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F A C T O R / S T Y L E  I N V E S T I N G

The leverage aversion theory implies that returns to the betting-against-beta (BAB) strategy are predictable by past market returns: An
outward shift in investors' aggregate demand function simultaneously increases market prices and increases the expected future BAB
return. This paper confirms the prediction empirically and finds that the BAB strategy performs better in times when and in countries where
past market returns have been high. Timing-strategies that are long BAB half the time and short BAB half the time, based on past market
returns, have realized strong historical performance.
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