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Norway leads Nordic short covering

Short sellers have started to show the first signs of sustained short covering in Norwegian equities

in the last few weeks.

— Demand to borrow constituents of the OBX index doubled in 2014, but has fallen by 10% in

January

— Energy firms have led the decline in shorting activity as short sellers profit from some of their

best performing positions of last year

— Norway was the only Nordic country to attract new ETF investment in January

Short selling oil services firms was arguably
among the best performing trades of 2014.
Companies which had benefitted from energy
sector expansion came under pressure as the
price of oil headed to multi year lows. This
development saw Norwegian equities, which
are disproportionately tied to both primary
energy producers and services firms, come
under increasing scrutiny from short sellers.

While 2015 so far has provided little in the
way of bullish news for the energy sector, the
price of oil looks to have settled slightly in the
last couple of weeks, which has encouraged
Norwegian shares to bounce back from the
lows experienced in December. As a result,
short sellers have moved to cover some of
their positions in the country’s headline OBX
index.

Short sellers start to cover

2014 saw average demand to borrow
constituents of the OBX index nearly double
from 2.8% of shares outstanding to over 5.5%
in the closing week of December. The
majority of the increase was registered in in
the second half of the year when the energy
sectors troubles started in earnest.
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Short sellers appear to have lost some of
their appetite for Norwegian shares in recent
weeks however, as demand to borrow shares
in the OBX now sits 10% lower than the
levels seen at the start of the year, with 5% of
shares out on loan.

This decreasing enthusiasm to bet against
Norwegian shares has driven covering across
constituents of the headline Nordic indexes,
as average demand to borrow constituents of
the previously mentioned OBX, OMV, KFX
and HEX25 now stands 4% lower than at the
end of last year.

Energy stocks regain favour

Unsurprisingly, most of the covering across
the OBX index has come from energy shares,
whose average demand to borrow has fallen
from 7.8% of shares outstanding to 7%.

This covering has been led by some of last
year's best performing short sales, with
Seadrill and Subsea 7 both registering
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sustained short covering after experiencing
bearish sentiment in the closing weeks of last
year.
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These new developments seem to have been
well timed as the shares have rebounded
sharply in the opening days of February as oll
regained some of its lost ground. But
guestions no doubt still linger over the sector,
as energy shares still remain the most
shorted sector by far both in Norway and the
overall Nordic universe.
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ETF investors also favour Norway

Investors’ changing attitude towards Norway
can also be gauged by the fact that the
county is the only Nordic country to have
experienced net inflows in January. $2.8m of
asset flowed to the eight Norwegian equity
products over the course of the month,
contrasting with net outflows in products that
track, Finnish, Danish and Swedish assets.
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