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Shorting UK consumer sentiment

Despite an indicated boost in wages and flat inflation, the Markit UK Household Finance Index
marked its lowest reading in a year. This lack of financial confidence has seen shorts circle around

UK retailers in recent months.

— UK consumer focused shares have seen the highest average short interest in over a year
— Retailers, both staples and discretionary, attract the most short sellers with Sainsbury’s leading

the way

— Services firms see little appetite from short sellers after seeing sustained covering

The idea of a “squeezed middle” in the UK,
which has largely been left behind in the
recovery, has been at the heart of the UK
political debate for in recent years. The latest
data from the UK Office for National Statistics
indicate that wages in the three months to
August only rose by 0.7% from the previous
year, which was a full half a percentage point
below the rate of inflation and well below the
4.3% average run rate seen in the seven
years leading up to 2008.

The erosion of UK consumer spending power
has seen consumer-focused companies
targeted by shorts sellers as fierce
competition for a share of the UK wallet
disrupts the established landscape.

Household finances under pressure

The recent trend shows no signs of abating
any time soon if the Markit Household
Finance Index is anything to go by. The latest
release of the survey, which queried 1500 UK
adults on their financial situation, indicated
that UK households felt increasingly wary of
their current financial situation with the index
reading falling from the previous month to the
lowest level of the year.

The survey did have a silver lining however,
as respondents indicated a strong lift in
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income in October which could signal an end
to the lacklustre wage growth seen over the
last few years.

Shorts circle consumer shares

The country’s weak household confidence
has seen shorts circle the companies which
cater to consumers, with short sellers’
appetite growing in recent months. The
average demand to borrow shares in FTSE
350 constituents which operate in consumer
focused sectors such as retail and consumer
services has jumped by nearly a quarter since
the start of the year and now stands at the
highest level since April of last year.
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While overall shorting activity across UK
stocks has also grown (by 15% year to date),
the extra average short interest seen among
consumer focused share has more than
doubled since the lows earlier in the year as
UK households continued to feel the pinch.
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Retailers targeted

Retailers have been at the forefront of the
current wave of shorting activity with Food
and Staples retailers currently seeing 6.2% of
their shares out on loan. That number has
doubled in the last year, and increased by a
fith over the last month as continuing
struggles in the supermarket space saw
shorts add to one of their favourite trades of
the year.

% Shares
Qutstanding 1 Month % 1 Year %
On Loan  Change Change

Food & Staples Retailing 6.2 22% 106%
Retailing 2.4 4% 0%
Consumer Senices 1.5 6% -22%
Food, Beverage & Tobacco 1.1 -20% 58%
Consumer Durables & Apparel 0.7 -3% 93%
Average 1.9 1% 15%

Sainsbury’s has seen its demand to borrow
jump to 17.5% to make it the most shorted
constituent of the FTSE 350 index. This
marks an all-time high demand to borrow
after its shares fell by 38% since the start of
the year.

J Sainsbury Plc

Source ar
Non-staples retailers, which have also come
under pressure from falling wages, also see
above average short interest with 2.3% of
shares out on loan on average; a quarter
more than the rest of the consumer focused
sectors. The companies seeing the most

shorting activity in that space are Ocado and
N brown Group which have both seen large
surges in demand to borrow in the last few
weeks.

Services see covering

One part of the sector not seeing an increase
in bearish sentiment has been services firms
such as restaurant and travel firms. These
companies used to see above average
shorting activity compared to the rest of the
sector, but the last few months have seen
shorts cover a fifth of their positions in the last
year.

Travel firms have led the covering in this
space, with TUl and Carnival both seeing
shorts cover to new annual lows.
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