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Abstract

We identify the causal effects of short-selling bans on stock prices using regression discontinuity (RD). We
exploit three threshold-based rules that determine a stock’s short-selling eligibility on the Hong Kong
Stock Exchange. Short-selling bans have a large effect on short-selling volume at all thresholds. Despite
this, bans do not affect stock prices. Stock returns, volatility, and crash risk are not different for banned
versus unrestricted stocks when appropriate counterfactual stocks are used to measure a ban’s effects.
Our findings suggest that short-selling bans are not as costly as previously argued, but are ineffective at
reducing volatility or buttressing prices.
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