
A
BATTLE of retail versus institutional in-

vestors reached its climax when Melvin 

Capital Management covered its short 

positions in GameStop at a signficant 

loss and had to be rescued. 

As the price of GameStop soared from US$20 to al-

most US$500, Melvin Capital Management and other 

hedge funds with short positions on its shares 

suffered almost US$20 billion of losses.

While Wall Street investors cried foul, retail in-

vestors pointed to the nefarious nature of short-

selling. As many celebrated hedge funds’ losses, old 

myths about the trading strategy resurfaced. 

Among the most resilient myths were that short-

selling is inherently speculative, that it impedes well-

functioning of stock markets, and that it destroys tar-

geted companies.

Activists called for short-selling constraints or out-

right bans, arguing that short-selling depresses stock 

prices and thus the constraints would increase them.

In general, short-sellers typically get singled out 

during crises as the public looks for scapegoats. In-

deed, a number of European regulators imposed vari-

ous short-selling bans during the Covid-19 pan-

demic.

But is short-selling really nefarious activity? And 

how accurate is the typical narrative about short-

selling? More specifically, can the three main myths 

about short-selling be debunked?

INHERENTLY SPECULATIVE 

Early theoretical finance literature developed oppos-

ing predictions with respect to short-selling. While 

some researchers developed models whereby in-

formed short-sellers contribute to converging of mar-

ket prices to firms’ fundamentals, others argued that 

prices can become less accurate due to manipulative 

short-selling.

In order to solve the controversy, subsequent re-

search dived into the empirical data and uncovered 

strong evidence of informative trading by short-

sellers. 

For instance, an early research study found that 

short-sellers had trading advantage stemming from 

their ability to analyse publicly available informa-

tion. More specifically, short-sellers process public 

news better than other market participants which en-

ables them to make profitable trades.

Another study found that short-sellers use both 

public news and private information to anticipate 

earnings-related developments. 

Taken together, this evidence shows that, on aver-

age, short-sellers are not speculative traders as they 

have the ability to process information better than 

other market participants. 

IMPEDES WELL-FUNCTIONING 
OF STOCK MARKETS 

Based on data from 26 countries, a seminal study 

found that stocks with more short sale constraints 

have lower price efficiency. Moreover, relaxing short 

sale constraints does not lead to price instability or 

extreme negative returns.

A more recent research provided evidence that 

the relaxation of short sale constraints in China and 

the United States improves price efficiency by provid-

ing incentives for short-sellers to produce informa-

tion. 

Utilising a natural experiment in the aftermath of 

Covid-19 pandemic, researchers exploited differ-

ences between different short-selling regulations in 

various European financial markets. 

More specifically, a number of European coun-

tries which introduced temporary bans on short-

selling activity in the March-May 2020 period were 

compared to other European countries which did not 

introduce short-selling constraints. 

The study found that market liquidity deterior-

ated after the introduction of the short-selling ban. 

Another study also found that “during the crisis, 

banned stocks had higher information asymmetry, 

lower liquidity, and lower abnormal returns com-

pared with non-banned stocks”. 

Taken together, this evidence shows that stock 

markets benefit from short-selling as prices better re-

flect the fundamental values. In contrast to the myth, 

short-selling actually contributes to well–functioning 

of stock markets.

DESTROYS TARGETED COMPANIES

A recent research paper analysed managers who 

were deciding whether to abandon value-reducing 

decisions. The researchers found that managers of 

firms whose stocks are less subject to short-selling 

constraints were more sensitive to stock price 

changes than managers of other firms. 

This is consistent with the notion that managers 

learn more from stock price movements when there 

are less short-selling constraints.

Another research study tapped a natural experi-

ment whereby one-third of the Russell 3000 index 

were exempted from short sale constraints. The res-

ults were consistent with the notion that short-

selling reduced earnings management, helped detect 

fraud, and improved price efficiency.

Similarly, another study found that banks whose 

securities were subject to short-selling bans had an 

increased probability of insolvency.

