
 

 

 

Short sellers’ vital convictions  

 
Short sellers prepared to pay high fees were rewarded in August as companies whose shares cost 
the most to borrow continued to underperform the market.  
 

 12-month returns of nearly 30% delivered by long short strategies based on shorts’ demand 

 Shorts rush to plummeting Vital Therapies on  news of failed liver therapy treatment  

 Increased supply sees Shake Shack’s cost to borrow fall but short sellers remain hungry 
 
Sellers’ convictions pay off 
Short sellers cost to borrow or the benchmark 
fee charged by custodians provides an 
insightful gauge for the relative conviction of 
short sellers to hold positions in specific 
names.  
 
Utilising Markit Securities Finance data, 
Markit Research Signals Implied Load Rate 
factor has continued to deliver material 
positive returns over the past 12 months 
across a universe of over 3000 US stocks.   
 
Going long the bottom 10% in demand names 
(low cost to borrow) and short those most in 
demand (high cost to borrow) has delivered 
cumulative returns of 29.4% over the past 12 
months.  
 

 
 
The factor reveals how successful short 
sellers are in identifying names that 
consistently underperform. Analysing monthly 
returns for the past 12 months reveals that 

90% of returns have been delivered by the 
10% most shorted names with an average 
monthly underperformance (short return) of 
2.2%.  
 

 
 
Energy sector still the most in demand 
Currently, the energy sector ranks as the 
most in demand sector to short with an 
average cost to borrow of more than three 
times that of the average for the Russell 3000.  
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Demand and supply 
Due to limited supply of stock in lending 
markets, when demand significantly outstrips 
supply, the cost to borrow is driven to 
extremes.  
 

 
Vital Therapies, for example, has a fee to 
borrow north of 80% (the annualised cost to 
borrow the stock). The cost to borrow Vital 
more than tripled in August as the company 
revealed that its liver therapy treatment study 
had failed. The stock has subsequently 
slumped by a staggering 80%. 
 
In addition to the conviction of short sellers, 
timing and supply are two main factors that 
influence the cost to borrow. Newly listed 
Shake Shack’s cost to borrow soared above 
100% as an initial limited supply of stock and 
a lofty share price attracted shorts.  
 

 
 
However while short interest in Shake Shack 
continues to rise, with shares outstanding on 
loan increasing to 5.2%, the cost to borrow 
has fallen by almost 70% while the quantity of 
lendable stock has increased by 25%.  
 
To read this article on our commentary 
website, please click here.  
 
To find out more about Markit Securities 
Finance data or Markit Research Signals, 
please contact us. 
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