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الاستثمار ضد معامل "بيتا" في بورصة الكويت

تشير الأبحاث الأكاديمية إلى قيام المستثمرين بشراء الأسهم ذات معاملات "بيتا" 

العالية بكميات كبيرة، مما يؤدي إلى ارتفاع أسعار هذه الأسهم، وبالتالي انخفاض 

معدلات عوائدها. بناء على ذلك، ظهرت في الأعوام القليلة الماضية سياسة 

استثمارية أثبتت نجاحها من خلال مجموعة من الأبحاث الأكاديمية، وهي استراتيجية 

الاستثمار ضد معامل "بيتا" في أسواق الأسهم. بشكل أساسي، تعمل هذه 

السياسة الاستثمارية على شراء الأسهم ذات معاملات "بيتا" المنخفضة، والاستثمار 

ضد الأسهم ذات معاملات "بيتا" العالية، وذلك من خلال عمليات البيع المكشوف. بناء 

على ذلك، يهدف هذا البحث إلى دراسة الجدوى الاقتصادية لهذه السياسة ومدى 

قابليتها للتطبيق في بورصة الكويت، وتشير النتائج إلى نجاح سياسة الاستثمار ضد 

معامل "بيتا" في بورصة الكويت، حيث حققت هذه الاستراتيجية عوائد تفوق عائد 

السوق)المؤشر(، على مدى الثلاثة سنوات السابقة. حتى بعد احتساب المخاطر، 

تظل عوائد استراتيجية الاستثمار ضد "بيتا" أعلى من عائد المؤشر. لمحاولة شرح 

هذه العوائد، تم استخدام تحليل الانحدار من خلال تطبيق نموذج تقييم الأصول 

الرأسمالية للتنبؤ بعوائد استراتيجية الاستثمار ضد "بيتا"، إلا أن النموذج فشل

بالتنبؤ بهذه العوائد. بعد إضافة عامل "السيولة" إلى النموذج، ارتفعت القدرة 

التنبؤية للنموذج بشكل بسيط، خصوصا بالنسبة للشركات ذات معاملات "بيتا" 

المنخفضة، مما يشير إلى أهمية السيولة لهذه الشركات.



This paper reviews the betting against beta (BAB) investment strategy, 
which is an important recent development in asset pricing. BAB attempts 
to exploit the risk-reward continuum to generate excess returns by 
short-selling high-beta stocks and buying low-beta stocks. To test the 
strategy in the Kuwaiti equity market, firms in the Premier Market index 
of Boursa Kuwait are allocated to the long and short portfolios based 
on their beta coefficients. Consequently, evidence suggests that BAB 
generates abnormal returns in Boursa Kuwait, in excess of the risk-free 
rate. Furthermore, this return persists even on a risk-adjusted basis, as 
documented by an average Sharpe ratio of 1.56 for the BAB portfolio. 
Moreover, liquidity seems to matter more for low-beta stocks than high-
beta stocks, as low-beta stocks might be perceived as less-popular.

ABSTRACT



Since the inception of the capital asset pricing model (CAPM) of Treynor 
(1962), Sharpe (1964), Lintner (1965), and Mossin (1966), researchers have 
paid a great deal of attention to the beta coefficient. As such, betting 
against beta (hereafter BAB) put forth by Frazzini and Pedersen (2014) is a 
recent development in asset pricing research. As an investment strategy, 
BAB involves buying low-beta stocks, and shorting high-beta stocks. In 
essence, the strategy is based on the notion that high-beta stocks are 
inherently riskier and can hence be used by investors to generate higher 
Sharpe ratios. Because of this, investors tend to focus on high-beta stocks, 
which increases the prices of these stocks, thereby reducing their returns.

Hence, this paper attempts to add to the existing literature by exploring 
whether BAB is a viable investment strategy in Kuwait’s stock market, 
Boursa Kuwait. To this end, firms in the Premier Market index are 
observed over a period of 3 years. During such period, a BAB portfolio is 
constructed, following the methodology of Frazzini and Pedersen (2014). 
Consequently, the results suggest that BAB does “beat” the index; the 
strategy generates positive excess returns for the period under study, 
even on a risk-adjusted basis. To elucidate, the BAB strategy produced an 
average Sharpe ratio of 1.56 over the sample period, compared to a market 
Sharpe ratio of approximately zero, for the same period. Furthermore, 
BAB’s excess returns are not explained by the CAPM, as documented by 
the CAPM’s poor explanatory power. Moreover, augmenting the CAPM with 
a variable that captures a stock’s liquidity does increase the explanatory 
power of the model. However, this marginal increase in explanatory power 
is miniscule, in the grand scheme of things. Additionally, when adding 
liquidity into the CAPM, low-beta stocks exhibit a higher increase in 
explanatory power, when compared to high-beta stocks. This result is quite 
intuitive since low-beta stocks are less volatile, and hence benefit more 
from a surge in volume, compared to high-beta stocks.

It is important, however, to assert a couple of caveats. First, unlike Frazzini 
and Pedersen (2014), the assumption of leverage is relaxed. Instead, a 
simpler approach is utilized in this paper where an investor longs low-beta 
stocks and shorts high-beta stocks, with no access to leverage. Second, 
as of now, short-selling is prohibited in Boursa Kuwait. There are future 

1.0 INTRODUCTION



plans, however, to allow short-selling, as part of the upcoming strategies 
to promote Boursa Kuwait2. As such, the investment strategy reviewed in 
this paper is still relevant. To the best of my knowledge, no paper has yet 
explored BAB in Boursa Kuwait.

The rest of the paper is organized as follows: section 2 reviews the existing 
literature on BAB and the beta anomaly, section 3 discusses the data and 
sampling process, section 4 explains the methodology utilized in this 
study, section 5 presents the results, while section 6 concludes the paper.

