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		Abstract

		We study the effects of short-selling bans on liquidity and prices through the lens
of a model that incorporates a regulator aiming at preventing a significant price decline. Empirically, we evaluate our modelâ€™s predictions by exploiting the introduction
of short-sales restrictions in some but not all European countries during the COVID-19 pandemic, while measuring the share of informed stockholders with institutional
ownership. Consistent with our model, bans were detrimental to market liquidity and
failed to support average returns, but were effective in limiting large price drawdowns
in countries that implemented short-selling bans, especially for stocks with low institutional ownership. 
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