

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
		

		
            

		
		
		
			
		
			
				
			
		
			
		
			
				
			
		
			
		
			
				
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
							
								
								Copy DOI
								

							

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	How Constraining Are Limits to Arbitrage?

	
    
        
            
            







    
    










    
    
    
    











			
                    27th Australasian Finance and Banking Conference 2014 Paper
 
        

    
	

	
	
		
		
			57 Pages
		
		

		Posted: 22 Aug 2014
		
		
		
	

	
		
			
			




	See all articles by Alexander LjungqvistAlexander Ljungqvist
Centre for Economic Policy Research (CEPR); Swedish House of Finance; European Corporate Governance Institute (ECGI)
Wenlan Qian
National University of Singapore - NUS Business School


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									How Constraining Are Limits to Arbitrage?

								
							
							
							
								27th Australasian Finance and Banking Conference 2014 Paper
							

							
							
								
									Number of pages: 57
								
								
									Posted: 22 Aug 2014
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							   90
							
						

					

					
					

					
						
							
						

						
							
								
									How Constraining are Limits to Arbitrage?
									

								
							
							
							
								
									Number of pages: 58
								
								
									Posted: 29 Jul 2014
								
								
							

							
						

						
							
							Downloads
							   50
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: June 18, 2014

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		We examine to what extent institutional frictions such as short-sale constraints deter entry into informational arbitrage ex ante and reduce informational efficiency ex post. We focus on small arbitrageurs who target hard-to-short companies with correspondingly high potential for overvaluation. Being price-takers, they cannot correct mispricing through trading. Instead, they reveal their information to the market in an effort to induce long investors to sell so that prices fall. As long as the information is credible, revealing it accelerates price discovery and so reduces noise trader risk. By implication, even extreme short-sale constraints need not constrain arbitrage, as is often assumed. 
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