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Shorts target Taiwanese technology

As Asian market turmoil spreads globally, manufacturers in Taiwan have come under pressure
with short sellers targeting technology stocks and investors pulling funds from Taiwan exposed

ETFs.

— Short sellers target technology as demand slows and competition for market share heats up
— Acer is the most short sold stock in Taiwan, while technology sector short interest up 10%
— Taiwan ETFs see two months of strong outflows, curbing a record breaking year of inflows

PMI points to Taiwan weakness

PMI data released by Markit in early August
indicated that the Taiwanese manufacturing
sector had experienced a further deterioration
of operating conditions throughout July.
Production levels, new orders and purchasing
activity all fell sharply, with new export work
declining by the fastest rate seen in almost
three years.

This trend also shows no signs of slowing
given China’s recent yuan devaluation. This
step could make Taiwanese exports less
competitive against those of the largest
exporter in the region, China.

ETFs feel the weakness

Taiwan Exposed ETFs
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Weak PMI data is accompanied by ETP data
that indicates ETF investors started to pull
funds out of Taiwanese exposed funds early
in July. However despite the recent outflows
in July and August, and thanks to a very
strong monthly inflow during June, the year is
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still on track to record the largest annual
inflow into Taiwan ETFs.

The iShares MSCI Taiwan ETF (EWT) with
$3.14bn in AUM is the largest ETF tracking
Taiwanese equities, representing 42% of
current ETF AUM exposed to the region. The
fund has seen almost $270m of outflows
occur since the beginning of July, 8.5% of
current AUM. Its NAV has fallen by a
staggering 22.3% since the beginning of July.

iShares MSCI Taiwan ETF
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Most shorted in Taiwan

Taiwan’s recent struggles have also spurred
on short sellers which have been circling
around Taiwan’s export driven technology
shares since the start of the third quarter.

Average short interest across Taiwan sectors

% Shares % Shares
oustanding oustanding # of Market Cap
on loan on loan companies $bn

Taiwan Sectors  21/08/2015  change  01/07/2015
Qil & Gas 32 9% 35 9 232
Technology 1.6 10% 14 137 212.0
Industrials 12 8% 1:d 177 129.9
Basic Materials 1.0 4% 1.0 58 645
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The three largest most short sold stocks in
the region are technology firms, with the
sector’s average short interest rising by 10%
since the beginning of July. While technology
is only the second most shorted sector, it has
ten times the market cap of the most shorted
oil & gas sector.

The most shorted in Taiwan currently is
hardware manufacturer Acer who has once
again been targeted.

Acer Incorporated
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Shares outstanding on loan have increased in
to 8.9%. With 70% of available shares short
sold, the cost to borrow remains high for the
stock.

Falling into the semiconductor subsector, the
second most shorted in the region is Epistar
which manufactures LEDs. Shares
outstanding on loan have jumped in recent
weeks to 8.6%, a 52 week high.

Epistar Corp
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Making the top twenty most shorted in the
region, handset maker HTC’s stock has fallen
by 71% in the last six months with short
sellers covering positions by a half during the
same period.

HTC _
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The struggling handset maker has battled
against an incredibly competitive Asian
market that has reached signs of saturation
with signs of demand slowing down.

Mediatek Inc
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Another semiconductor name seeing heavy
short interest in the last few weeks is
Mediatek which is second to US rival
Qualcomm in the manufacturing of
semiconductors for mobile and wireless
hardware applications. After three years of
strong revenue and earnings growth,
momentum for the firm has stalled and
consensus forecasts point to stagnating sales
and earning falling by a third for 2015. The
majority of Mediatek chips are destined for
Asian handset makers.
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Short sellers utilise ETFs

In a similar trend to that seen in China, short
sellers have used the iShares MSCI ETF to
efficiently short the Taiwan market.

iShares Msci Taiwan Index Fund
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Shares out on loan for the ETF currently
stands 9.6%, declining by 22% in the last
month as the ETF’s NAV declined by 15%
over the same period.

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

To find out more about Markit Securities
Finance data, please contact us.
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