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European rally hits shorts hard

The recent rally in European equities has cut short sellers’ winning bets down to size but on
average short sellers continue to hold onto positions with marginal covering.

— Rally wipes out profits across top 60 shorts of the Stoxx 600, outperforming the index

— Average short interest remains at high levels as shorts hold their ground

— Select high conviction names see shorts add to positions as shares surge

The Stoxx 600 bounce of 2016

After declining some 24% in the past year
and reaching a 52 week low on February 11"
2016, the Stoxx 600 index has subsequently
bounced higher by an impressive 12% in the
past month. Year to date however, the Stoxx
600 is still down over 6% and despite the
recent rally hurting short sellers average short
interest of Stoxx 600 constituents remains at
the highest levels seen in over two years.

Stoxx 600 average short interest

% Shares on loan
27 42

25
2.3
2.1
1.9

1.7 30
6/09/2014 16/02/2015 16/07/2015 16/12/2015

— A verage constituent short interest e |shares Dj Stoxx 600 De
Source: Markit

Top 60 shorts outperform

The top 60 most shorted names across the
Stoxx 600 have in fact outperformed the
overall index for eight consecutive weeks (as
measured by the iShares Stoxx 600 ETF).
The main concern for shorts though is that in
the past four weeks, the outperformance
posted by the most shorted stocks has been
net positive and seems to be gaining
momentum.
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Despite the recent rally, short sellers have
been hesitant to cover positions. Average
short interest across the 60 most shorted
names has only declined marginally from
highs, down by 3.2% to 11.7% of shares
outstanding on loan on average. This
compares to the wider index average of 2.7%.
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Shorts barely cover

The top ten rising stocks in recent weeks
across those top 60 most shorted in the Stoxx
600 reveal that short sellers have not only
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been hesitant to cover in the face of spiking
prices but in some cases they haveincreased
positons.

The costliest shorts of the Stoxx 600
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Seadrill Ltd

Anglo American Plc
Arcelormittal Sa
Glencore Plc
Petrofac Ltd

Tullow Oil Plc
Burberry Group Plc
Aggreko Plc

Talktalk Telecom Group Plc

Aberdeen Asset Management Plc
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Since Feb 11™ 2016 (Stoxx 600 bottom) the
most costly absolute to short position would
have been in Seadrill. Shares in the firm have
risen 202% with short sellers only covering
6% of positions.

Seadrill Ltd
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With a longer term perspective however,
shorts have been profitable on Seadrill.
Having consistently reduced short positions
by a cumulative 35% in the last 12 months,
short sellers have taken profits, while the
stock has fallen 25% over the same time and
this includes the recent two fold spike.

Short sellers have covered positions in Anglo
American and Glencore as shares have
surged significantly by 77% and 54%
respectively year to date. The rise in shares
has been supported by a recovery in iron ore
prices and outlook in resources but both
stocks are still lower however, by over 50%
on a 12 months basis.
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Shares in Tullow Oil have rallied by almost a
guarter year to date but short sellers have
accelerated increases in short positions.
Shares outstanding on loan have increased
by a fifth year to date with 10.3% of shares
outstanding on loan currently.

Tullow Qil Plc
% Shares on loan Price
15 450
" 400
10 350
9

300
8

250
7
s 200
5 150
a 100

03/2015 05/2015  07/2015 09/2015 1112015 01/2016

=%, Shares on loan Price

Source: Markit

Aberdeen Asset Management has also seen
an increased appetite from short sellers in the
past month with shares spiking some 14%,
while short interest has been driven higher to
9.3%.
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Aberdeen Asset Management Plc
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The rally in Tesco shares continues to attract
further interest from short sellers. Despite its
stock rising some 31% year to date, shorts
have increased positions to reach 6.9% of
shares outstanding on loan which is the
highest level seen in 12 months.
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*To receive more information on Securities
Finance, Research Signals, Exchange
Traded Products, Dividend Forecasting or
our Short Squeeze model please contact us

To read this article on our commentary
website please click here.
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