
Accepted Manuscript

Margins on short sales and equilibrium price indeterminacy

Chenghu Ma, Jianqiang Hu, Yifan Xu

PII: S0304-4068(17)30133-7
DOI: https://doi.org/10.1016/j.jmateco.2017.11.003
Reference: MATECO 2195

To appear in: Journal of Mathematical Economics

Received date : 9 October 2014
Revised date : 31 July 2017
Accepted date : 12 November 2017

Please cite this article as: Ma C., Hu J., Xu Y., Margins on short sales and equilibrium price
indeterminacy. Journal of Mathematical Economics (2017),
https://doi.org/10.1016/j.jmateco.2017.11.003

This is a PDF file of an unedited manuscript that has been accepted for publication. As a service to
our customers we are providing this early version of the manuscript. The manuscript will undergo
copyediting, typesetting, and review of the resulting proof before it is published in its final form.
Please note that during the production process errors may be discovered which could affect the
content, and all legal disclaimers that apply to the journal pertain.

https://doi.org/10.1016/j.jmateco.2017.11.003


Margins on Short Sales and Equilibrium Price
Indeterminacy

Chenghu Ma, Jianqiang Hu, Yifan Xu�

School of Management, Fudan University, China

July 31, 2017

Abstract

This paper studies the price and trading impact of margin rules for
short selling within the context of Markowitz (1952). Our analysis is
based on a newly obtained analytic solution for optimal portfolio holding
under arbitrary margin rules. It is shown that heterogeneity in margins
may have pricing e¤ects and lead to price indeterminacy, particularly
in the presence of derivative trading. Existence of equilibrium, along
with a characterization theorem on the equilibrium outcome, is proved
when investors have heterogeneous beliefs and di¤erent margins. Partial
equilibrium analyses were carried out for the special case where investors
agree on the volatility structure, but may hold di¤erent beliefs on expected
payo¤s. Upward deviations from the CAPM were discovered, extending
Miller (1977)�s prediction to a multi-asset context.
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1 Introduction

How would institutional margin rules for short selling a¤ect investors�portfolio
holdings? How would margin rules a¤ect the equilibrium prices of the market
portfolio and individual securities? And, how relevant is derivative trading to
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