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Will 2016 be the year of the bear for the HSI?

A rough start to the year for the Hang Seng has been seized upon by short sellers. Demand to
borrow the blue chip index’s constituents has surged as economic growth continues deteriorate.
— HSI down by 32% from its peak in 2015 as overseas ETF investors cash out
— Average short interest across the HSI constituents is up by a quarter ytd
— Short sellers pay up for positions in coal miners that have proved profitable in 2016

Hang Seng decline accelerates into 2016
The Chinese market selloff of 2015 had until
recently impacted Hong Kong blue chips to a
lesser degree than mainland listed equities
and the broader local market. However, the
continued sell off in global equity markets in
2016 has seen even the largest companies of
the Hang Seng fall and close the gap on the
declines seen on the mainland.

On a price return basis the iShares FTSE A50
China Tracker ETF (A50) and the Hang Seng
Index ETF are down 32% and 35%
respectively from highs reached in April 2015.

The Hang Seng Index ETF has fallen 16%
year to date, more than double 2015’s decline
of 7.2%. The A50 has however not been out
done in 2016, falling 22% vyear to date.
Combined with 2015 losses, the AS50 has
erased all its gains achieved during 2014.
The Hang Seng has however erased both
gains of 2014 and those of 2013.

ETF investors yet to buy the dip

With multi year lows in the indexed level of
both China and Hong Kong listed equities,
investors have yet to be enticed back.
Aggregate outflows across foreign listed
ETFs exposed to the region have seen
$460m of outflows year to date.
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Shorts on the scent

Short sellers look to have caught the recent
Hang Seng selloff, with short interest in the
larger companies comprising the index with a
significant 23% increase in  shares
outstanding on loan to just above 1.0%.

Average short interest
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Across the wider Hong Kong equity market
(firms with at least $500m in market
capitalisation), average short interest had
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already increased during 2015’s sell off and
has largely remained static hovering around
1.2%.

Shorts look to move into software and
services

Ranking Hong Kong listed firms by current
value on loan reveals that by sector, real

estate firms remain the most shorted by value.

This is in part due to the numerous
companies above $500m in market cap being
real estate by nature (~20%).
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Real estate has seen value on loan decline
by $677m year to date. Half of this is in fact
explained by a reduction in short positions
exposed to China Vanke Co. Short interest in
the residential property developer has
declined by almost two thirds from highs in
2015 to 8.0% of shares outstanding on loan
currently.

China Vanke Co Ltd

% Shares on loan Price
25 23
23

21 22
19 21
17 20
15 19
13 18
11

9 17
7 16

03/2015 052015 07/2015 092015 11/2015 012016

Source: Markit = %, Shares on loan ===Price

Software and services is the second highest
sector in Hong Kong by aggregate value on
loan. Unlike real estate, the sector has seen a
large rise in demand to borrow as the
aggregate value of short positions has
jumped by over $600m year to date. However,
again this is largely influenced by one large
company with a rise in short positions in
$160bn Tencent Holdings. With a relatively
low amount of shares outstanding on loan at
0.9%, this represents over $1.5bn in short
positions.
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Coal shorts most in demand

The most shorted stock (above $500m in
market cap) currently is Yanzhou Coal Mining
with 12% of shares outstanding on loan and
the stock losing 19% year to date.
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Yanzhou Coal Mining Co Ltd China Coal Energy has fallen 20% year to

0 Shar, 1 loan Price . .

Lo date with 9.5% of its shares currently out on
12 ’ loan.
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Despite both Yanzhou Coal Mining and China To receive more information on Securities

Coal Energy (below) falling more than 40% in Finance, Research Signals, Exchange

the last 12 months, demand to borrow both Traded Products, Dividend Forecasting or

remains high. This indicates strong levels of our Short Squeeze model please contact us

conviction among those still willing to go short.
To read this article on our commentary

China C?al Energy Co Ltd e website please click here.
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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 person or entity to “buy”, “sell” or “hold” a particular investment.
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