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Measures of short sale constraints and short 
selling activity strongly predict stock returns. 
This apparently exploitable predictability is 
difficult to explain. We partially resolve this 
puzzle by using measures of the stock 
borrowing costs paid by short-sellers. We 
show in portfolio sorts that the returns to 
short selling, net of stock borrowing costs, are 
much smaller than the gross returns to 
shorting or a typical long-short strategy. 
Option-implied borrowing fees, which reflect 
option market makers’ borrowing costs and 
the risks of changes in those costs, are on 
average only slightly higher than quoted 
borrowing fees. This finding indicates that the 
risk of changes in borrowing fee does not 
command a substantial risk premium. Option-
implied borrowing fees predict future fees and 
stock returns, including returns net of quoted 
borrowing costs. The option-implied fee drives 
out other return predictors in panel 
regressions including option-based variables 
and other measures of short selling activity.  
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ABSTRACT  

What is the IAQF? 

 

The International Association for Quantitative Finance (IAQF) is the not-for-profit, professional society dedicated to fostering the profession of quantitative finance 

by providing platforms to discuss cutting-edge and pivotal Issues in the field. Founded in 1992, the IAQF is composed of individual academics and practitioners from 

banks, broker dealers, hedge funds, pension funds, asset managers, technology firms, regulators, accounting, consulting and law firms, and universities across the 

globe. 
 

Through frank discussions of current policy issues, sponsoring programs to educate the financial community and recognizing the outstanding achievements in the 

field, the IAQF acts as a beacon for the development of quantitative finance. Throughout its history, the IAQF´s pre-eminent leadership has positioned us to respond 

with savvy to the evolving needs of the financial engineering community. The IAQF’s programs- from our area-specific committees to our monthly panel discussions 

to the Financial Engineer of the Year Award - are designed to provide our membership with uniquely valuable activities to enhance their work in the field and 

opportunities to network and socialize with their colleagues.  

 

How do I join? 

Joining is simple! The only requirement is the annual payment of IAQF Membership dues. Just fill out our membership form — online or paper. You will be sent a  

confirmation of your membership via email. 
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