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Shorts make smart bets on chipmakers

Smartphone market saturation and price deflation has continued to drive increased consolidation
in the semiconductor and component supply industry, propelling a rise in average short interest in

recent months.

— Semiconductor sector and ETF sees a spike in short interest in recent weeks
— Investors withdraw $250m from SOXX semiconductor ETF, AUM halves year to date
— Ambarella, video chip maker for GoPro, successfully targeted by activist short sellers

Component consumption

Global smartphone saturation saw unit sales
forecasts and average selling prices cut back
significantly in 2015. Lower prices and
volume growth means more intense
competition and price pressure for handset
makers and component manufacturers alike.

Despite battling lower cost competitors out of
China and higher end competition from Apple,
South Korea’s Samsung Electronics beat
expectations for third quarter earnings this
week, signalling a recovery for the stock after
two years of strife.

While improved display panel margins and
stronger smartphone shipments did contribute,
a booming semiconductor division
continues to be the main driver of the
company’s recovery as chip sales
outperformed. This good fortune, however, is
on the back of increased internal supply of
components and means lower sales for other
chip makers in a low growth and saturated
environment.

ETF components

Investor sentiment towards the
semiconductor industry can be gauged by the
iIShares PHLX Semiconductor ETF (SOXX),
which tracks US companies in the sector. The
ETF has seen a surge in average short
interest across constituents since June 2015,
rising to 3.5%, close to the 12 month highs of
3.7%. The ETF is down 8% year to date and
15% off highs reached in early June.
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Investors don’t look to be eagerly buying the
dip as they have withdrawn almost $250m
from the SOXX ETF year to date with total
AUM almost halving to $357m. The rest of the
semiconductor ETF field has also
experienced large outflows with just under
$400m of funds leaving the 12 semiconductor
ETFs over the third quarter, the most on
record.

Two of the largest constituents of the STOXX
ETF, Intel and Qualcomm, are down 11% and
24%, respectively year to date. Qualcomm’s
23% sales exposure to South Korea
(Samsung) explains some of the recent
weakness seen in the share price. Intel’s
exposure to the rapidly declining PC chip
market has seen investors’ uncertainty grow
as sales and earnings at the largest
chipmaker in the world have stagnated since
2012.
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http://www.idc.com/getdoc.jsp?containerId=prUS25860315
http://www.cnbc.com/2015/10/06/samsung-q3-profit-likely-up-798-beating-expectations.html
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http://uk.businessinsider.com/qualcomm-shares-plunge-after-it-admits-it-wont-be-on-a-key-customers-next-phone-2015-1?r=US&IR=T
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Despite stronger earnings expected for the
full year based on consensus forecasts, the
most shorted constituent of the SOXX ETF is
Arizona based Microchip Technology with
13.1% of shares out on loan. Microchip
supplies components in the “internet of things”
arena with products that control and interact
with devices. This segment of the market is
set to face increased commaoditisation.
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Shorts prosper further down the line

Non SOXx constituents have also seen their
fair share of shorting activity. Ambarella is the
most shorted chipmaker across a universe of
500 semiconductor and device companies
worldwide. The stock has seen short sellers
increase positions by a third since activist
short seller Citron Research released a
scathing report on the GoPro video chip
supplier.
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Ambarella’s stock has fallen 45%, briefly
holding below Citron’s 12 month target of $60.

Demand to borrow stock remains high with a
fee above 10%.

Component suppliers beware

Shorts have covered positions by 58% (and
profited) in Invensense, component supplier
to Apple, Samsung and now Xiaomi. The firm
supplies micro-electro-mechanical system
gyroscopes and missed out on the Apple
Watch.

Shares came under pressure when earnings
fell in the 2015 financial year due to
decreased margins as the firm discounted to
secure sales volumes.

Shares have continued to cover over 2015
and are down 50% over the last 12 months
while shares outstanding on loan have
declined to 14.9%.
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The stock remains relatively short sold
despite consensus forecasts indicating a
strong recovery in sales and earnings for the
2016 financial year.

Change
Short  over

Name Ticker Sector Interest Month

lla Inc AMBA emic d & Semicond: Equi 26.8 35%
Advanced Micro Devices Inc AMD Semiconductors & Semiconductor Equipment 17.3 5%
Cree Inc CREE Semiconductors & Semicond Equi 17.2 -23%
Vishay Intertechnology Inc VSH Technology Hardware & Equi 16.6 1%
Invensense Inc INVN Technology Hardware & Equi 14.9 -16%
Microchip Technology Inc MCHP Semiconductors & Semicond Equi 131 9%
Synaptics Inc SYNA & E 12.5 4%
| ination Technologies Group Plc IMG Semiconductors & Semicondi E 121 4%
Rambus Inc RMBS & E 113 139%
Maxwell Technologies Inc MXWL  Technology Hardware & Equi 10.2 5%
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http://www.citronresearch.com/the-ridiculousness-of-ambarella/
http://news.investors.com/technology/041415-747713-invensense-not-in-apple-watch-but-still-upgraded.htm
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*To receive more information on Securities
Finance, Exchange Traded Products,
please contact us

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