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Short sellers zero in on US election wage talk

Wages have played a key role in rhetoric around the current US election, encouraging sellers to

position themselves to profit from a rise in wages.

— Shorting among US firms with the worst net income to employee is 63% higher than average
— Low net income to employee firms have underperformed the market by 15% since Jan 2015
— Firms with poor net income to employee dynamics have only delivered one third of the market

returns since 1989

Wages have been a core issue of the current
US election cycle with all three of the current
front running candidates having made some
overtures to raising the minimum wage. While
some have questioned Donald Trump’s
commitment to raising the rate, his two
potential democratic nominees have both
been much more forthright in their support for
raising the federal rate from the current $7.25
to $12.0 or above. Any of these initiatives
have the potential to further fuel wage growth
past the current post recession high should
they prevail; potentially eating into corporate
profit margins.

Short sellers have positioned to profit from
this trend as US stocks which have the worst
net income per employee dynamics see much
higher shorting activity than the rest of the
market. Average short interest across the
worst ranked 10% of US equities ranked by
the Markit Research Signals net income per
employee factor now stands at 7.3% of
shares outstanding - over two thirds higher
than the average seen across the rest of the
market.
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This trend also extends to the second worst
performing sector which has over one quarter
more shorting activity on average than the
rest of the market.

Low margin firms underperform

The market has also been picking up on that
trend as the worst ranked group of US shares
has lagged the market by quite a wide margin
since the US election picked up in earnest in
the last 12 months. Shares with poor net
income to employee profiles performed in line
with the rest of the market for the first six
months of last year, but these shares went on
to underperform by 21% in the subsequent
nine months.
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http://money.cnn.com/2016/05/05/news/economy/candidates-minimum-wage/
http://www.cnbc.com/2016/05/13/dont-believe-what-donald-trump-says-he-wont-raise-minimum-wage-commentary.html
http://www.bloomberg.com/news/articles/2016-05-17/one-measure-of-u-s-wage-growth-just-hit-a-new-post-recession-high
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While these shares did bounce back
somewhat in March and April, these stocks
are still nearly 15% behind the returns
delivered by the 3000 constituents of the US
total cap universe, making them the worst
performing group by quite a wide margin.

Long term trend

This underperformance from US firms with
thin net income to employee ratios is nothing
new as the 10" decile firms have only
delivered one third of the returns seen in the
rest of the market in the last 26 years. These
firms have returned 0.35% per month on
average since January 1989. This trend
compounds to a staggering 200% of

underperformance over this long term horizon.
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