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The Legal Framework for Margin Trading in the Securities

Market

Dr. Abd Alhakam Ismaail Alammar1

Abstract

Margin trading is one of the modern financial activities that has evolved
alongside market developments. Its core idea lies in the investor borrowing from
the financial intermediary a portion of the price of the securities they wish to
purchase, provided that they offer adequate collateral, bear the borrowing costs,
and maintain a minimum level of equity in their margin account. This mechanism
is primarily used for speculating on rising stock prices, as it allows investors to
utilize financial leverage to maximize their potential returns.

Despite the importance of this activity, it carries exceptional risks arising from
leverage, particularly in the absence of a legal framework governing the
relationship between the parties involved. This justifies surrounding margin
trading with a regulatory framework aimed at controlling its practice and

achieving a balance between enabling investors to benefit from this mechanism,
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on the one hand, and protecting the parties' interests and maintaining overall
market stability, on the other.

This study aims to clarify the nature of the margin trading contract, its hybrid
legal character, and the key regulatory requirements for this activity, foremost
among which are the initial margin and maintenance margin ratios, the types of
acceptable collateral, and the mechanisms for margin calls and forced
liquidation. It also seeks to outline the mutual rights and obligations of the

contracting parties.

Keywords: margin trading, financial leverage, brokerage firm, custodians,

securities market.
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