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European short sellers miss out Brexit bonanza

European short sellers were as unprepared for Brexit as the rest of the market and there have
been few signs of a rush to short the firms most affected by last Thursday’s vote.

— Average short interest in Stoxx 600 index fell 5% in the ten days leading up to last Thursday
— The most shorted constituents of the index have not fallen as much as the index average
— Demand to borrow European shares to short has been flat since last Thursday

The volatility seen since last Friday would
have provided European short sellers with an
opportunity to profit from a seldom seem
decline in the market, but the unexpected
Brexit result largely caught short sellers out.
While no part of the market “correctly”
anticipated Friday’s results, it's interesting
that even historically sceptical investors stood
largely unprepared to profit from the volatility.

The covering seen in the FTSE 350 index in
the days leading up to Thursday’s referendum
was mirrored in the rest of Europe. The
average shares out on loan across
constituents of the Stoxx 600 stood at 2.4% of
shares outstanding on the eve of the vote.
This number was 5% lower than that seen ten
days prior which indicates that bearish activity
was on the wane leading up to Friday’'s
volatility.

Most shorted failed to deliver

Short sellers also missed out due to the fact
that their high conviction names have largely
failed to deliver since last Thursday. Since the
vote, the average fall seen in the 10% of the
Stoxx 600 constituents that saw the greatest
short activity on the eve of the vote was 5.6%.
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Stoxo 600 Average Return by Short Deciles
Average % of Shares out Change since  Average

on Loan (June 24th) Thursday Price Return

10 (Most Shorted) 9.6 1% £.6%
9 47 2% 5.9%

8 3.3 2% 5.1%

7 2.2 4% 5.7%

6 1.5 1% -7.6%

5 1.1 0% £.3%

4 0.8 -1% 6.3%

3 0.6 5% 6.6%

2 0.4 -20% T.5%

1 (Least Shorted) 0.2 -19% -5.6%
Index Average 24 % £.1%

This is 0.5% less than the average price fall
seen index wide and ironically means that the
most shorted group of shares has actually
outperformed the index as a whole.

The average short interest among those
index constituents that did underperform the
index, the 60 whose share price has fallen by
more than 15% since the vote, was 2.0% of
shares outstanding on the eve of the vote -
nearly 20% less than the index average.

There few exceptions to the trend are largely
periphery banks Italian and Spanish banks
such as Banco Popolare and UBI Banca,
which make up the majority of firms which
feature among both the high conviction short
list at the end of Thursday and those whose
shares have fallen by more than 15%.

The one profitable high conviction UK short of
recent weeks has been London exposed real
estate developer Capital & Counties which
had seen large demand to borrow leading up
to the referendum as investors looked to profit
from a fall in London property values off the
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back of an “out” vote. Its shares fell by 17% in
the three days after the vote and short sellers
have subsequently added 14% to their

already high positions.
Capital & Counties Properties Plc

% Shares on Loan Price

500
450
400
350

8
7
6
5
4
3
2
300
1
0

——% Shares on Loan —Price 250
06/201% 08/2018 10/2015 1212015 02/12016 04/2016 06/2016

Source: Markit

Little appetite to sell short post Brexit

But the surge in demand to borrow Capital &
Counties shares is very much against the
general mood of the market as demand to
borrow shares of the constituents of the Stoxx
600 index has been flat since last Thursday
indicating a general lack of appetite to short
the market in the wake of the vote.

This trend holds true even for the companies
whose shares have been most negatively
impacted by the recent volatility as the
average borrow across the 60 shares which
have fallen by more than 15% in the last three
trading days has fallen 5% to 1.92%

Eight index constituents have bucked this
trend however and have seen demand to
borrow grow by more than 1% of shares
outstanding in the last three days. The
majority of these firms are financials which
stand to suffer the most from the uncertainty
brought upon by last week’s vote.

This is particularly relevant for Scottish
banking group CYBG which has seen shorts
increase by more than a third in the last three
trading days to an all-time high 6.3% of
shares outstanding.
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