2. http://www.alraimedia.com/Home/Details?id=660afa40-3cd1-4a9f-a2c2-02b57ab7825d





The evidence that low-beta stocks generate higher returns than high-
beta stocks is not new; it dates back to the early work of Jensen et al. 
(1972). Indeed, the authors show that returns are not proportional to their 
covariance with the market, thereby violating the CAPM. These findings 
led  to the rise of the “low-beta” anomaly3, where less volatile stocks 
produce higher risk-adjusted returns than volatile high-beta stocks. 
Indeed, the results of Black (1972) and Haugen and Heins (1975)4 suggest 
that the security market line for U.S stocks is too flat, thereby destabilizing 
the risk-return relationship. These findings were later confirmed by Fama 
and French (1992) as well. By the same token, Ang et al. (2006) show 
that volatile stocks produce lower average returns, when compared to 
less volatile stocks5. Additionally, Blitz and Vliet (2007) also confirm the 
existence of the beta anomaly, and postulate that investors in fact overpay 
for riskier stocks. To elaborate, the authors find that the low volatility 
anomaly is persistent, even after controlling for factors such as value, size, 
and momentum.

Because of these findings, Frazzini and Pedersen (2014) propose BAB as 
an investment strategy. In their paper, the authors differentiate between 
investors who have access to leverage, and those who do not. As a result, 
investors with an access to leverage short-sell high-beta stocks and long 
low-beta stocks, using leverage. On the other hand, investors with no 
access to leverage overweight high-beta stocks in the hopes of generating 
higher Sharpe ratios6. Furthermore, an important feature in Frazzini and 
Pedersen (2014) is the zero-cost setup. To elaborate, the authors construct 
the BAB portfolio in such a way that the “long” portfolio is leveraged to a 
beta of 1, while the “short” portfolio is deleveraged to a beta of 1,

3.Also known as the “beta” anomaly, or the “low-volatility” anomaly.
4.Haugen and Heins (1975)4 in fact show an inversion in the security market line.
5.The authors confirm their findings in Ang et al. (2009) as well.
6.To reaffirm, because of this, prices of high-beta stocks increase, which lowers their returns.

2. RELATED LITERATURE



while the “short” portfolio is deleveraged to a beta of 1. Consequently, 
Frazzini and Pedersen (2014) observe that BAB produces significant 
returns, as long as there are no severe credit constraints. It is also worth 
mentioning that the authors study BAB’s performance over a long 
period; spanning from the years 1926 to 2009 in the U.S equity market. 
More importantly, BAB’s excess returns are persistent and robust across 
different asset pricing models. To elaborate, BAB still generates significant 
returns, even after adjusting for market, size, liquidity, and momentum 
factors. Interestingly, Frazzini and Pedersen (2014) also show that BAB 
produces significant returns beyond the U.S equity market; they examine a 
sample of global equities and show that the BAB strategy yields significant 
excess returns. In addition, Auer and Schuhmacher (2015) also document 
the existence of abnormal returns for BAB in the Dow Jones Industrial 
Average (DJIA) stocks, even after controlling for transaction costs. By the 
same token, Buchner and Wagner (2016) provide empirical evidence that 
is consistent with the findings of Frazzini and Pedersen (2014). Moreover, 
in the Indian stock market, evidence for the BAB anomaly is documented 
by Agarwalla et al. (2014). To explain the returns of BAB, Barroso and 
Maio (2018) utilize the same dataset used by Frazzini and Pedersen 
(2014). However, Barroso and Maio (2018) attempt to provide a different 
explanation by focusing on the volatility of BAB returns. Consequently, 
the authors show that BAB’s volatility is successful in predicting BAB’s 
performance.

Nonetheless, Cederburg and O'Doherty (2016) cast doubt in the previous 
findings. To elaborate, the authors show that conditional returns of BAB 
portfolios are significantly smaller and statistically insignificant, when 
compared to their unconditional counterparts. As such, the authors argue 
that one should be vigilant in interpreting BAB’s returns. In other words, 
the authors argue that in an unconditional setting, it is natural for BAB to 
produce significant returns, because of the absence of time-varying beta 
distribution.



This paper utilizes data from Thomson Reuters as well as Boursa Kuwait. 
The data obtained includes daily returns of Boursa Kuwait’s Premier 
Market index, along with its’ constituents, from November 2015, to 
December 2018. Initially, all the companies in the index were included. 
However, due to discrepancies in data, some firms had to be discarded. 
Examples of such data discrepancies include loss of data points for some 
firms. As such, this resulted in a final sample of 45 firms included in this 
study. Table (1) below provides a list of the firms included in the study, 
ranked by their size, as measured by market capitalization:

Table (1): Key metrics of firms under study

The table provides key metrics for the firms included in this study, 
based on the data available on Boursa Kuwait's website, as well as on 
Thomson Reuters. All the companies listed on this table are part of 
the Premier Market index of Boursa Kuwait. “Market Cap” refers to the 
market capitalization of the firm, and is captured by multiplying a firm’s 
share price by its’ number of shares outstanding, whereas P/E refers to 
the “price-to-earnings” ratio. Similarly, EPS is the “earnings per share”, 
which is commonly calculated as the ratio of net income to the number 
of shares outstanding. And finally, “Div. Yield” is the dividend yield of a 
stock, measured by dividing a stock’s dividend by the stock’s market price. 
Market Cap and EPS figures are reported in Kuwaiti Dinars (K.D.)

