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Demonizing short-sellers won’t solve anything
By David Nicklaus
St. Louis Post-Dispatch

Of all the emergency financial measures announced over the last 24 hours, the SEC’s ban on short selling of financial
stocks is the least likely to have the desired effect.
Consider, for example, some of the research that’s been done on an earlier SEC measure, the July 15 ban on ”naked”
short selling of 19 financial stocks. Arturo Bris, of the IMD business school in Lausanne, Switzerland, found that the
SEC action actually hurt some of the stocks it was trying to protect. Fannie Mae and Freddie Mac were on the list,
and the edict certainly didn’t prevent their stock prices from falling.
Bris found no evidence that short-selling had driven down the 19 companies’ stock prices before the ban. After the
ban, he found that “market quality” — as measured by price volatility and bid-ask spreads — deteriorated significantly
for the 19 stocks.
What’s more, during the ban those stocks fared about 10 percent worse than similar financial shares. It seems that
fundamentals, not short selling, drive stock prices.
The 799 firms included in the SEC’s new short-selling ban include St. Louis stalwarts Stifel Financial and
Reinsurance Group.  It’s unclear why others, like Commerce Bancshares and Enterprise Financial Services,
aren’t on the list.
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2 comments
Share your thoughts here.... (Please keep it civil. Don't say anything you wouldn't in front of your mother.)
Blog Comments: Rules of the Road
Why give anyone incentive to destroy our financial systems and markets, then reward them? Shorts would have no
need to spread false rumors and panic if short selling was not allowed. That is insane.
Shorts are very evil and greedy people that strive for the destruction of man-kind. They dream for the death of
individuals, job losses, and all bad things in general. And the crazy thing is they get rewarded if their dreams come
true.
— Tim
7:25 pm September 19th, 2008
If short-sellers succeed in driving the price of a stock down below its real long-term value, they will lose and investors
who recognize the long-term value will buy the stock at depressed prices and gain. That’s hardly one of the great
threats to humanity.
— Ted44
9:32 am September 20th, 2008
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