Finally, short-selling constraints act as a limit to ar-

bitrage and impede well-functioning of stock mar-

kets. A research study found that more short-selling 

risk leads to less short-selling and (more importantly 

for this article) less price efficiency and lower future 

returns.

While the public typically turns against short-

sellers during crises, academic finance literature is al-

most unanimous that short-selling constraints or out-

right bans cannot stabilise financial markets during 

crises. 

On the contrary, short-selling constraints are 

more likely to undermine the market efficiency, re-

duce liquidity, and lower future returns. 

While short-selling may have costs, the myths 

about speculations, impediment to markets as well 

as destruction of companies should be decisively de-

bunked. 

❚ The writer is head of fintech training at Asian 

Institute of Digital Finance (AIDF), National University 

of Singapore (NUS). The opinions here are the writer’s 

and do not represent the views and opinions of AIDF 

or NUS.

By Basil C Bitas

THE Belt and Road Initiative (BRI) has 
already reshaped the international geo-
strategic and economic context. Coun-

tries in general and Asean in particular have 
sought to recalibrate their postures and policies 
as a function of the BRI’s ongoing evolution. 
Such calculations are further complicated by 
competing initiatives, such as the US Build Act, 
which also seeks to support infrastructure op-
portunities in the region as part of the US Indo-
Pacific strategy. 

The BRI is at once an aspirational idea and a 
development platform, offering both abstract 
hope for a better world and a host of concrete 
commercial opportunities. The BRI is a reposit-
ory for many of the world’s emerging develop-
ment goals, ranging from the digital economy 
to  sustainable  infrastructure,  and  more  
broadly, frictionless trade and the narrowing of 
wealth gaps. It offers the promise of a new devel-
opment paradigm, but one that must be seized 
with nuance and sophistication. For Asean, this 
means sifting through the opportunities to ad-
vance regional goals while preserving Asean 
centrality.

The path towards implementing the BRI and 
realising its promise has not been linear. Early 
BRI projects engendered criticism regarding un-
sustainable financing practices and the insuffi-
cient involvement of the local labour force. 
Such criticism resulted in the Second Belt and 
Road Forum of 2017 reaffirming the need to ad-
opt global best practices and giving rise to the 
mantra “open, clean and green” to capture the 

need for transparency and sustainability in BRI 
projects.

The  pandemic  has  constituted  another  
bump in the road, resulting in work stoppages, 
a raft of legal claims and an environment rife 
with uncertainty and unpredictability. Still, the 
obstacles wrought by Covid-19 have a positive 
side, offering parties an enforced time-out to re-
think the types of projects and commercial 
terms to be proposed as a function of their suit-
ability for local conditions. 

EXPLORING OPPORTUNITIES
Moreover, even as large-scale infrastructure pro-
jects encounter difficulties, commercial parties 
have scope to explore other opportunities 
linked to the digital economy and the health 
field, both of which find expression in the BRI’s 
proposals for the companion Digital and Health 
Silk Roads. The Covid-induced pause gives 
parties the opportunity to rethink the scale of 
their projects and to incorporate notions such 
as “glocalisation” that capture the need to 
“tame” globalisation in a way that yields bene-
fits for local communities. The BRI will be inter-
national in scope and spirit, but local in plan-
ning and implementation or it will not be.

The world, Asean, and the BRI are at an inflec-
tion point at once pregnant with promise and 
peril. The pandemic must be managed; the 
promise and commercial opportunity of the BRI 
must be seized. The former requires sensible 
health policies and collective discipline, both of 
which are manifesting themselves in the region. 
The latter requires an astute assessment of the 

region’s strengths and weaknesses measured 
against a world economy in a state of structural 
flux and transition.

In a September 2020 report by McKinsey & 
Company  entitled  Reimagining  Emerging  
ASEAN in the Wake of Covid-19, the following 
areas were identified as levers of growth: manu-
facturing;  green infrastructure;  digitisation;  
reskilling and redeployment; and high-value 
food production. Specific Asean jurisdictions 
have comparative advantages in one or more of 
these fields. All of these strategic capabilities 
and sectors are thus in play, with their import-
ance having been further amplified by the fal-
lout from Covid-19 and the opportunities for re-
structuring presented by the BRI. Moreover, 
Asean and its professionals are ideally placed to 
lead the way armed with both international and 
local knowledge and benefitting from a highly 
strategic location.

