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Commodities glut spurs on metals shorts

Weak global demand for metals has seen metal and mining firms come under pressure in the run

up to the first quarter earnings season.

— Metals & mining sinks to bottom of latest Markit Sector PMI, driven by weak Asia demand
— SPDR metals ETF constituents have 7.5% of shares out on loan on average; an 18 month

high

— Firms exposed to steel have been predominate targets for short sellers since January

Metals and mining shares have come under
pressure in the opening months of 2015 as
the price of steel, copper and aluminium all hit
multi year lows. This price slump is reflective
of declining global demand, which has seen
materials shares come under pressure
heading into the first quarter earnings season.
Steel and metals & mining shares lead the
basic materials sector's earnings revisions
over the last three months.

Bottom of the PMI pile

These analyst downgrades coincide with a
steep tapering off in output over the last two
months, according to the March release of the
Markit Sector PMI. Metals & mining
respondents indicated the steepest fall in
output since May 2013; marking the second
month in a row that responding companies
indicated a fall in output. This sharp fall in
output put metals and mining shares at the
bottom of the 23 global sectors which make
up the global sector universe for the second
month in a row.

This weak output shows no signs of easing as
Asian appetite, which accounted for much of
the demand for metals over the last few years,
has fallen steeply in recent months. Asian
companies which rely heavily on steel, copper
or aluminium all reported the steepest drop in
input demand in six years in March, which no
doubt compounded the recent price slump.
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Materials: bearish heading into earnings
This slump in output has been felt by actors in
the metals & mining sector, exemplified by
the severe underperformance seen in the
SPDR S&P Metals & Mining ETF. The fund
has fallen by nearly 10% since the start of the
year, with its total return trailing the S&P 500
by 12.1%.

Short sellers have paid attention to this
relative underperformance, as the 32
constituents of the ETF have seen their
average short interest increase by 20% since
January, taking shorting activity to the highest
level in over 18 months. This surge in bearish
sentiment means the group of shares now
has over 7.5% of its shares out on loan on
average, as opposed to 2% in the S&P 500.
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http://www.infomine.com/investment/metal-prices/
http://www.markit.com/Commentary/Get/13042015-Equities-Commodities-turmoil-set-to-impact-earnings
http://www.bloomberg.com/news/articles/2015-03-13/pimco-warns-on-china-s-steel-demand-outlook-as-housing-cools
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The surge in demand to borrow has been
pretty evenly spread out across the ETF
constituents. The number of firms seeing
short interest climb has outnumbered those
seeing covering by three to one.

Betting against steel

Despite the fairly even distribution of short
interest across this group of shares, short
sellers have largely concentrated on steel
firms. The four most shorted SPDR S&P
Metals & Mining ETF constituents are steel
firms, which all see more than 17% of shares
out on loan.

Short interest within steel firms is led by
metallurgical coal firms Cliffs and Peabody
Energy which both have more than a quarter
of their shares out on loan.

On the pure play steel front, US Steel has
seen shorts sellers redouble attentions over
the last three months after analysts trimmed
their EPS forecast by over 80%.
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