3. DATA AND SAMPLING



Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 

11.86 
79.81 
11.66 
8.13 

10.61 
7.79 

39.18 
12.55 
4.25 
4.24 

11.75 
9.92 

11.28 
0.00 
7.21 
8.65 

17.41 
13.05 
11.42 
0.00 
9.17 

12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 

-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 

11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Beta vs. Change in Adjusted R-Squared (Cross-sectional)

Beta ΔR^2 Linear (ΔR^2)

Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Stock Betas vs. Amihud's Illiquidity Measure (Cross-sectional)

Beta Beta (Shrunk) Illiquidity Measure

** Indicates a company with a negative EPS. Hence, P/E ratios of such companies are set equal to zero, in order not 
to distort averages. It is also worth mentioning that market capitalizations are calculated based on the most recent 
available market price, at the time of writing this paper. By the same token, P/E ratios, EPS, and dividend yields are also 
based on the most recent year for the stock under study.



4.1. Calculating ex-ante betas

The methodology in this paper largely follows that of Frazzini and 
Pedersen (2014). As a starting point, ex-ante betas are calculated using 
Equation (1) below:

Where 𝜌𝑖̂𝑡 is the correlation between each stock and the market, at each 
time t. By the same token, 𝜎̂𝑖𝑡 is the estimated volatility of each stock at 
each time t, whereas 𝜎̂𝑚𝑡 is the estimated volatility of the market at each 
time t. It is worth mentioning that both volatilities are estimated on a 
rolling basis. In other words, 𝜎̂𝑖𝑡 and 𝜎̂𝑚𝑡 are three-point centred moving 
standard deviations.

4.2. Shrinkage beta estimator

Furthermore, as argued by Agarwalla et al. (2014), the shrinkage beta 
estimator proposed by Vasicek (1973) attempts to produce more reliable 
estimates of beta. As such, Equation (2) below is utilized to arrive at more 
stable estimates of ex-ante betas:

Where 𝛽𝑚 is the beta coefficient of the market, and is assumed to be 
equal to one. Moreover, 𝑤𝑖, the weight of each stock, is calculated through 
Equation (3) below:

4. METHODOLOGY



4.3. Constructing the BAB portfolio

In Equation (3) above,          is the variance of the beta estimates, taken at 
the cross-sectional level. On the other hand, 𝜎𝛽𝑖𝑡 is the three-point centred 
moving standard deviation of the beta estimates produced from Equation 
(1). Thus, the weight of each stock is calculated individually. Consequently, 
the mean of 𝑤𝑖 across all stocks was found to be approximately 0.64, 
which is quite close to the value of 0.60, taken by Frazzini and Pedersen 
(2014) in their paper. Results of shrunk betas are reported in Table (A1), in 
the appendix section.

After calculating the shrunk betas, monthly BAB portfolios are 
constructed, following the methodology utilized by Frazzini and Pedersen 
(2014). To begin, all the stocks included in the sample are sorted based 
on their betas calculated earlier. Afterwards, the median beta value is 
calculated for each calendar month. Hence, stocks with betas above the 
median are allocated to “high-beta” portfolios, whereas stocks with betas 
below the median are allocated to “low-beta” portfolios. As such, this 
results in 74 portfolios, two for each of the 37 months in the sample period. 
These portfolios are rebalanced on a monthly basis, based on the change 
in betas in the previous month. In other words, the weights in the portfolio 
will stay the same, but the firms assigned to each weight will change every 
month, based on the change in their monthly betas. As such, Equation (4) 
below is utilized to calculate the weight of each stock in each portfolio:

In Equation (4) above, 𝑤𝑖 is the weight of each individual stock in each 
portfolio, whereas 𝑅𝐴𝑁𝐾𝑖 is the rank of each stock based on its’ beta. For 
example, for the 45 firms under study, a rank of “1” is assigned to the firm 
with the highest beta, while a rank of “45” is assigned to the firm with 
the lowest beta. This mechanism ensures that the highest weight in the 
“high-beta” portfolio is allocated to the firm with the highest beta. By the 
same token, this ensures that the firm with the lowest beta is assigned 
the highest weight in the “low-beta” portfolio. Constructed portfolios are 
reported in Table (A2), in the appendix section. It is also worth mentioning 
that during the construction of portfolios, the month November of year 
2015 was dropped out, because November’s data start on the 22nd, which 



is not representative of the entire month. Thus, following the calculation of 
weights, the investment strategy proposed by Frazzini and Pedersen (2014) 
is utilized. As such, for each month, an investor would short the “high-
beta” portfolio, and long the “low-beta” portfolio. Therefore, to calculate the 
returns for such an investment strategy, Equation (5) below is employed

Where 𝐵𝐴𝐵𝑡 is the overall monthly return generated by buying the “low-
beta” portfolio and short-selling the “high-beta” portfolio. Furthermore,   
       is the weighted-average beta of the “low-beta” portfolio and         is the 
weighted-average return of the “low-beta” portfolio. By the same token,  
is the weighted-average beta of the “high-beta” portfolio and          is the 
weighted-average return of the “high-beta” portfolio. Moreover,          is the 
risk-free rate, which is calculated as the average of the discount rate for 
the past three years, as published by the Central Bank of Kuwait. However, 
to preserve simplicity, the assumption of zero-cost portfolio construction, 
set by Frazzini and Pedersen (2014) is relaxed in this paper. In other words, 
I assume that leverage is absent. As such, the terms      and       are dropped 
from Equation (5) above, since there is no apparent need to scale returns by 
betas in the absence of leverage.





Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 

11.86 
79.81 
11.66 
8.13 

10.61 
7.79 

39.18 
12.55 
4.25 
4.24 

11.75 
9.92 

11.28 
0.00 
7.21 
8.65 

17.41 
13.05 
11.42 
0.00 
9.17 

12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 

-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 
11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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5.1. Performance of the BAB portfolio

BAB generated positive returns in excess of the risk-free rate for all the 
calendar months included in the sample, except for two months. These 
excess monthly returns are reported in Table (2) below:

5. RESULTS AND 
DISCUSSION



Furthermore, to visualise Table (2) above, Figure (1) below plots BAB 
returns in comparison to index returns, for the sample period:

Despite the low negative correlation (-0.12) between the two portfolios, they 
do exhibit some co-movement, albeit the BAB portfolio tends to slightly lag 
the market when it comes to upward spikes, as can be seen from the plot 
above.

On a risk-adjusted basis, the BAB portfolio produced an average Sharpe 
ratio of 1.56, averaged over the entire sample period, compared to an 
average Sharpe ratio of approximately zero for the index. Sharpe ratios for 
individual months can be found in Table (A3) in the appendix.

Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 
11.86 
79.81 
11.66 
8.13 
10.61 
7.79 
39.18 
12.55 
4.25 
4.24 
11.75 
9.92 
11.28 
0.00 
7.21 
8.65 
17.41 
13.05 
11.42 
0.00 
9.17 
12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 
-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 
11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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5.2. Does the CAPM explain BAB returns?

By definition, the presence of consistent excess returns for the BAB 
portfolio represents a departure from the traditional CAPM. Put differently, 
BAB presents itself as an anomaly, from an asset pricing perspective. 
Nonetheless, regressing BAB returns on the CAPM represents a classic 
asset pricing test, in order to reveal whether the CAPM can explain the 
variation in BAB returns. As such, the regression model presented in 
Equation (6) below is run for all the portfolios, across the 37 months 
included in the study:

Where 𝐵𝐴𝐵𝑡 is the excess return for each monthly portfolio, and          is the 
excess monthly return for the Premier Market index. The results of this 
regression are reported in Table (3) below:

Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 

11.86 
79.81 
11.66 
8.13 

10.61 
7.79 

39.18 
12.55 
4.25 
4.24 

11.75 
9.92 

11.28 
0.00 
7.21 
8.65 

17.41 
13.05 
11.42 
0.00 
9.17 

12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 

-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 
11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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As expected, the CAPM produced very poor explanatory power, as 
measured by 𝑅2. This is consistent with the notion that BAB itself is an 
anomaly that represents a departure from the CAPM, mentioned earlier. 
In other words, a traditional asset pricing model such as the CAPM fails 
to capture the variation in BAB returns. As such, more sophisticated asset 
pricing models such as the Fama-French three factor (FF3) model and 
the Fama-French five factor (FF5) model could perhaps deliver a better 
explanatory power.

5.3. CAPM, BAB, and the optimal portfolio

Because the BAB portfolio assigns weights to stocks based on their beta 
coefficients, low beta stocks might drive down the explanatory power of 
the CAPM, due to their lower co-movement with the index. In this section, 
I regress the returns of stocks with the highest and lowest beta coefficients 
on market returns, on an individual basis. The aim of this task is to check 
whether high-beta stocks are better explained by index movements than 
low-beta stocks. To this end, Equation (7) below is utilized:

Where        is the return of the individual stock. The results of this 
regression are reported in Table (4) below. It is perhaps worth mentioning 
that intercept coefficients are omitted from the table. Furthermore, in the 
table below, stocks are sorted from highest to lowest, based on their beta 
coefficients acquired from Equation (2).



Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 
11.86 
79.81 
11.66 
8.13 
10.61 
7.79 
39.18 
12.55 
4.25 
4.24 
11.75 
9.92 
11.28 
0.00 
7.21 
8.65 
17.41 
13.05 
11.42 
0.00 
9.17 
12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 
-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 
11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 

11.86 
79.81 
11.66 
8.13 

10.61 
7.79 

39.18 
12.55 
4.25 
4.24 

11.75 
9.92 

11.28 
0.00 
7.21 
8.65 

17.41 
13.05 
11.42 
0.00 
9.17 

12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 
-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 
11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Unsurprisingly, the results of Table (4) above illustrate that excess returns 
of stocks with a higher beta coefficient tend to be better explained by index 
returns. This comes as no surprise since the beta coefficient in the CAPM 
essentially captures the co-movement of the underlying stock with the 
index. Nonetheless, it proves especially helpful for Boursa Kuwait since 
beta coefficients of the firms in the Premier Market are relatively low7, 
particularly for the sample period under study.

5.4. Does liquidity explain BAB returns?

As postulated by Frazzini and Pedersen (2014), investors tend to 
overweight high-beta stocks in order to generate higher returns per unit of 
risk. As such, it is plausible to think that high-beta stocks would be more 
liquid than low-beta stocks. Therefore, this section of the paper attempts to 
explore whether liquidity, in terms of trading volume, exerts explanatory 
power over BAB returns. To this end, Equation (8) below augments 
Equation (7) with an extra variable that captures a stock’s liquidity:

Where               is the daily trading volume, in number of shares, for each 
stock included in the sample. Consequently, Table (5) below presents the 
results of this regression. However, provide a better test of the explanatory 
power of trading volume, Table (5) below reports the adjusted 𝑅2 instead of 
the unadjusted version utilized in Table (4), earlier:

7 As measured by the shrunk estimator in Equation (2).



Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 

11.86 
79.81 
11.66 
8.13 

10.61 
7.79 

39.18 
12.55 
4.25 
4.24 

11.75 
9.92 

11.28 
0.00 
7.21 
8.65 

17.41 
13.05 
11.42 
0.00 
9.17 

12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 

-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 

11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 
11.86 
79.81 
11.66 
8.13 
10.61 
7.79 
39.18 
12.55 
4.25 
4.24 
11.75 
9.92 
11.28 
0.00 
7.21 
8.65 
17.41 
13.05 
11.42 
0.00 
9.17 
12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 
-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 
11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Stock Betas vs. Amihud's Illiquidity Measure (Cross-sectional)

