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Short sellers notch up early win in US retail 

Thursday, January 19th 2017 

Many bricks and mortar retailers struggled over the holiday shopping 
period, encouraging short sellers to add to their already high 

positions. 

 Retailers have seen short interest tick up while the rest of the market 

experienced covering 

 Top five most shorted retailers have fallen in price this year to date 

 Short sellers have targeted lagging retailers such as J C Penney 

Retail stocks are treading water in the opening weeks of the year while the wider 

S&P 500 has seen the post Trump rally continue in the New Year with a 1.4% return. 

This underperformance hasn’t been uniform however, as online focused outlets such 

as Amazon posted strong numbers which came at the expense of their bricks and 

mortar competition. This performance seems to have emboldened short sellers to 

further commit to one of the high conviction trades of the last few years as retailers 

have seen an increase to their already high short interest since the start of the year.  

 

The uptick in short interest is evidenced by the fact that the average demand to 

borrow shares in the 200 or so US retailers with a market cap greater than $200m 
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has increased by roughly 3% since the start of the year, with an average of 5.3% of 

shares outstanding. This increase runs contrary to the rest of the US market where 

the buoyant mood has prompted short sellers to return 5% of their S&P 500 borrow 

since the start of the year. These diverging paths mean that the already heavily 

shorted sector now sees more than twice the average demand to borrow than the 

rest of the market. 

Bearish sentiment in retailers has also been expressed through XTR, the SPDR S&P 

Retail ETF. Short sellers have borrowed a staggering 52% of the ETF’s shares 

outstanding as of latest count.  

High conviction shorts pay off 

Not surprisingly, short sellers have been focusing their attention on the sector’s 

laggards as the 10 firms which have seen the largest rise in demand to borrow since 

the start of the year have seen their shares fall by an average of 5% over the same 

period of time. 

This trend was led by J C Penney which has seen short sellers increase their borrow 

in the company’s shares by over 4% of shares outstanding since the start of the 

year. This surge, which takes J C Penney’s shorting activity to a new yearly high, 

was spurred on by news that the company’s same store sales declined over 

November and December. These disappointing results sent J C Penney shares down 

by 16% in the opening two and a half weeks of the year, but the surging demand to 

borrow the retailer’s shares indicates that short sellers think the selloff may have 

room to run. 

 

Tailored Brands, which joins J C Penney among the top 10 retail short targets of 

2017 so far has also seen its shares fall by over 15% this year to date. 

 

Top short targets underperform 

While short sellers have been targeting the laggards in the retail space, their top 

targets heading into the year have also underperformed as the 20 retailers which 

had the greatest proportion of their shares on loan to short sellers have fallen by 3% 
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on average in 2017 so far. This trend is most evident among the five highest 

conviction short positions in the sector which have fallen by 8% on average.  

Sports retailers Hibbertt Sports, which was the most shorted retailer heading into the 

year, has by and large proven shorts right as its shares are down by 9% this year to 

date. 
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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 
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