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All Betas Are Not the Same

Abstract: This study revisits the beta anomaly by decomposing beta into two
components: industry-related and stock-specific. Both components reduce portfolio
volatility when used to lower beta exposure; however, only the stock-specific (residual)
component is associated with a meaningful return premium. In contrast, the industry
component, while effective for risk reduction, offers little or no compensation in terms
of excess return. This distinction refines our understanding of beta as a risk factor and
offers practical implications for asset pricing and portfolio construction. The results
highlight the value of disentangling systematic risk into its underlying sources to more
effectively interpret and exploit the low beta anomaly.
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