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Trump rally catches short sellers out
Wednesday, November 16" 2016

High conviction US short positions have rallied by a much
larger margin than the rest of the market.

e Most shorted 10% of constituents on the eve of the election have since risen
by 12% on average

e Biotech names lead the most painful short positions in post Trump rally

e Short sellers are so far showing no appetite to short rally

Donald Trump’s unexpected victory in the US presidential election caught pretty
much every expert by surprise. US short sellers have proved no exception as their
high conviction positions have rallied by a much wider margin than the rest of the
market in the five trading days since the vote. While over 80% of the Russell 3000’s
constituents have advanced since the election, the rally has been felt most acutely
among these high conviction short positions, defined as the 10% of the index’s
constituents that see the largest percentage of their shares outstanding on loan,
which have seen theirs shares surge by 12% over the same period of time.
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But short sellers’ pain is not just contained around the top conviction short positions,
as the second most shorted 10% of the Russell 3000 index have also outperformed
the wider index with a 10.6% post-election rally.
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Biotech drives the pain

Healthcare and biotech firms have been the single largest source of post-election
strife for short sellers as the sector has led the market’s advance under the
perception that a Trump presidency won't see the type of cost controls mulled over
by Hillary Clinton. This has proved particularly painful for short sellers as biotech
companies made up a quarter of the 10% most shorted Russell 3000 constituents
heading into the election. Short sellers’ pain was also compounded as their favourite
biotech firms surged by 22% in the last week, more than the 16% advance seen by
the wider Russell 3000 biotech sector.

While the election was a large catalyst for the sector, regulatory moves have been
behind some of the largest surges, as is the case in PTC Therapeutics which has seen
its share price more than double after developments regarding the renewal of its
Translarna license from the EU regulator.

Other high flyers among high conviction biotech short positions include Ionis
Pharmaceuticals and Ocular Therapeutix which have both advanced by more than
50% since the election.

No appetite to short the rally

As with the rest of the market, the change of circumstances has forced short sellers
to rethink their strategies, as the most shorted group of stocks have seen a 1.5%
decrease in average demand to borrow in the last week. While hardly ground
breaking, this covering is over twice that seen in the rest of the market and indicates
that there is little appetite to short the current Trump rally despite the massive
momentum seen in the last week which, has caused some to guestion its

sustainability.

Healthcare firms have again been at the forefront of that trend as Diplomat
Pharmacy and Cempra have both seen short sellers cover positions worth more than
6% of their shares outstanding in the wake of the election.
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http://www.forbes.com/sites/nathanvardi/2016/11/09/the-great-donald-trump-trade-biotech-stocks/#281b06fe7807
http://video.cnbc.com/gallery/?video=3000568536
http://video.cnbc.com/gallery/?video=3000568536
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Disclaimer

The intellectual property rights to this report provided herein is owned by Markit
Group limited. Any unauthorised use, including but not limited to copying,
distributing, transmitting or otherwise of any data appearing is not permitted without
Markit’s prior consent. Markit shall not have any liability, duty or obligation for or
relating to the content or information (“data”) contained herein, any errors,
inaccuracies, omission or delays in the data, or for any actions taken in reliance
thereon. In no event shall Markit be liable for any special, incidental, consequential
damages, arising out of the use of the data. Markit is a trademark owned by the
Markit group.

This report does not constitute nor shall it be construed as an offer by Markit to buy
or sell any particular security, financial instrument or financial service. The analysis
provided in this report is of a general and impersonal nature. This report shall not be
construed as providing investment advice that is adapted to or appropriate for any
particular investment strategy or portfolio. This report does not and shall not be
construed as providing any recommendations as to whether it is appropriate for any
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person or entity to “buy”, “sell” or “hold” a particular investment.
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