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Abstract

In this paper, using a multi-factor model of Fama and French and Carhart, the Beta Reversal behavior through
different levels of portfolio risk in Tehran Stock Exchange and Oversight Exchange is investigated. Beta
Reversal is a phenomenon in which the beta behavior becomes different from.its historical trend and turns to the
opposite direction. Beta Reversal caused the instability of the capital asset pricing model in the market which
leads to the inefficiency of the capital asset pricing model in performance evaluation. In order to measure the
Beta Reversal in the market, Rolling beta, idiosyncratic volatility Risk and Fama and French model variables, as
well as the momentum factor introduced by Carhart have been used. The study involved data from 60
companies operating in the Tehran Stock Exchange in the period from 2005 to 2014. In different circumstances
of investigation, Beta Reversal has been studied by establishing 25 portfolios of stocks according to various
measures. The results show that Beta Reversal occurs in high-risk stocks while it can be prevented by
eliminating the high risk portfolios from market in Tehran Stock Exchange.

Keywords: Beta reversal, Carhart’s Model, Rolling beta, Idiosyncratic volatility risk, B/M ratio
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