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Securities Finance Report

Why are European ADRs increasingly in demand?

As cited in this week’s Barron’s magazine (August 30th, Two Different Worlds), the popularity of short selling Europea

i

companies via their US listing (ADR) tells us of the differing views being held by investors on either side of the Atlantic. The

current rise in demand to borrow European ADRs contradicts the two-year trend in which we’ve seen a reduction in de-
mand to borrow US and European equities for short covering purposes.

The episode that alerted us to this trend
was the Gulf of Mexico oil spill. There
was a strong divergence of views as to
how this disaster would impact BP’s
share price. European investors showed
their confidence in the company’s ability
to afford the fall out by not shorting any
of BP’s ordinary shares until early June,
and even then this did not exceed 2% of
total shares. This was after the price had
fallen in half. In stark contrast, BP’s
American Depositary receipt saw de-
mand to borrow peak as early as late
April when the price was only just begin-
ning to fall. One could speculate that US
investors had a better idea of the scale of
wrath that such an environmental disas-
ter would engender.

To find out if this was an isolated inci-
dent or a wider trend we took a quarterly
snapshot of the number of open securi-
ties lending transactions (a proxy for the
number of short selling trades) over the
past two years across US equities (via the
Russell 2000), all European equities and
European ADRs. By counting the transac-
tions we are able to remove the effects
of price changes to gauge the true scale
of demand.

There is more than a 50% (966k to 442k)
reduction in Russell 2000 stock loan
trades between early 2008 and the pre-
sent, and just under a 40% (224k to 149k)

reduction for Euro equities. On the other
hand, there is a rise in the number of
securities lending transactions across
European companies with a USD listing
via an ADR (9.5k to 11k). Part of the rea-
son we see fewer trades in the main
equity listings reflects the deleveraging
taking place since 2008. But that doesn’t
explain why demand to borrow ADRs is
rising.

Take European pharmaceutical compa-
nies as a current example of diverging
views on either side of the pond. De-
mand to borrow the main Swiss listing of
Novartis (NOVN) is low at less than 1% of
shares outstanding and hasn’t changed in
months. However, USD investors are
betting against the price rebound and
have doubled their ADR borrowing since
early June. Shire (SHP) is another name
where investors disagree depending
upon their location. Dollar investors are
covering their ADR shorts whereas de-
mand to borrow the UK listing is at a 6
month high of 1.5% of issued shares.

Given the various trials, tribulations and
regulatory changes experienced by short
sellers over the past 2 years, it pays to
check investor sentiment across the
range of listed instruments from ordinary
equities to corporate bonds to ADRs.
Detecting investor pessimism has be-
come harder, not easier! A more objec-

tive view of a company’s health may best
be found by checking the trading behav-
ior of investors who are physically re-
moved and thereby less influenced by
local bias.

Will Duff Gordon

For more information on any of the
stocks mentioned in this article, please
contact news@dataexplorers.com
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Stock of the Day: Saks(SKS)

This is in response to the big jump today. Large short
base with this name , having increased to 28% SOOL

lately from a low of 22% four months ago.

