both the 

Exchange and the Securities and Exchange Commission (the “Commission”) in the event 

that the Fund participates in an Extended Rebalance Period as soon as practicable, but no 

later than 9:00 a.m. ET on the trading day following the event. The Exchange believes 

that this proposed change clarifies the Proposal, as further described below, and is 

consistent with the Securities Exchange Act of 1934 in that it would further clarify and 

add additional detail to the Proposal and eliminate potential confusion. 

 The Exchange is proposing to amend the following paragraph on page 13 of 57 in 

the Form 19b-4 Information and page 40 of 57 of the Exhibit 1 that currently states: 

Further to this point, the Sponsor expects that allowing the Funds to participate in 

an Extended Rebalance Period will minimize the impact on the price of VIX Futures 

Contracts, and particularly minimize any impact of large rebalances during periods of 

market illiquidity.1 Accordingly, defining an explicit rebalancing methodology and 

 
1  Research on the impact of the portfolio rebalancing of VIX Exchange Traded 

Products (“VIX ETPs”) on VIX futures’ prices suggests that large rebalancing 
trades from inverse and leveraged VIX ETPs have a smaller than expected price 
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limiting the Funds’ participation in the VIX Futures Contracts should reduce the impact 

of the Fund’s rebalancing on the price of VIX Futures Contracts. 

The Exchange is proposing that it would instead read as follows: 

Further to this point, the Sponsor expects that allowing the Funds to participate in 

an Extended Rebalance Period will minimize the impact on the price of VIX Futures 

Contracts, and particularly minimize any impact of large rebalances during periods of 

market illiquidity.2 Accordingly, defining an explicit rebalancing methodology and 

 
impact on VIX futures.  See Brøgger, S.B., The Market Impact of Uninformed 
Flows: Evidence from the VIX Futures Market (2019). Available at: SSRN 
3497537.  This has been explained as resulting from the predictability of 
rebalancing flows from large VIX ETPs being priced into the VIX futures.  See 
Todorov, K., Passive Funds Actively Affect Prices: Evidence from the Largest 
ETF Markets (2019). Unpublished working paper, London School of Economics.  
Further research shows that the presence of ETF flow in an underlying market 
actually improves underlying liquidity. In that study they found bid-ask spreads to 
be narrower, order book deeper, and market resiliency larger on days when ETFs 
performed a rebalance, finding that this increased liquidity stemmed from a larger 
number of trading accounts that supplied liquidity to exploit the predictable order 
flow from rebalancing ETFs. Accordingly, one can assume that liquidity in VIX 
Futures Contracts during the Fund’s rebalancing period will be expected to grow, 
and this will reduce the fraction of the trading activity that the Fund’s rebalance 
will contribute to the VIX futures market.  Bessembinder, H., Carrion, A., Tuttle, 
L. and Venkataraman, K., Liquidity, Resiliency and Market Quality Around 
Predictable Trades: Theory and Evidence. Journal of Financial Economics, 
121(1) (2016), pp.142-166. 

2  Research on the impact of the portfolio rebalancing of VIX Exchange Traded 
Products (“VIX ETPs”) on VIX futures’ prices suggests that large rebalancing 
trades from inverse and leveraged VIX ETPs have a smaller than expected price 
impact on VIX futures.  See Brøgger, S.B., The Market Impact of Uninformed 
Flows: Evidence from the VIX Futures Market (2019). Available at: SSRN 
3497537.  This has been explained as resulting from the predictability of 
rebalancing flows from large VIX ETPs being priced into the VIX futures.  See 
Todorov, K., Passive Funds Actively Affect Prices: Evidence from the Largest 
ETF Markets (2019). Unpublished working paper, London School of Economics.  
Further research shows that the presence of ETF flow in an underlying market 
actually improves underlying liquidity. In that study they found bid-ask spreads to 
be narrower, order book deeper, and market resiliency larger on days when ETFs 
performed a rebalance, finding that this increased liquidity stemmed from a larger 
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limiting the Funds’ participation in the VIX Futures Contracts should reduce the impact 

of the Fund’s rebalancing on the price of VIX Futures Contracts. In the event that the 

Fund participates in an Extended Rebalance Period, the Fund represents that it will notify 

the Exchange and the Commission of such participation as soon as practicable, but no 

later than 9:00 a.m. ET on the trading day following the event.  

As noted above, the Exchange believes that this proposed change adds clarifying 

information that is consistent with other changes made in previous Amendment No. 1 and 

is consistent with the Securities Exchange Act of 1934 in that it would clarify and add 

additional detail to the Proposal and eliminate potential confusion. 

 

 
number of trading accounts that supplied liquidity to exploit the predictable order 
flow from rebalancing ETFs. Accordingly, one can assume that liquidity in VIX 
Futures Contracts during the Fund’s rebalancing period will be expected to grow, 
and this will reduce the fraction of the trading activity that the Fund’s rebalance 
will contribute to the VIX futures market.  Bessembinder, H., Carrion, A., Tuttle, 
L. and Venkataraman, K., Liquidity, Resiliency and Market Quality Around 
Predictable Trades: Theory and Evidence. Journal of Financial Economics, 
121(1) (2016), pp.142-166. 

 




