Taylor & Francis
e Online ((_)) !

Home P All Journals » Economics, Finance & Business P Financial Analysts Journal » List of Issues
» Volume 71, Issue 6 P Liquid Betting against Beta in Dow Jones ....

Financial Analysts Journal >
Volume 71, 2015 - Issue 6

426 35 1

Views CrossRef citations to date Altmetric
Equity Investments

Liquid Betting against Beta in Dow Jones
Industrial Average Stocks

Benjamin R. Auer & Frank Schuhmacher
Pages 30-43 | Published online: 28 Dec 2018

’ '.) Check for updates

66 Cite this article https://doi.org/10.2469/faj.v71.n6.4

Sample our
Law

| IGELS

>> Sign in here to start your access
to the latest two volumes for 14 days

& References 66 Citations Ll Metrics &= Reprints & Permissions

Read this article

Abstract

The authors considered liquidity and transaction costs in the practical implementation
of betting against beta (BAB) strategies. Using the 30 highly liquid stocks of the Dow
Jones Industrial Average over 1926-2013, they analyzed whether the beta anomaly
exists and, if so, whether it can be exploited within that universe. With respect to its
existence, they found strong evidence of an inverse risk-return relationship. With
respect to its exploitability, they found that pure BAB trading portfolios and mixed
portfolios (combinations of the pure portfolios and the S&P 500 Index) generate
significant abnormal returns that cannot be explained by standard asset-pricing factors.
Their results hold both before and after transaction costs and are robust in various
settings.
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The beta anomaly can be considered a persistent anomaly in finance because it has
been documented worldwide and is based on solid theory. A recent study, however,
argues that the trading efficacy of betting against beta (BAB) strategies may be limited
because of illiquidity barriers. To investigate this issue, we explicitly considered liquidity
and the role of transaction costs in the practical implementation of BAB strategies.
Using the 30 highly liquid stocks of the Dow Jones Industrial Average over 1926-2013,
we analyzed whether the anomaly exists and, if so, whether it can be exploited within
that universe. With regard to its existence, we found strong evidence of an inverse risk-
return relationship. Our results concerning its exploitability reveal that BAB trading
portfolios generate significant abnormal returns that cannot be explained by the
standard asset-pricing factors of size, book-to-market, and momentum. For example, a
portfolio that is long in the 15 stocks with the lowest betas and short in the 15 stocks
with the highest betas has historically had a monthly Sharpe ratio of 0.086 after
transaction costs. Also, combining this portfolio with the S&P 500 Index increases the
monthly Sharpe ratio from 0.089 (for the S&P 500 alone) to 0.146 (for the optimal mix)

after transaction costs.

Editor’'s note: The authors may have a commercial interest in the topics discussed in

this article.

Editor’'s note: This article was reviewed and accepted by Executive Editor Robert

Litterman.

Related research @

People also read Recommended articles Cited by
35

Low-Risk Investing without Industry Bets >

Clifford S. Asness et al.
Financial Analysts Journal
Published online: 28 Dec 2018

Benchmarks as Limits to Arbitrage: Understanding the Low-Volatility Anomaly >


https://www.tandfonline.com/doi/full/10.2469/faj.v70.n4.1
https://www.tandfonline.com/author/Asness%2C+Clifford+S
https://www.tandfonline.com/doi/full/10.2469/faj.v67.n1.4

Malcolm Baker et al.
Financial Analysts Journal

Published online: 30 Dec 2018

Information for

Authors

R&D professionals
Editors

Librarians

Societies

Opportunities

Reprints and e-prints

Open access

Overview

Open journals
Open Select

Dove Medical Press

F1000Research

Help and information

Help and contact

Advertising solutions Newsroom
Accelerated publication All journals
Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources by email

8 Sign me up
ORDB D

Copyright © 2026 Informa UK Limited Privacy policy Taylor & Francis
by informae--

Cookies Terms & conditions Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://www.tandfonline.com/author/Baker%2C+Malcolm
https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
https://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