36.00 Saks Inc
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This is a very simple way to understand whether the market is getting more or less short.
It is derived by taking the institutional longs that are made available to borrow through
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The DXI™ Data Explorers family of indices tracks the Abbott Laboratories I Anglo American Plc I
change in securities lending, a proxy for short selling, in Apple Inc (I Astrazeneca Plc I
relation to shares outstanding of the largest companies A&T Inc [T Bae Systems P|c [T
in each region. The advantage of the DXI™ Bank Of America Corp I Barclays Plc (I
methodology is that it is not impacted by changesin Berkshire Hathaway Inc [T Bg Group Plc I
pricepr by ;hanges in trade volume so securities Chevron Corp (TN Bhp Billiton Plc (T
ﬁzs:i:ix!ty is not obscured by cash market Cisco Systems Inc T 8p plc (I
Citigroup Inc [T British American Tobacco Plc [T
The region-specific DXI™ US, UK, Europe (ex UK), Japan, Coca-Cola Co I British Sky Broadcasting Group Plc (I
and Asia (ex Japan) 30 each cover the securities lending Conocophillips I Carnival Plc [T
loan base for the 30 largest market capitalised Exxon Mobil Corp I Centrica Plc [T
companies in each region, respectively. General Electric Co I Diageo Plc I
Goldman Sachs Group Inc I Eurasian Natural Resources Corporation Plc I
The DXIGlobal 50 is made up of the 50 largest Google Inc [T Glaxosmithkline Pl¢ (I
companies from the five regionalindices. Hewlett-Packard Co (I Hsbe Holdings Plc TN
Arising DXI™ index represents arelative increase in Intel Corp (T Imperial Tobacco Group Plc [T
quantity on loan (i.e. short selling) while a falling index International Business Machines Corp I Lloyds Banking Group Plc I
highlights a decrease in the quantity on loan (i.e. short Johnson & Johnson [T National Grid Plc. (T
covering). Jpmorgan Chase & Co I Prudential Plc [T
Mcdonald'S Corp [T Reckitt Benckiser Group Plc I
Eachindex has a base as of 6 January 2010 and is Microsoft Corp (I Rio Tinto Pl (I
rebalanced quarterly. The indices are not weighted. Oracle Corp TN Royal Bank Of Scotland Group Plc T
Pepsico Inc [T Royal Dutch Shell Plc¢ [T
Thechartforeash index component shows the percent pfizer Inc (T Sabmiller Pl T
ls:;r]ie_‘sl;iSrizl:tl'izn(g;?ngrrc;griosacz;ogsffgt;?:s‘;;rx; :;Ilzte: Philip Morris International Inc [N Scottish & Southern Energy Plc [T
trend overthe past 22 trading days. Procter & Gamble Co I Standard Chartered Plc I
Schering Plough Corp [T Tesco Plc¢ [T
For more information please contact Data Explorers. Verizon Communications Inc [T Unilever Pl (I
Wal-Mart Stores Inc [T Vodafone Group Plc I
Wells Fargo & Co TN Xstrata Plc [T
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Allianz Se [T Canon Inc [ Australia And New Zealand Banking Group Ltd [T
Anheuser-Busch Inbev Ny [T Denso Corp I Bhp Billiton Ltd [T
Banco Santander Sa [T EastJapan Railway Co [T Boc Hong Kong (Holdings) Ltd (T
Basf Se [T Fanuc Ltd [T Cheung Kong (Holdings) Ltd [T
Bayer Ag [T Honda Motor Co Ltd T China Mobile Ltd [T
Bnp Paribas Sa [T Japan Tobacco Inc I Clp Holdings Ltd (I
Credit Suisse Group Ag I Kansai Electric Power Co Inc (I Cnooc Ltd I
Daimler Ag [T Kddi Corp (I Commonwealth Bank Of Australia [T
Deutsche Telekom Ag [T Mitsubishi Corp [T Dbs Group Holdings Ltd (T
E.On Ag [T Mitsubishi Ufj Financial Group Inc (I Hang Seng Bank Ltd [T
Electricite De France Sa [T Mitsui & Co Ltd (T Hutchison Whampoa Ltd I
Eni Spa (I Mizuho Financial Group Inc [T Jardine Matheson Holdings Ltd (T
France Telecom Sa NI Nintendo Co Ltd I Jardine Strategic Holdings Ltd I
Gdf Suez Sa (I Nippon Steel Corp I Li & Fung Ltd [T
H & M Hennes & Mauritz Ab [T Nippon Telegraph And Telephone Corp [T Mtr Corporation Ltd (I
L'Oreal Sa I Nissan Motor Co Ltd I National Australia Bank Ltd I
Lvmh Moet Hennessy Louis Vuitton Sa I Nomura Holdings Inc (I Oversea-Chinese Banking Corp Ltd I
Nestle Sa TN Ntt Docomo Inc I Rio Tinto Ltd I
Novartis Ag [T Panasonic Corp I Singapore Telecommunications Ltd [T
Novo Nordisk A/S (T Seven & | Holdings Co Ltd (I Sun Hung Kai Properties Ltd (T
Roche Holding G Par [T Shin-Etsu Chemical Co Ltd (T Swire Pacific Ltd [T
Sanofi-Aventis Sa [T Softbank Corp [T Telstra Corporation Ltd [T
Sap Ag (I Sony Corp (I The Hong Kong And China Gas Co Ltd [T
Siemens Ag [T Sumitomo Mitsui Financial Group Inc (I United Overseas Bank Ltd [T
Statoil Asa I Takeda Pharmaceutical Co Ltd I Wesfarmers Ltd I
Telefonica Sa (I Tokio Marine Holdings Inc (I Westfield Group [T
Total Sa [T Tokyo Electric Power Co Inc [T Westpac Banking Corp [T
Ubs Ag [T Toshiba Corp I Wilmar International Ltd [T
Unicredit Spa (I Toyota Motor Corp I Woodside Petroleum Ltd [T
Unilever Ny (I Yahoo Japan Corp I Woolworths Ltd I

Although Data Explorers has made every effort to ensure this information and data are correct, nevertheless no guarantee is given as to their accuracy or completeness.
Any opinions or estimates expressed herein are those of Data Explorers on the date of preparation and are subject to change without notice; however no such opinions or
estimates constitute legal, investment or other advice. You must therefore seek independent legal, investment or other appropriate advice from a suitably qualified and/
or authorised and regulated adviser prior to making any legal, investment or other decision. This is intended for information purposes only and is not intended as an offer
or recommendation to buy, sell or otherwise deal in securities. Recipients may redistribute this report, but only without modification.
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