Beta Beta (Shrunk) Illiquidity Measure



Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 

11.86 
79.81 
11.66 
8.13 

10.61 
7.79 

39.18 
12.55 
4.25 
4.24 

11.75 
9.92 

11.28 
0.00 
7.21 
8.65 

17.41 
13.05 
11.42 
0.00 
9.17 

12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 

-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 
11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Stock Betas vs. Amihud's Illiquidity Measure (Cross-sectional)

Beta Beta (Shrunk) Illiquidity Measure
As can be observed from Table (5) above, trading volume starts to take 
on a more important role as beta starts to get smaller. In other words, 
while liquidity matters for high beta stocks, it plays a more important role 
for low-beta stocks, as documented by higher figures of Δ      for low-beta 
stocks. This finding is quite intuitive because it is consistent with the 
notion that low-beta stocks are less popular and could therefore be less 
liquid. To elaborate, because these stocks are less popular, they respond 
more violently to a surge in volume. As such, they exhibit higher price 
movements when volume levels change significantly. Furthermore, this 
increase in explanatory power can be seen in Figure (2) below; changes 
in Δ      start to pick up, as beta levels decrease. Indeed, a linear trend line 
confirms this slight increase in Δ       across the sample firms:



Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 
11.86 
79.81 
11.66 
8.13 
10.61 
7.79 
39.18 
12.55 
4.25 
4.24 
11.75 
9.92 
11.28 
0.00 
7.21 
8.65 
17.41 
13.05 
11.42 
0.00 
9.17 
12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 
-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 
11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Stock Betas vs. Amihud's Illiquidity Measure (Cross-sectional)

Beta Beta (Shrunk) Illiquidity Measure

The improved explanatory power of Equation (8) can also be seen by 
averaging the explanatory powers of Equations (7) and (8). To elucidate, 
the regression model in Equation (7) had an average 𝑅2 of 9.43%, while the 
average adjusted 𝑅2 of Equation (8) is 10.78%.



5.4.1. Are low-beta stocks inherently less liquid?

To explore the question whether low-beta stocks are less liquid than high-
beta stocks, Amihud’s measure of illiquidity is utilized in this section. The 
illiquidity measure, proposed by Amihud (2002) is quite a popular measure 
in the literature to gauge the illiquidity of stocks. This illiquidity measure 
is captured by Equation (9) below:

Where |𝑟𝑖,𝑡| is the absolute value of daily returns, covering the entire 
period of the sample. On the other hand, 𝑑𝑉𝑂𝐿𝑖,𝑡 is the daily K.D volume 
of each stock. It is worth mentioning that 108 is included in Equation 
(9) above to produce more presentable figures, as the equation usually 
yields very small figures when volumes are large, compared to daily 
returns. Intuitively, then, Amihud’s measure of illiquidity is essentially 
a measure of price impact. Put differently, the larger the price impact of 
a stock, compared to its’ traded volume, the more illiquid it is, and vice 
versa. Hence, the larger 𝐼𝐿𝐿𝐼𝑄𝑖,𝑡, the less liquid is the stock. The results of 
Equation (9) are reported in Table (6) below, where stocks are sorted from 
highest to lowest, based on their illiquidity:



Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 

11.86 
79.81 
11.66 
8.13 

10.61 
7.79 

39.18 
12.55 
4.25 
4.24 

11.75 
9.92 

11.28 
0.00 
7.21 
8.65 

17.41 
13.05 
11.42 
0.00 
9.17 

12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 

-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 

11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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While the evidence is not perfectly clear, it can still be seen that low-beta 
stocks are more likely to be less liquid, as shown by their larger propensity 
to yield a higher than average 𝐼𝐿𝐿𝐼𝑄𝑖,𝑡 measure. To elaborate, all the 
stocks in the sample had an average 𝐼𝐿𝐿𝐼𝑄𝑖,𝑡 measure of 14.780, with only 
seven firms producing an illiquidity measure above that average. These 
seven firms have a combined average beta of 0.267, thereby confirming 
the statistical likelihood of low-beta firms being less liquid. Moreover, 
as can be seen from Figure (3) below, positive spikes in 𝐼𝐿𝐿𝐼𝑄𝑖,𝑡 are often 
associated with stocks with a lower beta:

Firm Market Cap. (K.D.) P/E EPS (K.D.) Div. Yield 

National Bank of Kuwait 
Kuwait Finance House

Zain
Boubyan Bank

Agility Public Warehousing 
Commercial Bank of Kuwait 

Gulf Bank of Kuwait
Burgan Bank

Ahli United Bank KSC
Boubyan Petrochemical
Al Ahli Bank of Kuwait

VIVA
Qurain Petrochemical

Kuwait Projects
Warba Bank

Kuwait Int Bank
Gulf Finance Group
National Industries 

Commercial RE
Alimtiaz Investment
National Real Estate

Ithmaar**
National Investments Co 

Al-Mazaya Holding
Kuwait Real Estate Co
Soor Fuel Marketing
Oula Fuel Marketing

Aayan Leasing**
Kuwait Business Town RE 

Jiyad
First Investment
Coast Investment

Bayan Investment**
Abyaar Real Estate**

AAN Digital Services**
Al Arabiya Real Estate**

Al Enmaa RE**
Gulf Petroleum**
Al-Salam Group**

Al Madina Finance**
Investors Hld Group**

Amar Finance&Leasing**
Al Mal Investment**

Boubyan Int Industries**
Al Deera Holding** 

5.18B
3.88B
1.94B
1.36B
1.21B

911.01M
783.37M
697.50M
581.49M
530.54M
477.65M
399.99M
383.62M
321.83M
315.00M
274.89M
262.67M
213.50M 
164.41M 
153.04M 
124.43M 
78.21M 
72.29M 
48.87M 
48.15M 
46.54M 
46.53M 
30.04M 
27.60M 
25.34M 
25.20M 
19.38M 
18.97M 
17.61M 
15.70M 
15.45M 
14.87M 
13.13M 
9.81M 
8.67M 
7.54M 
6.84M 
6.17M 
4.61M 
3.75M 

