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Shorting IPO lockup expiration

Despite the limited free float of IPOs, short sellers have been able to successfully pre-empt stock
debuts falling out of favour prior to lockup expirations.

— Short sellers in Shake Shack feel the pain as the stock rallies a third through its lock up
— Twitter and GoPro shorts benefit from post IPO declines prior to lockup expirations
— Short sellers tracking Etsy and Fitbit as stocks approach lockup expiration in 2015

Locking up incentives

IPO lockups are intended to keep company
insiders from immediately selling stock when
a company raises public capital, supporting
share prices and aligning shareholder and
insider incentives. This creates unique supply
and demand constraints in securities lending
markets as short sellers bet against the new
iIssuance hype.

Shorts have stubbornly stomached the pain of
being short Shake Shack as shares in the
burger chain have risen by a third since July
2812015, a day prior to the company’s IPO
lockup expiration.
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Shorts have continued to pay over 100% to
borrow arguably the most hyped IPO of the
year to date, even after being squeezed out

of positions in May as shares rose above $90.

The increased number of Shake Shack
shares expected to come to market was
hoped to put downward pressure on the stock
price, the opposite in fact has occurred with
the stock rallying in July. However half (1.4m)

Markit Group Limited | Registered in England and Wales | Company no. 4185146

of the company’s limited free float of ~2.8m
shares remains shorted currently (8% of
shares in issue).

Shorting Facebook short-lived

One of the most anticipated IPOs in recent
years, shorts sellers were successful in timing
Facebook’s initial post IPO Iull in 2012 and
benefited from the effects of lockup
expirations.
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Short interest peaked at 4.7% of shares out
on loan in August, with shorts covering
positions by 35% as shares fell 40% before a
large expiration occurred in November 2012.
Post expiration however, Facebook shares
have continued to rally with negligible interest
from short sellers.

Shorting the expiry

Short sellers were willing to pay up to 30% to
short Twitter prior to the company’s lockup
expiry on May 6™ 2014. This position largely
paid off as the stock fell 25% between IPO
and the lockup expiration. Since then, with
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more stock in the market, the cost to borrow
has fallen and short sellers have retreated
with the stock falling a further 8%. Takeover
rumours surrounding the social network may
be keeping shorts at bay.
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Touching $93 in October 2014 prior to lockup
expiration in December 2014, GoPro stock
soared post its July 2014 IPO and short
sellers were prepared to pay close to 100% to
short the camera maker. With limited free
float in the market, shares slid 50% to the
delight of shorts before the lockup expiry
resulted in additional shares coming to
market.
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Tracking new expirations

Fitbits’s lockup is set to expire on December
15" 2015. Short sellers have been attracted
to the stock since its IPO in June 2015, with
the quantity of shares on loan increasing
eight fold from 1.1m on June 22" to 8.8m

currently. This represents 20% of the
company’s free float out on loan.
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Etsy’s 180 day lockup expires on October 13"
2015 and the stock has attracted a
tremendous amount of interest since listing in
April. The cost to borrow stock surged above
40% in mid-July as the stock spiked 30% due
to a mention of the company in Google’s
earnings announcement.
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To read this article on our commentary
website, please click here.

To find out more about Markit Securities
Finance data, please contact us.
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