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German discounters drive US grocery shorts

After shaking up the UK grocery landscape, German retailers are setting their sights on the US
market; encouraging short interest in US grocery firms to surge to recent highs.

— Average short interest in US grocers has doubled in the last year to 4% of share outstanding
— Whole Foods is the favourite short target with 12% of its shares shorted, most in five years
— Diversified retailers Costco and Target also see elevated shorting activity

German discount retailer Lidl has set its

sights on the US as its next target market,
following in the footstep of fellow German firm,
Aldi. The potential for a large scale shake up
of the US grocery market as cost cautious
shoppers desert established retailers has
seen short sellers load up their positions in
US grocers.
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These high conviction short positions proved
to be winning trades when the two firms
established themselves in the UK grocery
scene. Anticipations of a repeat scenario has
seen the average shorting activity among the
seven pure play US listed grocers double in
the last 12 months. These firms now have 4%
of shares outstanding on loan on average -
just shy of the two year high seen three
weeks ago.

Short sellers piling in

The two standout high conviction short plays
in the current market are organic retailers
Whole Foods and Sprouts.
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Whole Foods (WFM) recently opened a
discount store concept, aimed at retaining its
incumbent position in at the top of organic
retail league table especially among cost
conscious younger shoppers. But investors
are yet to be sold on the concept, given that
the demand to borrow Whole Foods shares
has doubled in the last three months. Short
sellers have been willing to ride out a recent
rebound in WFM shares and their patience
looks to have been prescient given the
stock’'s 13% tumble in the last two weeks,
taking it near the four year lows seen earlier
in 2016.
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The same forces driving demand to borrow
Whole Foods shares are also at play with
smaller rival Sprouts, which has 8% of its
shares out on loan. Short sellers have
covered one-third of their positions in Sprout
shares from the all-time highs seen earlier in
March, but current short interest is still one-
third higher than the levels seen in January.
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The Kroger Co, the largest of the sector’s
constituents, has also seen short interest tick
up in recent months and current demand to
borrow its shares stands at 3% of shares
outstanding, three times higher than 12
months ago.

Diversified firms also targeted

While focused short interest has been
relatively focused on a narrow set of pure
play grocers, large established retailers
Costco and Target have also seen their short
interest tick up over the last year. Both firms
have seen demand to borrow their shares
jump several fold in the last 12 months with
5% and 2% of these firms’ shares now out on
loan respectively. This number is likely to
grow in the coming months, should the
German retailers manage to disrupt the
grocery landscape on a similar magnitude
than that seen in previous markets they
entered.
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