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Europe’s top shorts deliver

October’s turbulent markets have played into the hands of European short sellers as the shares
which they were willing to pay the most for have underperformed the market by the widest margin
in over six months.

— The 10% of shares which cost the most to short in Europe have underperformed the market by
1.5% in October; the worst underperformance in eight months

— The ‘top’ or most expensive shorts (the tenth decile) have underperformed their peers by a
cumulative 5.7%

— This contrast with the least expensive to borrow shares which have delivered cumulative
relative outperformances of 4.3% year to date

— Technology software and services make up the some of the most successful shorts of the last

four weeks, with recent IPOs King Digital and Mobileye targeted

October will be remembered by market
commentators as a tale of two halves for
European investors. The first two weeks of
the month saw the Stoxx lose more than 10%
of its value, pushing it on the way to new
yearly lows. Despite talks of a possible long
term correction, better than expected
macroeconomic news from abroad and the
fact that the great majority of the region’s
banks passed regulator-imposed stress tests
saw confidence return to the markets. As a
result, we have seen the index climb back to
roughly where it started out the month.

Despite the recent volatility and the fact that
the markets have traded flat for the month,
short sellers look to have managed to eke out
a profit as the most expensive to borrow
shares in the region have underperformed the
market by a wide margin.

Most shorted underperform

Shorts have managed to continue to perform
relatively well in Europe, with the 10% of
shares commanding the highest fee in the
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securities lending market (a gauge of how
committed short sellers are in a name)
underperformed the rest of their peers by a
significant 1.5%. The shares with the highest
fee among the Markit Developed Europe
universe have returned 0.6% over the month
of August, nearly 1% lower than the returns
posted by the wider universe.
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The recent underperformance has seen
European shares underperform the market by
the widest margin since February. This strong
underperformance, added to the fact that the
most expensive to short shares have lagged
behind the market for six of the previous nine
months, sees these shares trail the market by
5.7% since the start of the year.
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Software and services underperform

Software and services firms feature
prominently in this month’s short sellers’
shopping baskets, with 11 firms among this
the most expensive to borrow shares. This
includes King Digital which was August’s best
performing in Europe. The company
continues to earn the most bearish score in
the fee factor, despite the fact that its shares
look to have bottomed out in recent weeks.

Another stock earning a bearish rank is
Mobileye, an Israel-based company which
develops software for detecting potential
automotive collisions. here are currently only
3.5% of shares out on loan with the share
price down 4% over the past month. The
stock is up 42.5% since listing in August, but
short sellers seem undeterred by the recent
price surge as they have continued to add to
their positions.

Mobileye Nv

——— % Shares Outstanding on Losn = Price

Source: Markit

Dutch sim card maker Gemalto has seen
increased short selling, with 22.4% of shares
out on loan after Apple revealed their own sim
card for handsets. Gemalto is currently in the
top 2% of most expensive shorts in Europe
and demand is peaking as we have seen the
company’s share price decline 15.2% over
the last 30 days.

Other highlights

CGG takes the title of the best performing
short of the last month. The geosciences firm
serves the oil and gas industry and takes the
top spot with a 33% decline in price over the
last month with 10% of shares currently out
on loan. This recent tumble takes the stocks
fall to over 60% since the start of the year.

Another company to see surging short
interest is South African platinum miner
Lonmin whose short interest has increased to
8.8% of shares outstanding. With shares
down 44.4% year to date, short interest has
risen significantly over the last few weeks.
The company has only recently ramped up to
full production post another strike season and
tough labour negotiations. fourth quarter
results for the company are due on November
10",
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