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Short sellers target teen retailers

The recent American Apparel bankruptcy highlights the challenges facing certain clothing retailers
within the Consumer Discretionary sector, which has still managed to outperform year to date.

— Weak sales sees average sector short interest spike higher in the third quarter
— lconic US clothing brands see sales and shares fall, attracting short sellers to key names
— Shorts target fickle client demographics of Abercrombie & Fitch and Urban Outfitters

A long thread

US Consumer Discretionary stocks have
outperformed year to date and over the last
12 months, as shown below with the SPDR
Consumer  Discretionary  Select ETF
outperforming the SPDR S&P 500 ETF by a
margin of 16%.
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Key stock performances by large names such
as Nike, Home Depot and Starbucks have
lifted the entire sector but not all shares have
seen similar share price movements.

Within Clothing and Apparel retailers, certain
brands have been falling out of favour as of
late; impacted by changing consumer tastes.
Companies have also had to battle weaker
sales outside of the US, impacted by a
stronger dollar and weaker economies. These
developments have lured short sellers to the
industry.
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Made in America

Across a universe of North American stocks
within the sector (with more than $100m in
market capitalisation), Apparel retailers have
seen a significant rise in average short
interest recently to 6.5%; 50% more than the
sector average of 4.5%.

US Consumer Discretionary (above $100m mktcap)
% of Shares Out on Loan
6.5

5.0 = Apparel Retail

55 Consumer Discretionary average

5.0

4.5

4.0

3.5 o

3.0
04/11/2013 04/05/2014 04/11/2014 04/05/2015
Source: Markit

Short selling however has not been
indiscriminate across the sector, with shorts
instead targeting key names.

Select North American Clothing and Apparel Retailers
Shares

Instrument Name Ma(rsk ::];:ap Ouot:t::::‘lng L:: cr:ngt: Price l:tr:ir;a(sye“;r;
American Apparel Inc* 0.0 2% -44% 0.03 -97%
Michael Kors Holdings Ltd 8.0 2% -3% 415 -45%
Gap Inc 10.9 6% 17% 26.9 -36%
Ralph Lauren Corp 10.2 2% -32% 118.7 -36%
Abercrombie & Fitch Co 1.4 271% 2% 203 -29%
Coach Inc 8.5 3% -9% 308 -18%
Urban Outfitters Inc 3.8 9% 14% 30.3 -14%
Hanesbrands Inc 1.8 3% -24% 29.2 5%
American Eagle Outfitters li 341 17% 23% 15.8
Nike Inc 107.2 0% 1% 125.8
Under Armour Inc 21.8 10% 10% 101.3

*Suspended
Source: Markit

American Apparel has had its fair share of
internal issues over the last few years with
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the company firing founder ceo Dov Charney
in December 2014. The company has been
unable to materially grow sales over the last
three years, and has posted five years of
consecutive losses.
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American Apparel's shares were suspended
from trading on October 6™ 2015 by the

NYSE as chapter 11  bankruptcy
proceedings get underway to restructure the
firm’s debt burden. The bankruptcy

underscores the challenges faced by certain
retailers which have seen varying fortunes
over the last few years.

Iconic brands

Michael Kors is one such firm. It has seen
falling sales which it attributed to fewer
tourists in the US and a stronger dollar
impacting foreign sales. Its shares are 45%
down year to date, but short sellers seem to
be giving management the benefit of the
doubt as the firm sees a relatively low 2.5% of
its shares out on loan.
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Gap’s management has not benefited from
the same luxury as its shares have attracted
short sellers in 2015, with demand to borrow
its shares jumping five-fold year to date to
6.5% of shares out on loan. Its stock is down
over a third as the company also struggles
with declining sales.
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Shares in Ralph Lauren have also fallen over
a third year to date, but jumped after news
that Stefan Larsson from OIld Navy (Gap)
would take the lead at the company. Short
interest has steadily climbed year to date but
still remains relatively low at 2% of shares
outstanding on loan.
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Teen retailers see the action

Short sellers have been less hesitant to target
historically teen focused retailers that have
lost their cool and have large US mall
exposure with declining foot traffic. The tastes
of this coveted demographic have shifted
away from logos and towards typically lower
prices offered at fast fashion chains such as
H&M and Zara.
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One stock that highlights this trend well is
Abercrombie & Fitch with a third of shares
sold short. The stock has fallen 29% year to
date and 41% in the last 12 months.

Short interest in American Eagle Outfitters
has surged since April rising to 17% of shares
outstanding on loan. Short sellers may be
targeting the firm’s recent foray into the
competitive UK market as an entry ticket into
Europe.
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Short interest in Urban Outfitters has hit a two
year high with 8.6% of shares outstanding on
loan. The stock is down 35% since March
highs.
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Shorts have followed Under Armour’s share
price rise with 10% of shares outstanding on
loan currently.
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The performance of the apparel brand has
posted over five years of strong sales and
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earnings growth with strong consensus
forecasts for the full year.

*To receive more information on Securities
Finance, please contact us

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