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Short sellers hold steady after banner 2015

Appetite to sell stocks short has showed no signs of slowing into the new year, with demand to

borrow shares up by over 14% in the last 12 months.

— 10% of shares which cost the most to short underperformed globally in 2015
— US investors had most successful year on record as top targets underperformed by 25.7%
— Short sellers not slowing down in the new year as the value of stock on loan is up 10% yoy

Last year witnessed a surge in short selling
activity as the economic climate saw short
sellers add to their positions across major
global markets. The ongoing nature of the
Chinese slowdown and commodities slump
also ensured that the top short strategies also
carried strong momentum into the end of the
year, with shorting activity peaking in the
closing weeks of 2015.

From a performance point of view, the year
proved very fruitful for short sellers as the
10% of shares which short sellers were the
most willing to pay up for underperformed the

rest of the market by a wide margin over 2015.

The small minority of stocks which make up
the highest conviction shorts in the US
underperformed the market by a staggering
25.7% over 2015, according the Markit
Research Signals Implied Loan Rate factor.
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Short sellers in Europe and Asia also enjoyed
a profitable year as their high conviction
positions managed to underperform the
market by 12 and 7% respectively.
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US returns best on record

Perhaps most surprising of all is the fact that
the strong underperformance of the high
conviction US short positions over last year
makes 2015 the best ever year for short
sellers since the genesis of the Implied Loan
Rate factor in 2007.
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Even the financial crisis of 2008 proved less
fruitful for high conviction shorts, when this
group of shares only underperformed the
market by 18.5%. Surprisingly, the last most
profitable year for US short selling was 2011,
when the most expensive to borrow 10% of
US shares underperformed the rest of the
market by 23.8%

Shorts show no sign of slowing down

The appetite to sell shares short also shows
no signs of slowing down in the New Year as
last year’s macro catalysts for market volatility
have shown little signs of subsiding. This
increased propensity to sell short looks to be
playing well into the hands of the securities
lending industry, as the current value of
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equities now out on loan is over $100bn
higher currently than at the same time a year,
a healthy 14% year on year increase.

Global Equity Value on Loan

Value On Loan
(USD Bn)
1,200

1,000 \\f
800
600
400
200

" —— Loans
0

1212012 0572013 10/2013  03/2014 08/2014 0172015 06

015 1172015
Source: Markit

Simon Colvin

Analyst

Markit

Tel: +44 207 260 7614

Email: simon.colvin@markit.com

For further information, please visit www.markit.com

The intellectual property rights to this report provided herein is owned by Markit Group limited. Any unauthorised use, including but not limited to copying, distributing, transmitting or
otherwise of any data appearing is not permitted without Markit’s prior consent. Markit shall not have any liability, duty or obligation for or relating to the content or information (“data”)
contained herein, any errors, inaccuracies, omission or delays in the data, or for any actions taken in reliance thereon. In no event shall Markit be liable for any special, incidental, consequential
damages, arising out of the use of the data. Markit is a trademark owned by the Markit group.

This report does not constitute nor shall it be construed as an offer by Markit to buy or sell any particular security, financial instrument or financial service. The analysis provided in this report is
of a general and impersonal nature. This report shall not be construed as providing investment advice that is adapted to or appropriate for any particular investment strategy or portfolio. This
report does not and shall not be construed as providing any recommendations as to whether it is appropriate for any person or entity to “buy”, “sell” or “hold” a particular investment.

compiled by markit


mailto:simon.colvin@markit.com
http://www.markit.com/

