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UK Retail Shorts Emboldened by Article 50
Wednesday, April 5" 2017

UK retailers are facing a new wave of bearish investor
sentiment as the UK kick-starts the process that will see it
leave the European Union.

e Short sellers increase bets in UK retailers to the highest in over two years

e Supermarkets most shorted although demand to borrow has been steady ytd

e Non staples retailers have been driving the recent surge in short interest

Investors keen to hedge against Brexit uncertainty have been placing bets against
UK stocks with a heavy domestic revenue profile since the middle of last year. The
triggering of Article 50 has seen this trend kick into overdrive as evidenced by the
fact that UK retailers, many of which derive the entirety of their earnings from within
the British Isle, have seen shorting activity surge over the last few weeks. These
bets, which stand to pay off in the advent of a “hard” Brexit, now represent 3.3% of
all shares outstanding, the highest average for the sector in over two years.
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If last week’s spat over Gibraltar is any indication, the two year process promises to
be anything but plain sailing as the list of parties that need to be placated grows
ever larger. This raises the prospects of a “hard” Brexit that could leave retailers
paying more for imported goods, owing to both tariffs and a falling pound, while
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potentially limiting their access to the foreign staff who play an important role in the
UK'’s service industry.

Grocers lead the way

Grocery firms, both physical and online, have been focus of the largest amount of
shorting activity as grocers hold the top three spots on the list of UK retailers that
see the largest proportion of shares out on loan. The sector, which has been reeling
from an ongoing war of attrition with German discounters, has had to contend with
the post referendum inflation brought along by the falling pound.

Average "% of Yid

Sector Shares Short Change
Food Retailers & Wholesalers 57 1M%
Broadline Retailers 37 45%
Apparel Retailers 3.2 50%
Specialty Retailers 27 14%
Specialized Consumer Senvices 19 1%

Ocado’s, the most shorted firm in the sector, may also be spurred on by the feeling
that its customers’ mood may have been negatively impacted by the referendum as
they were the least likely to have backed Brexit, according to polling organisation
YouGov.
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While significant, it's worth mentioning that the shorting activity in Ocado and its two
heavily shorted peers, Morrison’s and Sainsbury’s, has remained relatively flat over
the last three months.

Shorts target non-essential spending

Non-staples retailers, whose wears include less essential goods as clothing and
sportswear, have been the driving force behind the recent surge in retail short
interest. Such a steep rise in bearish investor sentiment among these firms indicates
that the market is positioning for a slowdown in non-essential spending, something
which was already glimpsed in a recent survey by the British Retail Consortium.
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https://yougov.co.uk/news/2016/10/20/iceland-britains-brexit-iest-supermarket/
http://uk.reuters.com/article/uk-britain-economy-retail-idUKKBN16E003

High street stalwart Marks and Spencer has been singled out by this trend as its
short interest has more than doubled year to date to 9% of shares outstanding.
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Two other retailers which have seen a material rise in shorting activity since the start
of the year are Sports Direct and Pets at Home which have both seen their short
interest climb by over a third since the start of the year.
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relating to the content or information (“data”) contained herein, any errors,
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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
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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
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person or entity to “buy”, “sell” or “hold” a particular investment.
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