The Asean Economic Community, the Master 
Plan on Connectivity 2025, and the recently re-
leased Digital Master Plan, anticipated this 
macro-restructuring and the related changes in 
the nature of work and production. The Singa-
pore Manufacturing Federation has further iden-
tified 3D printing as a priority area that will 
doubtless respond to issues of “glocalisation” 
and local participation in the fruits of develop-
ment by rendering manufacturing more flex-
ible. 

All of the above dovetail with the BRI’s focus 
on enhanced connectivity and the establish-
ment of stable supply chains. There is thus an 
unprecedented opportunity to join the global 
development platform of the BRI with regional 

and local goals even amidst the chaos wrought 
by the pandemic.

ASPIRATION AND REALISATION 
The bridge between aspiration and realisation 
will be the professionals designing and imple-
menting the projects to be carried out under, or 
in conjunction with, the BRI umbrella. Sensitiv-
ity to the global environment and to local condi-
tions, due regard to social and sustainable devel-
opment, and an eye on regional priorities will al-
low Asean’s professionals to make a difference. 
Professionals in Singapore are particularly well-
placed to participate in the region’s economic 
uplift with support from specialised agencies, 
such as Infrastructure Asia, established through 
the joint efforts of the Monetary Authority of 
Singapore and Enterprise Singapore.

Every crisis has two sides – the disruption 
and the eventual return to equilibrium. The BRI, 
if properly joined to regional priorities, can of-
fer a path forward to be shaped collectively by 
both public and private parties in the crucible of 
structural economic change and with due re-
gard to mutual economic interest and benefit. 

❚ The writer is a member of the Bars of New 
York State and Washington, DC and a former 
Associate Professor (Practice) at the Singapore 
Management University’s School of Law. He has 
been a training consultant with the Singapore 
Academy of Law and is the general editor of a 
forthcoming book ASEAN and the Belt and Road 
Initiative – Connectivity through Law and 
Commerce, to be published by Academy 
Publishing. 

GameStop madness 
and the resurrection
of short-selling myths

By Justin Loh

COVID-19 has changed 
the world,  and  the  
cyber security scene 

is not spared. Ransomware re-
mains a serious threat to busi-
nesses  globally,  including  
Singapore.  Veritas’  2020  
Ransomware Resiliency  Re-
port showed that 31 per cent 
of Singapore businesses have 
suffered a ransomware attack, 
of  which  a  net  staggering
72 per cent of them paid the 
ransom either in full or in part. 

In fact, as companies look 
to embrace permanent remote 
work arrangements, the risk 
posed by ransomware will  
only grow as cyber criminals 
look to take advantage of the 
increased vulnerabilities, with 
more endpoints being cre-
ated. Compared to an office en-
vironment,  the  home  net-
works of employees are not as 
secure – making them easy tar-
gets for cyber criminals look-
ing to lock up corporate re-
sources and critical data. Not-
ably, the top three most tar-
geted industries in Singapore 
are healthcare, manufacturing 
and technology, due to the 
sheer amount of highly confid-
ential data they hold. Just ima-
gine how much a cyber crim-
inal can extort upon locking 
up  data  to  an  upcoming  
Covid-19 vaccine.

Despite the advice from 
many experts and the authorit-
ies to never pay the devil’s bar-
gain, many businesses con-
tinue to do so. This is why it is 
more critical than ever for 
businesses to know why they 
should not pay.

COMPROMISED DATA 
MAY NOT BE 
RETRIEVED AT ALL
It can be a daunting situation 
to deal with when businesses 
find themselves at the receiv-
ing end of a ransomware at-
tack. Often caught off-guard, 
businesses find themselves in 
a fix with the possibility that 
essential business documents 
will be gone for good if they 
do not pay up within the stipu-
lated time.

