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Fine weather for shorts
Thursday, June 15 2017

Short sellers have returned to their winning ways which has
prompted them to increase their average positions to the
highest level in over eight months.

e Short sellers to extend their winning streak to four months in June
e Average short interest in Russell 3000 shares up by 13% from recent lows

e Shorts overweight the energy and healthcare sectors while underweight
financials

The market’s recent surge to all-time highs hasn’t precluded short sellers from
successfully picking underperforming stocks. The 10% most expensive to borrow US
stocks — which are essentially the highest conviction short positions according to
their willingness to pay - have already underperformed the market for three
months; June is shaping up to be another successful month for short sellers given
that these stocks have underperformed the market by 0.5% in the first two weeks of
the month. This consistent underperformance, relative to the IHS Markit Total Cap
universe, means that the favorite short positions have underperformed the market
by a cumulative 5.5% in the opening five months of the year.
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There is no denying that the post-election bull market did make it tough for short
sellers; however, this proved to be a relatively short lived trend, as shorts have been
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as successful in 2017 as in the preceding two years. While the average monthly
underperformance of the high conviction short positions year-to-date (1.1%) is
somewhat lower than the 1.4% registered over 2015 and 2016, the fact that shorts
have come out ahead in four of the opening six months means that they have been
as consistent in finding underperforming stocks than at any time during the recent
market.

Shorts adding to their positions

Short sellers have been emboldened by this recent run of form as we’ve seen an
increase in shorting activity across US stocks. This newfound bravado from short
sellers is evidenced by the fact that the average borrow activity across the Russell
3000 index has jumped to an eight month high of 4.1% of shares outstanding.
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Short sellers had initially been scared off by the post-election market, as average
shorting activity fell to 3.6% of shares outstanding in early February, but the fact
that short interest has jumped by more than 10% from the recent lows indicates
that bears are feeling more comfortable in the current market and adding to their
positions.

Transportation names have helped carry the average higher as the sector registered
a 40% increase in average demand to borrow. Rental car companies Avis and Hertz
have driven that trend after a series of disappointing earnings drove short sellers to
increase their positions in both firms past the 20% of shares outstanding mark.

Trucking company USA Truck has also come under attack as short sellers have
increased their positions more than tenfold to the current 7% of shares outstanding.

While transportation stocks have been disproportionally targeted in recent weeks,
the ultimate transportation sector, industrials, is still relatively underrepresented
among the latest analysis of the 10% most expensive to borrow stocks.

The same can't be said for healthcare names which make up a quarter of high
conviction shorts, despite only making up 13% of all listed US stocks.
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Energy names are disproportionally represented among top short targets, as bearish
investors have a 11% overweight towards the sector. With oil volatility now back on
the market, we've seen short sellers add to their energy shorts. This increased
shorting activity has pushed the average demand to borrow shares across Russell
3000 energy stocks up by 40% since the February lows of 7.5% of shares
outstanding. The 12 month high in energy shorting activity has been led by
helicopter operator Bristow Group, which has seen the demand to borrow its shares
double to 26% of shares outstanding. This spike in short interest exemplifies the
current situation for many players in the energy sector, as it came after the firm
announced a sharp fall in revenue, which the company does not expect to rectify
until at least fiscal 2019.
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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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