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Short sellers get crafty in beer

The weaker macroeconomic outlook has intensified the battle of the brewers from both ends of the
market with short sellers targeting the mid-range breweries which are less diversified and not able
to fend off fast growing minors and acquisitive majors.

— Short sellers have tripled their positions in brewers Carlsberg and Molson Coors
— Boston Beer currently the most short sold brewery worldwide
— Craft Brew Alliance not craft enough for the US consumer and sees sales fall

A perfect storm has brewed

Global breweries have come off the boil in
the last few years dealing with saturated
developed markets, waning consumer
demand and feisty craft brewers taking hefty
slices of market share.

Recent for the major brewers has come
mostly  through frontier markets and
consolidation. Weaker than anticipated
results in emerging markets however has
spoiled short term prospects of the former
leading do some speculation that major
brewers could again turn to consolidation to
return to growth.

With healthy margins and generally strong
cash flows, Markit Dividend Forecasting is
expecting moderate dividend growth across
the major brewers albeit at a lower pace than
that seen last year.

Cheaper Carlsberg under pressure

The growth pitfalls faced by the industry were
evidenced recently when Danish based
brewer Carlsberg fell by 21% over the last
month as the brewer guided earnings lower
on tepid eastern European sales and
Russian sales exposure which along with a
weaker euro impacted results. Better
positioned premium branded competitor
Heineken however was able to post
reasonable growth in the region.
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Short sellers look to have profited from the
recent fall in Carlsberg. Short interest
increased by threefold over the last year with
shares outstanding on loan rising to 5.1%
before the fall. Short interest currently still
stands high at 5.5%. The current short
interest is over three times the level seen 12
months ago.

Molson Coors Brewing Co

% Shares on loan

4.0 PE5%
35 780

76.0
30 74.0
25 72.0
.0 70.0

68.0
15 60
1.0 64.0

09/2014 11/2014 01/2015 03/2015 05/2015 07/2015
e 05 Shares on loan

Source: Markit Price

Shares in US brewer Molson Coors have
drifted lower over the last 12 months with
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short interest doubling to 3.7% prior to a 12%
drop in the share price in recent weeks. Like
its Danish listed peers, short sellers have
since trimmed positions to 2.9% of shares
outstanding on loan.

Crafty shorts

The superior ability of larger well capitalised
players to acquire and leverage successful
brands of smaller breweries to drive growth
should concern the larger less diversified craft
brewers whose sales are beginning to
stagnate.

Posting hefty annual double digit volume
growth, smaller brewers like Camden Town
and Brewdog have been able to carry out
successful crowd funding campaigns recently
to continue to fund growth.

To this end, short sellers have targeted
stalwart craft brewer Boston Beer with 7.1%
of shares currently outstanding on loan. The
Stock has had a tumultuous 12 months of
trading reaching an all-time high in January
2015 and subsequently falling 37%. The
stock continued to fall after the company
guided for a flat outlook for 2015.
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Shares in Craft Brew alliance have almost
halved in the last 12 months while short
sellers have profited handsomely. Short
interest peaked at 4.7% of shares outstanding
on loan and currently stands at 3.1%.

Craft Brew Alliance Inc
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Boston Beer and Craft Brew are faced with a
similar problem to the major brewers; small
independent breweries whose production
growth continues to out outpace the rest of
the industry.

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