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European legacy airlines clipped by competition

Established “legacy” airlines are facing a two pronged assault from domestic budget firms and
international upstarts on long distance routes, leading short sellers to circle the once dominant

group.

— Legacy airlines have seen short sellers double their positions
— Air France leads the three legacy carriers at the top of the most shorted list
— Discount airlines now have half the short interest compared to 12 months ago

Legacy European carriers have seen little
relief from the recent collapse in oil prices and
rebounding European economy. These
carriers have seen masses of their customers
flee to lower cost, no frills competitors while
well capitalised foreign competitors have
given them a run in the profitable long haul
market.  Their problems have been
compounded by the legacy labour structure,
which has seen these firms plagued by
strikes as their management tries to enact
the types of changes necessary to compete in
the current marketplace.

Shares of the nine listed European legacy
carriers have underperformed their no frills
discount peers by over 20% since the start of
the year. This trend has not gone unnoticed
by short sellers.

Short sellers circle

Current short interest in European legacy
airlines stands at 3.5% of shares outstanding,
60% higher than at the start of the year. This
means that these firms are now more shorted
than both the overall European stock market
and the airline field in general, which has
2.8% of shares shorted on average. The
current shorting activity marks a turnaround
from 18 months ago, when the same group of
shares saw much less shorting than its peers.
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This trend is not led by any one firm as legacy
carriers (Bold in table below) stand on all
three steps of the most shorted European
airlines podium.

Short YTD % YTD Price

Name Ticker Interest Change Return
Air France Klm Sa AF 10.3 15% 21%
Sas Ab SAS 8.7 117% 0%
Deutsche Lufthansa Ag LHA 8.0 135% 17%
MNorwegian Air Shuttle Asa NAS 7.9 -49% 18%
International Consolidated Airlines IAG 2.3 175% 17%
Easyjet Plc EZJ 1.4 13% 2%
Wizz Air Holdings Plc WIZZ 1.1 - 39%
Turk Hava Yollari Ao THYAOQ 0.9 859% -15%
Flybe Group Plc FLYB 0.8 5% -29%
Pegasus Hava Tasimaciligi As PGSUS 0.7 736% -A45%

Air France KLM holds the most shorted title
with 10.3% of shares out on loan. While
current short interest represents a 20% fall
from the recent highs seen in March when
13.3% of the company’s shares were shorted,
the covering looks to have been driven by
difficulties in sourcing shares to borrow. Over
90% of Air France shares in lending programs
are now on loan, the same portion as during
the year’s high.
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http://www.english.rfi.fr/economy/20150219-air-france-klm-reduces-losses-2014
http://www.bloomberg.com/news/articles/2015-09-04/air-france-says-long-haul-jets-will-go-if-pilots-resist-reforms
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SAS-NAS market share battle

The struggle between low cost and legacy
airlines is exemplified by the SAS-Norwegian
Air Shuttle battle as both firms fight for
market share in the Scandinavian region.
Short sellers had originally been sceptical of
the Norwegian’s ability to grab market share
away from its regional rival, but momentum
seems to have reversed as seen by the
recent short covering.
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This success has largely come at the
expense of SAS, which has seen analysts
halve their profit forecast for the firm in the
last six months. Short sellers have followed
the news, with demand to borrow the
company’s shares climbing back over the
25% mark.

Discounters see covering

The short covering seen by NAS is
representative of a bigger trend in the
discount airlines sector as these firms have
seen short interest fall by 40% year to date.
Ryanair now sees its shares trade at an all-
time high while short interest is non-existent
with 0.1% of the Irish carrier’s shares now out
on loan.
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