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Securities Finance research update

Markit Securities Finance teamed up with Markit Research Signals to highlight the value of
incorporating global short interest data into the investment process.

Please contact us at press@markit.com to access the full report

— Borrow Costs and Utilization factors provide the strongest returns in US & Europe
— Utilisation provided the best returns in developed Pacific
— Unattractively ranked stocks tend to be the key driver of the results across all three regions

The report analyses the performance of the
most popular Securities Finance metrics
including: Lending Supply, Short Interest,
Utilisation, Daily Cost of Borrow Score
(DCBS) and Days to Cover.

Coverage includes three broad Markit equity
universes; the US Total Cap Universe, the
Developed Europe Universe and the
Developed Pacific Universe. Markit Research
Signals calculates constituents and returns
including dividends on a monthly basis.

US Performance

The top performing Securities Finance metric
for the US market was the Daily Cost of
Borrow Score (DCBS). The cumulative return
spread between the top decile and bottom
decile was 30% while annual return spreads
were 14% with an annual volatility of 11%.

80% of the DCBS returns were driven by
bottom decile stocks (the most expensive to
borrow), and this was particularly so in the
last seven months of 2014. During this period,
the factor had the highest information ratio
(IR) of 1.27 compared with the other four
factors. The information ratio measures the
risk adjusted performance of factors by
incorporating the volatility of returns.
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Portfolio applications

While paper returns are appealing, actual
returns depend on many factors. To account
for this, returns are adjusted for borrow costs,
borrow availability and outliers.

Despite a decrease in the overall returns
following these adjustments, the return
spread exceeded the return volatility resulting
in an appealing IR of 1.05.

Regional differences

The DCBS is also the top performing factor in
developed Europe, edging out the US with
cumulative returns of 34% and a higher IR of
2.53. Europe’s returns were more even over
the test period.
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50% in the last week as utilisation, or the
amount of shares available to be shorted,
approached 90%.
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Research Signals

Source: Markit With investment signals covering more than
30,000 securities in 80 countries to support
security selection and strategy development,
Research Signals provide tools to enable
performance  analysis, research, idea
generation, back testing, portfolio exposure
analysis and bespoke model development.

Top ranked securities

The top ten securities in each market were
ranked by low and high Daily Cost to Borrow
Score. The top ten ranked securities in the
US market represent the most expensive to
borrow securities.

Please contact us at press@markit.com to

The average cost to borrow currently for this access the full report.
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