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Impacts of Short Sale on Stock Market
Based on Computational Experiment

Wu Shu, Li Xindan,Zhang Bing
School of Management and Engineering, Nanjing University , Nanjing 210093, China

Abstract : Based on computational experiment, this paper investigates impacts of short sale introduction on stock market. Re-
searchers construct an artificial stock market platform of bidirectional continuous auction, in which investors estimate stock re-
turns according to factors like fundamental value, price trend and noise, and build market short sale mechanism and investors’
trading model in conditions with and without short sale to explore stock price, market volatility and liquidity with different margin
requirements before and after the introduction of short sale. The results show that short sellers tend to sell short when the price is
high and cover short when the price is low, which makes short sale prevent price from increasing further in a rising market and
from dropping in a falling market, reduce market volatility and enhance liquidity. With the reduction of margin ratio, market vol-
atility and price difference decrease afore and increase after, while market depth keeps increasing. By investigating the order
book , we find that the fact that too low margin ratio causes the aggravation of order imbalance even depleted liquidity, which in-
dicates that market liquidity is enhanced afore and impaired after. The further decrease of margin ratio leads to market crash, ex-
cessive leverage ratio impairs market quality.

Keywords : short sale;stock price; volatility; liquidity ; computational experiment
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