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Shorts ride commodities dive

As the price of precious metals dives further, short sellers are aggressively rotating into basic
resource and mining stocks as the prospect of higher interest rates continue to send commodity

prices lower.

— Mining, coal, iron ore and steel firms see short interest spike by third in last month
— Shorts take aim at iron ore as Kumba shelves its dividend for the first time since 2006
— Short sellers take a $0.5bn dollar position in commodities trader Glencore

A precious slump

Precious metals, energy stocks and now
broad based commodity plays are getting hit
from all sides. A stronger dollar and
decreased demand emanating from China
has short sellers repositioning as markets
digest a 2015 interest rate hike in the US,
providing more momentum for further dollar
strength.
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The Powershares Db commodity tracking
fund holds precious metals, energy, industrial
metals and soft commodities and has
decreased by 15% over the last 12 months,
while the Powershares Db US Dollar Index
Bullish ETF has increased by 20% over the
same time period.

Subsector shorts rotation

In the last month, analysing global oil & gas
and basic materials stocks with at least
$100m in market cap reveals that short
sellers have trimmed exposure to integrated
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oil & gas companies by 16% while increasing
positions in oil equipment and services firms.
Oil has come under pressure once again with
the lifting of sanctions on Iran likely to
increase output levels. Average short interest
for equipment and services firms in the oll
sector has jumped 18% in the last month.
Exploration firms still continue to suffer the
most however, making up the majority of the
top ten most shorted stocks across oil & gas
and basic materials sectors.

% shares outstanding on loan

Name ICB Subsector Name 20/07/2015 change 01/01/2015
REX ENERGY CORP Exploration & Production 523 76% 296
TIDEWATER INC Oil Equipment & Senvices 4438 91% 235
APPROACH RESOURC  Exploration & Production 395 4% 378
BILL BARRETT COR Exploration & Production 38.1 225% 51
PENN VIRGINIA Exploration & Production 354 67% 212
SANCHEZ ENERGY C  Exploration & Production 343 8% N7
ENERGY XXI LTD Exploration & Production 304 13% 27.0
LABRADOR IRON OR Iron & Steel 30.1 153% 11.9
NORTHERN OIL AND Exploration & Production 291 7% 273
GULFMARK OFFSHOR  Oil Equipment & Semvices 285 47% 194

The lower oil prices have seen short sellers
return to Rex Energy with short interest
climbing to 52% in the last three months while
the share price dropped by another 33%. The
stock is down 77% over the last 12 months.
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% shares outstanding on loan
ICB Subsector Name 17/07/2015 change 01/01/2015

Aluminum 31 46% 21
General Mining 23 3% 1.7
Coal 36 32% 27
Iron & Steel 27 31% 20
Oil Equipment & Services 47 18% 40
Nonferrous Metals . 4 16% 23
Diamonds & Gemstones 05 3% 05
Exploration & Production 41 0% 41
Alternative Fuels " 49 1% 5.0
Renewable Energy Equipment 41 -10% 45
Platinum & Precious Metals 3.0 -11% 33
Integrated Oil & Gas 0.9 -16% 11
Gold Mining 24 -27% 33
Pipelines 0.8 1% 1.2

Commodities misery

The largest sector increases in average short
interest in the last month has highlighted that
short sellers are increasing efforts to target
iron & steel, coal, general mining and
aluminium firms with large increases seen in
the last month of 31% to 46%.

Kumba Iron Ore has axed its dividend for the
first time since beginning trading in 2006.
Africa’s largest iron ore producer like others is
battling against falling demand from china
amid strong supply expected from Australia
and Brazil.

Kumba Iron Ore Ltd
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Both Kumba and major shareholder Anglo
American have seen their share prices fall
dramatically by 66% and 44% respectively.
This occurred while short sellers increased
positions in the stocks by 100% in the last six
months.

Anglo American Plc
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I's not just the producers that have been
affected; commodities trader Glencore has
seen a sharp jump in shorting activity, albeit
off a small base. However the large short
value on loan of $489m (representing less
than 2% of shares outstanding) does
represent a significant short position in the
sector.
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Safe haven no more

Investors have continued to flee gold ETFs,
with the largest outflows of this year occurring
in the last week with almost $500bn of
outflows from the SPDR GLD ETF. Gold’'s
industrial cousin platinum, which is down over
15% vyear to date, has seen short sellers

iIncreasing positions in platinum miner Lonmin.
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Short interest in Lonmin is at the highest level
since the Marikana mine tragedy in 2012, with
10% of shares outstanding on loan. The
miner’s shares are down over 63% over the
last 12 months and short sellers’ demand has
increased to short the stock, with the cost to
borrow rising in the last month to above 5%.

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