markit

Herding unicorn shorts

4th floor tel +44 20 7260 2000
Ropemaker Place fax +44 20 7260 2001
25 Ropemaker Street www.markit.com
London

EC2Y OLY

United Kingdom

Markit Commentary
October 29" 2015

Start-ups and stalwart tech stocks have shown signs of weakness recently, trimming aggressive
growth trajectories and staff while short sellers amass billions worth of positions.

— Short value on loan in IBM surges to $1.7bn after 14 consecutive quarters of meagre sales
— Chipmakers and domain name services form bulk of the largest shorts by value on loan
— Twitter short interest returns to IPO levels amid disappointing quarterly user figures

What next Watson?

Warning that full year earnings would fall
below analyst expectations, IBM released
disappointing third quarter results, impacted
by weaker emerging market sales and a
stronger dollar diluting foreign earnings.
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Revenues at IBM peaked during 2011 and
the firm has since been under pressure to
transform from an enterprise infrastructure
provider into a modern ITC services based
provider.

The company cut EPS guidance in 2014 as
cloud computing and analytics revenue
growth was not enough to counter declines in
older businesses. The cut back in share
buybacks amplified their impact on
earnings and short interest has now
increased to levels only breached once since
the financial crisis. While a relatively low
percentage of IBM shares are currently out on
loan, the value of short positions is one of the
largest of the sectors with $1.7bn of shares
now out on loan.
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Old guard dominates short value

On aggregate, short sellers are targeting
relatively mature tech based companies and
technologies, as measured by a value on loan.

% Shares
Qutstand YTD
Value on loan
ingOn change
Loan

Instrument Name

Intel Corp 2,390,017,024 2.01 68%
Avago Technologies Ltd 1,720,901,376 5.82 1171%
International Business Machines Corp 1,677,988,480 1.55 163%
Check Point Software Technologies Ltd 1,389,868,672 10.94 0%
Mobileye Nv 1,364,973,568  18.93 345%
Verisign Inc 1,329,597,824  17.96 %
Athenahealth Inc 1,219,919,104  25.95 2%
Seagate Technology Plc 1,064,804,160 12.08 397%
Microchip Technology Inc 1,025,873,728 12.45 A%
Cgi Group Inc 1,001,118,912  15.23 -23%
Twitter Inc 967,827,520 5.91 324%

Ahead of IBM and leading the ‘unicorns of
short positions’ are chipmakers Intel and
Avago Technologies with $2.3bn and $1.7bn
value on loan and 2.0% and 5.8% shares
outstanding on loan respectively.
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Both firms have seen a rise in short interest in
the last six months as mobile device
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saturation and competition in component
supply continues to impact the sector’s
dynamics.
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VeriSign, the more than two decade old
domain name service and internet security
provider, has seen short sellers track its
share price higher year to date. Shares
outstanding on loan have risen to 18%,
representing $1.3bn in value on loan.
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Long-time competitor to VeriSign, Godaddy,
which only recently IPO’d has also attracted
increasing levels of short interest with 3.1% of
shares outstanding on loan. Despite being a
mature company, Godaddy is still not
profitable which may highlight underlying
motives for short sellers targeting it and
VeriSign. However value on loan for the
company remains below $70m.
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Just shy of unicorn short status

Slightly outside the top ten most shorted tech
stocks by value on loan currently is Twitter
with $970m. One of the youngest companies
in terms of founding and listing, Twitter has
5.9% of shares outstanding, approaching an
all-time high since its IPO in 2013.
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Earnings released this week actually
outperformed on revenue growth and
earnings however lower than expected user
stats saw shares fall as analysts were
disappointed on growth prospects.

*To receive more information on Securities
Finance, Research Signals, Exchange
Traded Products, Dividend Forecasting or
our Short Squeeze model please contact us

To read this article on our commentary
website please click here.
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