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US securities lending revenue on the rise

We are on track to see the most profitable year of revenues from securities lending in the last three
years. Lendable and on loan balances have steadily risen as the US equity market reaches new

highs.

— Daily revenue generated from securities lending for US equities is up 20% this year
— Increasing value on loan is offset by increasing lendable value, keeping securities lending

return to lendable flat

— Demand for deep special stocks has increased in 2014

Equity lending

Security lending revenue decreased from for
US equities from 2012 to 2013 by over
$250m. This trend looks likely to reverse this
year this year, owing to rising on loan
balances which have been pushing up overall
securities lending revenue.
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While the rise in lendable value is in line with
the increase in the S&P 500, the increase in
daily revenue is up over 20% year to date;
two and a half times above the index jump.
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Note that the spike in mid-July was primarily
the result of CBS Corp’s spin off of CBS
Outdoor Americas Inc. On Friday July 11™
and over the weekend, lending revenues for
the CBS Corp alone was over $1m each day.
In the following weeks, revenues quickly
reverted back to normal levels below $1000 a
day as the trade unwound.

Revenues on track to return to 2012 levels

This strong return to form has 2014 on track
to return to the levels seen in 2012. The
year’s revenue tally so far ($1.30 bn) is on
track to at least match 2012's $1.79bn
aggregate revenues, which could represent
an approximate 15% lift in revenues.
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Demand for deep specials rises

One of this year’s revenue drivers has been
an increase in demand for deep specials,
defined as the instruments which command a
fee of more than 10%.

At the start of the year there were $3.4b
dollars on loan in names with > 10% fee; this
increased above $7b in July and remains
elevated at $5.7n as of September 1. This
increase saw deep specials make up a
greater share of the overall on loan balance
of US equities. Aggregate balance of deep
specials represented 1.0% of the total in
January; this has now increased to 1.6% on
September 1%,

% of Total
Date Loan Value Value on Loan > 10%
1/3/2014 1.00% | $ 3,426,737,487
2/3/2014 1.10% | $ 3,872,792,253
3/3/2014 1.20% | $ 4,205,533,697
4/1/2014 1.40% | $ 4,980,014,717
5/1/2014 1.30% | $ 4,523,995,010
6/2/2014 1.50% | $ 5,362,197,824
7/1/2014 2.00% | $ 7,071,486,833
8/1/2014 1.80% | $ 6,315,502,900
9/1/2014 1.60% | $ 5,736,264,692

At the extreme end of the scale, the share of
the aggregate balance in names with a fee of
more than 20% more than doubled since the
start of the year, moving from 0.3% of total
US equity loan balances in January to 0.7%
at the start of September.

Fixed Income

The lending of US government, corporate and
convertible bonds has provided over $220m
in revenue so far this year. Bonds do not see
the same type of special behaviour, although

there are some exceptions trade at GC levels.

Daily revenues have fluctuated over the past

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 appear-
ing 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, omissions or

few years, trending upwards slightly but not a
significant amount.
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