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US gun shorts retreat as sales surge

The prospect of increased gun control in the US has not fazed equity investors, with shares in the
two listed gun makers hovering near recent highs while short sellers duck for cover.

— Short interest in gun makers now at three year low of below 5%
— Smith & Wesson shares reach all-time high as short interest touches decade low
— Sturm Ruger short interest at just one third of the levels seen in 2015

US listed gun makers ended 2015 on a high
after a record number of Americans had their
backgrounds checked by the National Instant
Criminal Background Check System in
December. This surge in activity in the closing
month of the year, which provides a proxy for
overall gun sales, pushed 2015 to a new
record high for the industry as total
background checks overtook the previous
record seen in 2013. 2015 also marked a
profitable year for gun maker shareholders as
Smith & Wesson and Sturm & Ruger shares
both outperformed their peers in in the wider
aerospace and defence sector over the last
12 months.

The strong momentum in these two stocks
has continued into the new year as fresh
proposals and executive actions by US
president Obama to tighten gun control in the
country has propelled them 10% in 2016 so
far. While Obama’s proposed legislation has
the potential to curb gun sales, the
Republican-controlled congress’ lack of
enthusiasm on the topic means that any
action is unlikely to fully come into law.
Furthermore, previous proposed curbs have
had the adverse effect on sales as customers
rushed to get ahead of any legislation which
could restrict their ability to own guns.

The current trend looks set to see of repeat of
the stock movements seen in January 2013;
the last time president Obama proposed to
restrict gun sales.
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Shorts cover

Unlike 2013 however, short sellers have
shown little appetite to play the sector as both
listed firms now see a recent low demand to
borrow their shares at less than 5% of shares
outstanding. Current demand to borrow the
gun makers, stands at a fifth of the levels
seen the last time gun control stood on the
legislative agenda.
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Smith & Wesson shares embody this
perverse logic both on the long and short side.
The stock hit an all-time after Obama’s
actions came to light.
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http://www.nbcnews.com/news/us-news/gun-sale-background-checks-hit-new-high-december-2015-n490711
http://time.com/4168056/obama-gun-control-speech-transcript/
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Short sellers have shown little appetite to
stand on the opposing side given that
demand to borrow the firm’s shares stands at

Most of the covering occurred in the last 12
months, over which short interest in the firm
has fallen by over 60%.

2.8% of shares outstanding; lower than the
S&P 500 average.
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Strum Ruger shares see relatively higher
levels of short interest with 5.5% currently out
on loan. But it's worth noting that demand to
borrow is 85% lower than at the start of 2013.
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