Contrary to popular belief, 
taking the easy way out and 
giving in to such demands 
does not necessarily guaran-
tee restored access to files and 
systems. While the motiva-
tions of cyber criminals vary 
from financial gains to corpor-
ate sabotage, they often extort 
exorbitant ransoms from vic-
tims and renege on their prom-
ise to unlock and decrypt the 
data of victims who paid be-
fore disappearing into the vast 
Web.

PAYING RANSOM 
OPENS YOUR BUSINESS 
TO FUTURE ATTACKS 
In my conversation with busi-
nesses that had paid ransoms, 
many  believed  that  they  
would get their data back in-
tact and would be left alone. 
Unfortunately,  businesses  
that are willing to pay up are 
often deemed as a source of in-
come by cyber criminals – 
opening the doors to future at-

tacks. Even if a business does 
regain access to data after 
making  payment,  there  is  
really no guarantee that the 
data has been unaltered. Cy-
ber criminals may have de-
leted, corrupted or even im-
planted malware into it. 

Cyber criminals may also 
choose not to delete a copy of 
the data even after the ransom 
is paid up, leaving the payer 
vulnerable to coercion and 
fear of public exposure of its 
data assets. 

PAYING RANSOM 
MAY ENCOURAGE 
MORE SUCH ATTACKS 
A dire consequence of paying 
up would be the encourage-
ment of cyber criminals to con-
tinue targeting others, having 
tasted success and new finan-
cial resources. To make things 
worse, cyber criminals are be-
coming increasingly creative 
in financing their attacks with 
ransomware-as-a-service 
schemes.

Ultimately, it is a slippery 
slope – the more businesses 
give in to ransomware attacks, 
the more it continues to per-
petuate in the cyber threat 
landscape. By not paying the 
ransom, businesses are help-
ing to cut off the lifeblood of 
these cyber criminals.

The cyber threat landscape 
is continuously evolving, and 
so should your business’ data-
protection policies.

With new emerging threats 
every day, it remains imperat-
ive for businesses to educate 
and train employees to bolster 
awareness and readiness for 
cyber  attacks.  The  Veritas  
2020 Ransomware Resiliency 
Report revealed that only just 
over half of Singapore busi-
nesses (56 per cent) have in-
creased their security budgets 
since  the  advent  of  the  
Covid-19 pandemic. 

On a more positive note, it 
is encouraging to see that busi-
nesses that had avoided pay-
ing ransoms were able to do 
so by deploying multiple lay-
ers of security such as anti-
virus and endpoint security, 
keeping an offline backup of 
data and storing copies of 
backups in different locations, 
as highlighted in our latest re-
port. Cyber criminals would 
lose most of their leverage the 
moment businesses are able 
to recover their  data from 
backup sites in a timely man-
ner.

As remote working contin-
ues to be part of the new work-
ing model in 2021, with more 
endpoint devices residing in 
different locations, it pays for 
businesses to break data silos 
and collaborate by addressing 
cyber threats together. 

To build resilience against 
ransomware attacks, the best 
long-term defence is a proact-
ive and collaborative data pro-
tection approach  that  cuts  
across all physical, virtual and 
cloud environments – bring-
ing together the right people, 
processes and technology.

❚ The writer is country 
director for Singapore, 
Veritas Technologies

Asean and BRI: Opportunity amid adversity

Professionals  in 
Singapore are  
particularly 
well-placed to  
participate in  the  
region’s economic  
uplift  with  support  
from  specialised  
agencies,  such  as  
Infrastructure Asia,  
established through 
the joint  efforts of 
the Monetary  
Authority of 
Singapore and  
Enterprise  Singapore.

In general,  short-sellers typically get singled out during  crises 
as the  public  hunts  for scapegoats. BY EMIR HRNJIC

While the GameStop 

madness has 

created numerous 

controversies, the 

incident underscores 

the need to debunk 

short-selling myths, 

says the writer. 
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It doesn’t pay to pay 
ransomware attackers
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