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If you only looked at the S&P last week, you would have missed just how difficult the investing
environment has become. The index fell less than 50bps on the week and sits just 2.5% below
its highs. Below the surface though, the damage to hedge fund portfolios has been immense.
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Thursday was particularly ugly. For the first time since COVID, all three major hedge fund
cohorts (Fundamental L/S, Systematic and Multi-Strats) lost more than 1% on the same day.
Our Hedge Fund VIP long/short basket fell 4%, a move only rivaled over the past decade by
DeepSeek Monday and the COVID selloff. TMT-focused HFs are now down -9.6% MTD, with
Asia Fundamental L/S not far behind at -9.3% MTD.
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Hedge fund returns by strategy: week, MTD, YTD

Week = Oct 19-23; TMT and Asia as of Oct 22 close
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This still feels much more like an investor leverage unwind than an Al demand bubble bursting.
The fundamental debate around Al is definitely evolving, but positioning has been moving
much faster than the fundamentals. Investors have been losing money on their longs,
struggling with their shorts, and until late last week, trying to defend exposures with other
positions rather than just reducing risk. That finally started to change Thursday. But even
after the selling, overall HF gross leverage still stood at 312% (96th percentile over five years),
while fundamental net leverage had fallen to 47%, a new one-year low; link. That dynamic has
meant investors have become considerably more defensive without having fully worked down
their gross exposures, and helps explain why the pain has been so persistent.
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Prime book leverage: gross still high, net near
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Our floor has now seen approximately $20bn of TMT selling over the past two weeks,
approaching the $23bn during July’s Al unwind. It’s hard not to make comparisons to July -
we’ve seen almost identical moves in the parts of the market that have been under the
greatest positioning pressure. The difference is that we’ve seen somewhat less pain at the
index level, with SPX down 2.4% this time versus 3.4% in July. Al stocks are moving much
more closely together, yet index volatility has remained relatively contained.
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The hope is that we’re approaching a better positioning equilibrium, much like July, when the
market found its footing and things took a positive turn from here:
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Episode overlay: now
(from 10/09) vs July
(from 07/15)
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Source: GS Market Data (TSDB); Prism calculations

The risk now is that discretionary selling gives way to systematic selling... CTA positioning is
now starting to matter much more for the left tail. Our latest model has CTAs long $38.5bn of
S&P futures, in the 91st percentile historically, representing nearly 80% of aggregate net longs
across the 21 markets tracked. The S&P is already below its short-term trend threshold, with
the more important medium-term level around ~1.3% below Friday’s close.
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US Equity Futures: CTA Positioning

vs History
Estimated CTA position vs Percentile rank of current
historical min/max ($bn) position (%)
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The modeled flow asymmetry is significant. CTAs are estimated to sell $11.6bn of S&P over the
next week even in a flat tape, with as much as $65bn of selling in a more substantial one-
month downside scenario... Even a 2 SD rally next week leaves CTAs net sellers... Looking out
one month, the upside buying scenario is just $9bn against $65bn of potential downside
supply. Nasdaq signals have also deteriorated, while Russell positioning is nearly the opposite,
with CTAs already heavily short and potentially forced to buy on a rally.
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US Indices: Expected CTA Flows by Scenario, and Simulated Rea

Flows ($bn)
Positions as of 22-Oct-2026. Negative = CTA selling, positive = CTA buying. Note: x-axis scale
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At the same time, SPX volatility is finally beginning to blink. Fixed-strike vol has been catching
a bid, downside skew and tails continue to outperform, and VIX positioning is becoming a
bigger part of the conversation (particularly VIX volatility). Our Vol Panic Index jumped from
4.63 on Wednesday to 7.94 on Friday, basically reaching the bogey for ‘panic’ for the first time
since late July. Quite a change in hedging behavior for an S&P that has barely moved.
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Vol Panic Index: higher = more panic

Avg of four rolling 3y percentiles, scaled 0-10
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Panic Index components: 23-Oct vs 16-Oct and
24-Sep
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Looking ahead, this upcoming week has no shortage of catalysts. Microsoft and Alphabet
report Wednesday, followed by Amazon Thursday, and also we have the Fed decision
Wednesday. These earnings are even more important following META given the scrutiny of Al
capital spending, funding requirements and the eventual returns on that investment. Strong
results could go a long way toward stabilizing sentiment, but the bar for reassurance has
arguably moved higher.
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Implied earnings moves vs history
Implied = event-only ATM straddle, % of spot (2w/1m ATM vols, 23-Oct-26 close).
Bars = realized |close-to-close| reaction.
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Away from the US, Korea deserves attention following a 40% correction in KOSPI. Our
research team has lowered its 12-month target from 12,000 to 9,000, but still sees more than
60% upside from current levels. At 4x forward earnings, an extraordinary amount of bad news
around the memory cycle is already priced in; link. Brazil will also be in focus following the
presidential runoff, with EWZ, the currency and the local rates market likely to offer a
different set of opportunities from the crowded Al trade - we’ve seen lots of activity here.
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Exhibit 17: Korean equities have sharply undershot the aggregate earnings Exhibit 18: At our 9000 12m target, KOSPI would be over 20% undervalued based
trajectory and have room to rebound on its PB vs. ROE relationship
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My bias is that we could see a relief rally after two weeks of relentless selling. The magnitude
of the hedge fund unwind leaves room for a sharp reversal if earnings cooperate, particularly
given how defensive positioning has become. But | hold that view pretty loosely given
elevated gross exposures, negative systematic flow asymmetry, and the geopolitical
wildcards.
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For now, that leaves us favoring call spreads to express upside. There is certainly room for a
squeeze if positioning stabilizes, but with so many catalysts and left-tail risks still in play, we'd
rather participate with defined downside than chase the market outright.
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