14.95 
18.13 
11.11 
27.47 
14.63 
15.71 
13.70 
8.71 
11.86 
79.81 
11.66 
8.13 
10.61 
7.79 
39.18 
12.55 
4.25 
4.24 
11.75 
9.92 
11.28 
0.00 
7.21 
8.65 
17.41 
13.05 
11.42 
0.00 
9.17 
12.95 
24.04 
9.84 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 
0.00 

0.06 
0.03 
0.04 
0.02 
0.05 
0.03 
0.02 
0.03 
0.02 
0.01 
0.03 
0.10 
0.03 
0.03 
0.01 
0.02 
0.10 
0.04 
0.01 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.01 
0.01 
-0.01 
0.01 
0.01 
0.00 
0.00 
0.00 
0.00 
-0.35 
-1.51 
-0.02 
-2.96 
-1.29 
-0.10 
-0.08 
-0.60 
-1.28 
-46.95 
-0.01 

3.43% 
2.52% 
7.81% 
1.12% 
1.65% 
3.27% 
3.50% 
2.39% 
4.18% 
4.54% 
4.07% 
3.75% 
4.01% 
4.58% 
0.00% 
3.77% 
5.54% 
6.37% 
5.43% 
5.19% 
0.00% 
0.00% 
8.48% 
11.27% 
0.00% 
4.35% 
4.35% 
0.00% 
6.18% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 
0.00% 

Table 1

Table (2): BAB excess returns 
 This table provides BAB returns, in excess of the risk-free rate, for each calendar month in the sample period. These excess 

returns are compared to the returns of the Premier Market index for the same period. As can be seen from the table, BAB’s 
returns were superior to the index, for all the months included in the study, except for two months. It is worth mentioning that 
bootstrapping techniques cannot be used to generate more data points, as the number of calendar month is less than optimal.  

 
Month-Year BAB Return Index Return 

Dec-15 1.05% -0.15% 
Jan-16 1.72% -0.46% 
Feb-16 0.71% 0.09% 
Mar-16 2.13% 0.02% 
Apr-16 -0.23% 0.15% 
May-16 2.47% 0.01% 
Jun-16 0.34% -0.03% 
Jul-16 0.82% 0.09% 
Aug-16 1.06% -0.02% 
Sep-16 1.43% -0.02% 
Oct-16 0.21% 0.00% 
Nov-16 1.15% 0.13% 
Dec-16 0.83% 0.17% 
Jan-17 0.45% 0.79% 
Feb-17 3.04% -0.03% 
Mar-17 0.19% 0.16% 
Apr-17 2.02% -0.13% 
May-17 1.15% -0.03% 
Jun-17 1.52% -0.02% 
Jul-17 1.22% 0.06% 
Aug-17 1.61% 0.03% 
Sep-17 1.44% -0.18% 
Oct-17 1.34% -0.11% 
Nov-17 1.00% -0.23% 
Dec-17 -0.52% 0.17% 
Jan-18 1.80% 0.20% 
Feb-18 1.23% 0.07% 
Mar-18 1.79% -0.10% 
Apr-18 0.72% -1.37% 
May-18 1.08% -0.08% 
Jun-18 1.21% 0.25% 
Jul-18 0.91% 0.34% 
Aug-18 1.23% -0.04% 
Sep-18 1.34% 0.08% 
Oct-18 0.15% -0.09% 
Nov-18 1.31% 0.09% 
Dec-18 0.31% -0.06% 

Average: 1.11% -0.01% 

Figure (1): BAB Returns vs. Premier Market Index (2015-2018) 

Table (3): CAPM & BAB 

BABt = αt + λtRm,t + εt  
This regression model attempts to examine whether the CAPM captures any of the variation in BAB returns. Unsurprisingly, 

the model has a very poor explanatory power, since BAB manifests itself as a potential asset pricing anomaly, which is 

unexplained by the most traditional asset pricing model. As such, more sophisticated regressions need to be employed. 

 

 
Coefficient Std. Error t-Statisic P-Value 

αt  -0.024493*** 0.0009 -26.94 0.0000 

Rm,t -0.05162 aaa 0.0689 -0.74863 0.45894 

Root Mean Squared Error 0.00299 

R2 1.53% Adjusted R2 -1.20% 

F-statistic vs. constant model         .0.56 
 

0.459 

*** Indicates statistical significance at the 1% level. 

 

