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Measuring a year in short sentiment

Markit’'s Research Signals services reveal the solid performances posted by short sentiment
factors and models this year to date, and highlight a common theme of short sentiment explaining

returns.

— Shorting factors delivered cumulative returns of 23.5% and 15.5% in the US and Europe

respectively

— In Europe and Asia Pacific, the Earnings Momentum model delivered strong return spreads

throughout the year

— Short sentiment and analyst forecasts captured in models explain a significant and

meaningful portion of returns in 2014

A review of the best performing models and
factors so far this year sees the most shorted
shares consistently underperform those that
short sellers avoided across the world. We
review this trend, along with the performance
of other strongly performing factors.

US trends

A top short sentiment factor in the universe
was the Demand Supply Ratio (DSR), this
ratio is defined as the amount of stock
borrowed by short sellers as a ratio of the
inventory of the stock, and this figure is then
ranked in ascending order.

Using this factor, we find that short sellers
have broadly performed well over this year as
the shares which saw the greatest demand to
borrow underperformed those on the other
side of the demand scale over the last 12
months.

The factor delivered a cumulative return of
23.5% with an impressive 75% hit rate. This
would have been achieved by going long the
bottom ranked companies representing those
least in demand to be borrowed, and shorting
the top decile - those most in demand to be
borrowed.
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Decile Return Spread, Factor: Demand Supply Ratio, Universe: US Total Cap

The best performing model in 2014 in the US
*Total Cap universe, is the relative value
model which delivered a cumulative sum
(cusum) return of 21.5% in 2014 with a hit
rate of 75% (accuracy). This model uses five
factors, including return on equity and
earnings yield, to pick out shares which offer
good value. Essentially, the fact that this
model has performed so strongly throughout
this year tells you that US investors have
chosen to bid up shares with good
fundamental valuations over their peers.
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Decile Return Spread, Factor: 1-Month Realized Stock Return Volatility, Universe: US
Total Cap

Source: Markit —Ceturn —CUSUM

The top performing factor in the US for 2014
thus far, the 1-Month Realized Stock Return
Volatility factor, returned 2.1% on average per
month  (24.7% cusum) indicating that
investors were rewarded for holding the least
risky stocks, something which is reflected in
the strong performance of the relative value
model.

Developed Europe

In Europe, the Earnings Momentum Model
enjoyed an 83% hit rate as investors paid
attention to analysts’ estimates. The model
returned a cumulative spread return of 11.5%
for the year or 0.96% per month on average.
Also reinforcing the notion that the outlook of
analysts impacted markets is the 3-M
Revision™ factor, which enjoyed a 75% hit
rate as cusum return of 16.1% during the
period.

Echoing their US peers, European short
sellers performed well, as evident by the
strong return spread delivered by the DSR
factor in in Europe. The factor delivered a
cusum return of 15.5% with an impressive
83% hit rate.

Asia Pacific region

The most accurate model, or one with the
highest hit rate, was the Earnings Momentum
model in AAC with a 92% hit rate - indicating
that the regions earnings forecasts signals
translated into stocks returns. Performance-
wise, however, the best performing model
over 2014 was the Deep Value Model,
delivering 1.4% average returns monthly and
cusum of 16.3% for the year.

Short sellers also performed well in the region,
as “Utilisation” or the amount of shares in
lending programmes actually out on loan
performed well. The factor had a hit rate of
83% and a 1.99% average monthly spread
and impressive cusum return of 23.8%.

Top performing models and factors (including hit rates)

us Avg Hit Rate CUSUM
1-Month Realized Stock Return Volatility 21 66.7 24.7
Demand Supply Ratio 2.0 75.0 23.5
RVM 1.8 75.0 21.5
Europe Avg Hit Rate CUSUM
EMM 1.0 83.3 11.5
3-M Revision in FY2 EPS Forecasts: Disper: 1.3 75.0 16.1
Demand Supply Ratio 1.3 83.3 15.5
Asia Pacific Avg HitRate CUSUM
DVM 1.4 75.0 16.3
EMM 11 91.7 12.8
Utilization 2.0 83.3 23.8

*Markit Research Signals employs proprietary
universes of stocks representing global markets.

AFull name of model is the 3M Revision in FY2 EPS
Forecasts: Dispersion Relative.
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