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European short sellers join global covering
Monday, February 20" 2017

Borrow demand across Stoxx 600 constituents has atrophied to a four
month low since January 1%,

e Average short interest across Stoxx 600 constituents down by 10% in 2017
e Norway now most shorted market in Europe after skipping the trend
e Pearson, Marks and Spencer see rising short interest this year to date

The wave of short covering that has swept up US and UK equities in the last three
months has reached the shores of mainland Europe. The relatively high level near
term political and economic uncertainty hasn't inspired short sellers as the Markit
Securities Finance data base has witnessed a 10% decrease in the average demand
to borrow constituents of the Stoxx 600.
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The current average short interest across the index now sits at 2.3% of shares
outstanding which is the lowest average registered since September of last year.
This sustained wave of short covering marks a stark contrast to that seen in the
opening weeks of last year when short sellers were busy building their positions to
multi-year highs following the commodities slump.

No one market has been responsible for this covering given that the average
demand to borrow has fallen across 11 of the 15 countries which make up the index.
Spanish stocks have seen the largest fall overall in short interest as short sellers
covered a fifth of their positions on average.
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France, where the political waters are the murkiest, has also been swept up by this
wave of short covering as the country’s 83 constituents which feature in the index
have seen an 11% decrease in demand to borrow their shares since early January.
This covering means that the French stocks which feature in the Stoxx 600 now see
roughly a fifth less shorting activity on average than the wider index.

Norway tied for most shorted

One key exception from the covering is Norway, where the 10 constituents which
feature in the Stoxx 600 have seen a slight increase in demand to borrow over the
last six weeks. Running against the tide ensures that Norway is now tied with its
Scandinavian neighbor Sweden as the most shorted country in the Stoxx 600. Both
countries now have 3% of their shares out on loan on average. This is a tenth more
than Italian shares which are the third most shorted constituents of the Stoxx 600.

Norway’s current high conviction short positions include Marine Harvest which has
8.3% of its shares out on loan and Subsea 7 with 10%. It's worth noting that both
firms have convertible bonds outstanding which means that a large part of the
borrow demand is most likely to be driven by arbitrage driven investors as opposed
to those betting against both firms’ share price.

Some firms buck the trend
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While Norway is the only market level holdout, short sellers have been getting
increasingly active in several single names over the last few weeks.

One such name is Air France KLM which has experienced a doubling in the demand
to borrow its shares. This ultimately proved to be a losing bet for short sellers
however as the airline’s shares surged dramatically after the company announced
better than expected earnings.

Short sellers have also increased their positions in several of the index’s UK
constituents. Publisher Pearson, which released a disastrous profit warning that
knocked 30% off the value of its shares, and retailer Marks and Spencer which has
had to content with headwinds in the UK retail space, have been the favorite short
targets so far this year. Short sellers have borrowed increased their short bets in
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both firms by over 3% year to date which means that Pearson now sees 9.5% of its
shares shorted while its retail compatriot has 6.7%.
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Disclaimer

The intellectual property rights to this report provided herein is owned by Markit
Group limited. Any unauthorised use, including but not limited to copying,
distributing, transmitting or otherwise of any data appearing is not permitted without
Markit’s prior consent. Markit shall not have any liability, duty or obligation for or
relating to the content or information (“data”) contained herein, any errors,
inaccuracies, omission or delays in the data, or for any actions taken in reliance
thereon. In no event shall Markit be liable for any special, incidental, consequential
damages, arising out of the use of the data. Markit is a trademark owned by the
Markit group.

This report does not constitute nor shall it be construed as an offer by Markit to buy
or sell any particular security, financial instrument or financial service. The analysis
provided in this report is of a general and impersonal nature. This report shall not be
construed as providing investment advice that is adapted to or appropriate for any
particular investment strategy or portfolio. This report does not and shall not be
construed as providing any recommendations as to whether it is appropriate for any
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person or entity to “buy”, “sell” or “hold” a particular investment.
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