BOUB 1.03 aaa 0.2265*** 52.80% 0.00 

AAYA 1.02 0.2244*** 20.20% 0.00 

ZAIN 1.02 0.2728*** 46.40% 0.00 

BIIHC 1.02 0.1940*** 4.78% 0.00 

WARB 1.01 0.2835*** 53.50% 0.00 

ITHMR 1.00 0.2247*** 13.30% 0.00 

KREK 0.98 0.1855*** 23.30% 0.00 

NBK 0.98 0.2413*** 49.80% 0.00 

AAN 0.88 0.1488*** 6.91% 0.00 

GFHK 0.84 0.1196*** 5.35% 0.00 

GBK 0.81 0.1587*** 27.50% 0.00 

CBK 0.75 0.0978*** 3.74% 0.00 

MALK 0.72 0.1357*** 1.56% 0.00 

MADI 0.67 0.0735*** 1.53% 0.00 

ABYR 0.67 0.0897*** 3.44% 0.00 

ALQK 0.66 0.0992*** 10.20% 0.00 

KBTK 0.66 0.0849*** 5.00% 0.00 

TIJK 0.59 0.0686*** 5.11% 0.00 

NREK 0.57 0.0602*** 1.65% 0.00 

BPCC 0.54 0.0609*** 3.85% 0.00 

KFH 0.53 0.0836* 0.46% 0.06 

OLAK 0.46 0.0443*** 1.12% 0.00 

KIB 0.46 0.0576*** 5.40% 0.00 

DEER 0.43 0.0323 0.17% 0.24 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

VIVA 1.20 0.4328*** 62.70% 0.00 

Table (4): Beta coefficients and the CAPM 

Ri,t = αt + λtRm,t + εi,t  
This regression model attempts to examine whether index returns serve as a better explanator for high-beta stocks, than they 

do for low-beta stocks. The results of this regression could shed light on why index returns have a poor explanatory power for 

BAB returns. This is particularly important since low-beta stocks tend to be less volatile than high-beta stocks. 

 

Stock Beta* ,   P-Value 

KPRO 0.40 0.0446*** 2.81% 0.00 

MAZA 0.40 0.0352*** 0.96% 0.00 

AGLT 0.39 0.0369*** 1.29% 0.00 

SOOR 0.37 0.0296** 0.67% 0.02 

COAS 0.36 0.0280 0.20% 0.14 

INVK 0.32 0.0238 0.20% 0.17 

AMAR 0.32 0.0182 0.06% 0.48 

SAGH 0.24 0.0145 0.00% 0.46 

JIYAD 0.20 -0.0995*** 1.81% 0.00 

ALIMK 0.16 -0.0715*** 3.77% 0.00 

BAYK 0.15 -0.0347* 0.35% 0.09 

BKME 0.14 -0.0304*** 1.40% 0.00 

ABK 0.14 -0.0373*** 0.93% 0.00 

NIND 0.12 -0.0193 0.28% 0.13 

ENMA 0.10 -0.0124 0.00% 0.41 

OULA 0.10 -0.0149 0.19% 0.21 

BURG 0.08 0.0053 0.00% 0.57 

GPIK 0.03 0.0020 0.00% 0.89 

ARAB 0.00 0.0000 0.00% 0.99 

NINV 0.00 0.0001 0.00% 0.99 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

VIVA 1.20 
 

0.4331*** 0.0000 62.70% 0.00% 

BOUB 1.03 aaa 0.2269*** 0.0000** 52.90% 0.10% 

AAYA 1.02 0.2251*** 0.0000*** 21.50% 1.30% 

ZAIN 1.02 0.2733*** 0.0000* 46.40% 0.00% 

BIIHC 1.02 0.1982*** 0.0000*** 6.70% 1.92% 

WARB 1.01 0.2841*** 0.0000*** 57.20% 3.70% 

ITHMR 1.00 0.2260*** 0.0000*** 14.80% 1.50% 

KREK 0.98 0.1855*** 0.0000*** 23.20% -0.10% 

NBK 0.98 0.2414*** 0.0000*** 49.70% -0.10% 

AAN 0.88 0.1499*** 0.0000*** 8.67% 1.76% 

GFHK 0.84 0.1211*** 0.0000*** 6.88% 1.53% 

GBK 0.81 0.1593*** 0.0000 27.50% 0.00% 

CBK 0.75 0.0978*** -0.0000 3.49% -0.25% 

MALK 0.72 0.1377*** 0.0000** 1.82% 0.26% 

MADI 0.67 0.0755*** 0.0000*** 2.82% 1.29% 

ABYR 0.67 0.0900*** 0.0000*** 4.54% 1.10% 

ALQK 0.66 0.1001*** 0.0000*** 17.00% 6.80% 

KBTK 0.66 0.0859*** 0.0000*** 6.34% 1.34% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

TIJK 0.59 0.0690*** 0.0000** 5.55% 0.44% 

NREK 0.57 0.0611*** 0.0000*** 3.06% 1.41% 

BPCC 0.54 0.0614*** 0.0000* 4.02% 0.17% 

KFH 0.53 0.0798* 0.0000*** 1.38% 0.92% 

OLAK 0.46 0.0454*** 0.0000*** 1.65% 0.53% 
KIB 0.46 0.0588*** 0.0000*** 8.04% 2.64% 

DEER 0.43 0.0341 0.0000*** 2.13% 1.96% 

KPRO 0.40 0.0447*** 0.0000*** 2.58% -0.23% 

MAZA 0.40 0.0359*** 0.0000*** 2.62% 1.66% 

AGLT 0.39 0.0380*** 0.0000*** 1.78% 0.49% 

SOOR 0.37 0.0303** 0.0000*** 1.40% 0.73% 

COAS 0.36 0.0298 0.0000*** 1.68% 1.48% 

INVK 0.32 0.0243 0.0000*** 2.75% 2.55% 

AMAR 0.32 0.0196 0.0000*** 2.32% 2.25% 

SAGH 0.24 0.0168 0.0000*** 2.42% 2.42% 

JIYAD 0.20 -0.0991*** 0.0000 1.57% -0.24% 

ALIMK 0.16 -0.0702*** 0.0000*** 5.99% 2.22% 

BAYK 0.15 -0.0331 0.0000*** 1.84% 1.49% 

BKME 0.14 -0.0307*** 0.0000 1.57% 0.17% 

ABK 0.14 -0.037* 0.0000 0.90% -0.03% 

NIND 0.12 -0.0179 0.0000*** 2.65% 2.37% 

ENMA 0.10 -0.0118 0.0000** 0.53% 0.53% 

OULA 0.10 -0.0140 0.0000*** 1.49% 1.30% 

Table (5): Does liquidity explain BAB returns? 

