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Harry G. Henn , “ Law Of Corporations “, Op., Cit., P591 .

{2) Proposed rules, Securities And Exchange Commission, i7 CFR part 242, Re-
tease No. 34-50748' file No. $7-08-08, Rin 3235- AK35. ’

Amendments to Regulation Sho, Monday, April 20, 2009, “Short Selling also can
contribute 1o the pricing efficiency of the equities markets. JFN 17] when a short seller
speculates or hedges against a downward movement in a security, his transaction is a
mirror image of the person who purchases the security In anticipation that the security’s
price will rise or 10 hedge agains! such an increase. Both the purchase and the shornt
seller hope to profit, or hedge against loss, by buying the security at one price and
selling at a higher price. The strategies primarily differ in the sequence of fransactions.
Market participants who believe a stock is overvalued may engage in short saies in an
attempt to profit from a perceived divergence of prices from true economic value. Such

" short seliers add to stock pricing efficiency because their transactions inform the market
of their evaluation of future stock price performance. This evaluation is reflected in the
resulting market price of the security”, p. 18044.
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(1) Proposed Rules, Securities And Exchange Commission, 17 cfr part 242, Release
No. 34-59748: file No. $7-08-09], Rin 3235-Ak35, Amendments to regulation Sho, Mon-
day, April 20, 2009,” The Commission has long-held the view that short selling provides
the market with important benefits, including marked liquidity and pricing efficiency.
Market liquidity is often provided through short selling by market professionals, such
as market makers (including specialists) and block positioners, who offset temporary
imbalances in the buying and selling. interest for securities. Short sales effected in the

market add to the selling interest of stock available to purchasers and reduce the risk - .

that the price paid by investors is artificially high because of a temporary imbalance
between buying and selling interest. Short sellers. cavering their sales also may add to
the buying interest of stock available to seller”, p. 18044. )

And see Melissa W. palombo, why A Short Sale price Test Rule Is Necessary In To-
day's markets, Brooklyn law Review, 2010" short sales of securities do have several
positive effects on stock. TWO of the most important areas of the market that are posi-
fively atffected by short selling are” pricing efficiency” and “liquidity”. P. 1458.

(2} Ekkehart Boehmer, charles M. Jones & Xiaoyan Zhang, Shackling Short sellers:
The 2008 shorting Ban (Johnson sch. Research paper series No. 34-09, 2009), avail-
able at hitp./fssrn.com/abstract=1412944.

hitp;//dx.doi.org/102139/ssn.1412844. : :

(3) Eleonorz Zlotnikova, Brookiyn Journal of international Law, Symposium: New
paradigms for financial regulation in the united states and the European Union, Co-
Sponsored by Brooklyn law school Dennis J. Block center for the study of international
Business law note, The Global Dilemma In Short Selling regulation: I0SCO’s informa-
tion disclosuré proposals and the potential for regulatory Arbitrage, 2010; p. 96@-969.
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(1) (Harry D. Schults, Bear Market investing strategies, WILEY TRADING, England,

2002, p. 990. ] o _
RN g Sdio gy SI381 Sl o e aty SEC cals it Fyloials 5 038 5 395,0 Gl caud 25 ) (¥)

(3) (Amendments to Regulation SHO, 74 fed. Reg. at 18, 044, 18,044 nO;SMt::ﬂgl
* tick rule provided that “a lisled security could be sold short (j) at a price above the price
at which the immediately preceding sale was efiected (Plus tick), or {ii) at the lasl sale

price if it was higher than the last different price (zero plus tick)".
(4) Ruth A, Hargens Horvatich, THE IONG And SHORT OF IT ..., op. cit, p. 597-598.
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=Dion Harmon & Yaneer Bar - Yam, technical report on SEC Unptick Repeal Pi-
lot, New Engiand Complex Systems Institute, November 2008 at | {research was per-
formed by the new England Complex Systems Institute). Qupoting from Ruth A Hargens
Horvatich, THE 1ONG And SHORT CF IT ... op cit p 598.
(2) See Melissa W. Palombo, op. cit, p. 14771478.
a35s o gou gl puE poallg o SLaSLAI e o3 Wl 2819 e Ll Shsead By el b o5l oaa i Aagl 2A,(( ()
sl g an A al ] g St 3% {ptpanaal] A puunlll poall graa 283 S o 1r gan gy gl
Notices, securities and exchange commission, Isecurities exchange act of 1934, Re-
lease no. 34-58572/ September 17,2008[. Emergency order pursuant to section 12(K)
(2) of the securities exchange act of 1924 taking temporary action 1o respond to market
developments” this emergency requirement should significantly reduce any possibility
that “naked” short selling my contribute to the disruption of markets in these securities.
we described in the releases in which we proposed and adopted regulation SHO the
bases for the current delivery requirements regulation SHO imposes. We believe, how-
ever,-that the unusual circumstances we now coniront require the enhanced require-
ments we are imposing today....". ) . :
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See Ruth A. Hargens Horvatich, The Long and Short of it ......., 0p. cit. p. 605.

(2) Amendments to Regulation Sho, Exchange Act release No. 61, 585, 75 fed. Reg.
11, 232, 11, 233-34) March 10, 2010( compliance Date: November 10, 2010.
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(5) http:lf'www.iosco,org!]ibrarylpubdocs/pdf!lsOCOPDEBQ.pdf.
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| The‘legal regulatory framework for short sellihg
in the capital market

Dr. Fady Tawakol

The legal regulatory framework for short selling is considered
to be one of the legal and economic challenges that, faces the
legistator. Margin trading is a recent financial instrument that have
two sides; one is concerned with credit risk that faces the non-
banking financial market, and the other is the economic platform
that encourages investors and traders to trade, the thing that will
lead to nourishment in the financial markets. This paper attains to |
studythe legalframewoi'k that protects andincreasesthe investors’
and the traders” confidence in the market. Meanwhile, the paper
will review the advantages and disadvantages of lending financial -
papers for the purpose of selling. This paper recommends that
regulations and iegal standards should be implemented by the-
legislator, to regulate such recent financial instruments; in order
not to only coasider the traditional instruments for the sake of
activating the trading activity. Moreover, we must cope with the
resent’ financial innovations by monitoring the United States’
regulations te organize such instruments.

Key words: short selling, margin trading, lending for the
purpose of selling.
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