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T
he traditional focus of equity investing has 

been on finding stocks to buy long that 

offer opportunity for appreciation. Institu­

tional investors have given l ittle if any 

thought to incorporating short-selling into their equity 

strategies to capitalize on overvalued stocks. More 

recently, however, a growing number of investors have 

begun holding both long and short stock positions in 

their equity portfolios. Long/short equity investing 

presents many benefits and opportunities unavailable 

with traditional methods heretofore. 

In our examination of the var ious aspects of 

long/short investing, we cover four topics: 1) the vari­

ous ways in which long/short strategies can be imple­

mented; 2) the theoretical and practical benefits 

afforded by long/short strategies; 3) the practical issues 

and concerns to which shorting gives r ise; and 4) the 

positioning of long/short strategies in an overall invest­

ment program. 

LONG/SHORT EQUITY STRATEGIES 

Three ways of implementing long/short equity 

are the market-neutral, equitized, and hedge strategies. 

The market-neutral strategy holds longs and shorts in 

equal dollar balance at all times. This approach elimi­

nates net equity market exposure, so the returns 

provided should not be affected by the market's direc­

tion. In effect, market r isk is immunized. Profits are 
made from the performance spread between the names 
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