Ri,t = αt + λtRm,t + ψi,tVOLi,t + εi,t 
This regression model augments Equation (7) with the trading volume (in number of shares) for each stock in the sample. The 

regression is based on the notion that high beta stocks tend to be more popular among investors seeking to acquire a higher return 

per unit of risk (i.e. Sharpe ratio). As such, they would overweight high-beta stocks (Frazzini and Pedersen, 2014). In the table 

below “Adj. R2” refers to the adjusted r-squared, while Δ 2 is the change in explanatory power between Equation (8) and Equation 

(7). This is done to capture the explanatory contribution of trading volume. 

 

Stock Beta* ,  ,  .   

BURG 0.08 0.0069 0.0000*** 5.08% 5.08% 

GPIK 0.03 0.0043 0.0000*** 3.14% 3.14% 

ARAB 0.00 0.0009 0.0000*** 0.65% 0.65% 

NINV 0.00 0.0021 0.0000*** 2.53% 2.53% 

* This is a stock’s shrunk beta, acquired from Equation (2). 

* Indicates statistical significance at the 10% level. 

** Indicates statistical significance at the 5% level. 

*** Indicates statistical significance at the 1% level. 

 

 

Figure (2): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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Table (6): Amihud’s measure of illiquidity 
 

Amihud’s measure of illiquidity, proposed by Amihud (2002), is a quite simple yet intuitive measure of a stock’s illiquidity; it 
is essentially a measure of the price impact induced by trades. As such, stocks with a higher price impact have a higher illiquidity 
ratio, and vice versa. 

 
Firm ,    

DEER 270.987 0.184 0.425 
BIIHC 152.958 1.047 1.019 
MADI 58.010 0.433 0.673 
JIYAD 27.172 -0.465 0.201 
AMAR 25.613 0.120 0.315 
CBK 22.485 0.550 0.751 

ARAB 21.937 0.001 0.002 
ENMA 11.040 -0.069 0.104 
AAN 10.911 0.719 0.875 

COAS 9.143 0.143 0.358 
KBTK 9.092 0.403 0.662 
OLAK 9.079 0.214 0.460 
ABK 5.541 -0.184 0.139 

BAYK 5.351 -0.195 0.150 
SAGH 3.493 0.074 0.235 
NINV 3.249 0.000 0.001 
TIJK 3.034 0.318 0.588 

NREK 2.884 0.316 0.571 
MAZA 2.838 0.166 0.397 
GFHK 2.480 0.681 0.839 
GPIK 2.179 0.008 0.033 

ITHMR 1.506 0.988 0.995 
BKME 0.900 -0.140 0.141 

KIB 0.846 0.208 0.459 
MALK 0.815 0.482 0.722 
ALIMK 0.506 -0.321 0.159 
BPCC 0.405 0.278 0.536 
SOOR 0.402 0.145 0.368 
OULA 0.368 -0.073 0.102 
KPRO 0.265 0.181 0.402 
AAYA 0.239 1.063 1.025 
KREK 0.238 0.966 0.985 
INVK 0.104 0.117 0.316 
ABYR 0.098 0.407 0.666 
NIND 0.034 -0.092 0.120 
VIVA 0.033 1.625 1.206 
ALQK 0.031 0.405 0.664 
BURG 0.021 0.019 0.080 
WARB 0.008 1.031 1.012 
BOUB 0.007 1.069 1.031 
AGLT 0.003 0.160 0.389 
GBK 0.002 0.625 0.807 
ZAIN 0.002 1.055 1.022 
KFH 0.001 0.251 0.528 
NBK 0.001 0.957 0.980 

 

Figure (3): Change in adjusted r-squared in response to including trading volume as an 
explanatory variable. 
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This paper reviewed an important recent development in asset pricing, 
which is the betting against beta (BAB) strategy. More precisely, this 
paper explored the viability of BAB as an investment strategy in Boursa 
Kuwait, by observing firms in the Premier Market index, over a period of 
three years. Consequently, it is documented that BAB generates abnormal 
returns in excess of the risk-free rate, even on a risk-adjusted basis. In 
addition, the results suggest that liquidity matters more for low-beta 
stocks, perhaps because they are perceived as low volatile by investors, 
which causes them to be less popular. As such, they become less liquid 
and benefit substantially from a surge in trading volume.

Nonetheless, it is important to highlight the limitations of this study. First, 
due to data-related issues, the sample period has shrunk substantially. 
As a result, representativeness issues may arise, and thus the results of 
this paper are not meant to be generalized. Second, this paper employs 
exaggeratedly simple asset pricing models such as the CAPM, to 
predict the variation in BAB returns. This is extremely naïve, as more 
sophisticated asset pricing models, such as FF3 and FF5 could prove more 
robust. Third, to maintain simplicity, transaction costs are left out of the 
analysis, this brings into question the practicality of BAB as an investment 
strategy in Boursa Kuwait. Hence, there exist several exciting future 
research avenues for BAB applicability and existence in Boursa Kuwait. To 
illustrate, future research could observe the existence and persistence of 
BAB over a larger and longer sample period than the one employed in this 
paper. In addition, future research could apply more sophisticated asset 
pricing models, such as the ones mentioned earlier, to potentially explain 
the variation in BAB returns. Furthermore, it is interesting to explore 
whether transaction costs would render the BAB strategy inferior.

6. CONCLUSION
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