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Abstract
In pursuit of higher alpha, a growing number of asset managers are choosing to loosen their portfolios' long-only constraint. They are supported by a growing body of academic research, suggesting that by relaxing the long-only constraint and introducing short selling of overpriced securities, asset managers can enhance the performance of their active equity strategies. Because of the maximum underweight determined by the underlying benchmark, conventional portfolios usually take long bets on stocks that research identifies as undervalued. Managers must avoid or underweight securities that are considered overvalued, with the size of the maximum underweights limited by the benchmark. As a result, portfolio efficiency is impaired.
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