
10/9/2020 Ch.10 The pricing of risk Sections 1-3 online.ppt

chrome-extension://bpmcpldpdmajfigpchkicefoigmkfalc/views/app.html 1/1

Copyright ©2014 Pearson Education, Inc. All rights reserved. 10-* 

Table 10.5  Volatility Versus Excess Return of 
U.S. Small Stocks, Large Stocks (S&P 500), 
Corporate Bonds, and Treasury Bills, 1926–2011
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The Returns of Individual Stocks

• Is there a positive relationship between 
volatility and average returns for individual 
stocks?
– As shown on the next slide, there is no precise 

relationship between volatility and average 
return for individual stocks. 
• Larger stocks tend to have lower volatility than 

smaller stocks.
• All stocks tend to have higher risk and lower returns 

than large portfolios.
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Figure 10.6  The Historical Tradeoff 
Between Risk and Return in Large 
Portfolios

Source: CRSP, Morgan Stanley Capital International


