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Dear Investors, 
 

We’ve been asked “why am I not getting higher return despite taking more risk?” Recently, while reading the 

book “The Most Important Thing: Uncommon Sense for the Thoughtful Investor”, I felt that there was a good 

way to explain this. I might be too optimistic, but let’s try. 

 

More risk = More return 
How many times have you heard this? It is likely part of a pitch for any investment, be it for bonds or equities. 

“More risk, more return” has found its way to become a basic principle in investing. Figure 1 pretty much sums 

it up.  

 
Figure 1 Risk-return chart 

This concept is true but oversimplified. If taking higher risk guaranteed higher returns, there would be no risk 

right? Nevertheless, relying on this simple tenet has resulted in investors drawing conclusions that ultimately 

disappointed them. 

 

Figure 2 is the version found in finance textbooks. What is the difference? 

 
Figure 2 Textbook risk-return chart  

For the eagle-eyed readers, you will see the finance textbook says “expected return”; meaning “higher risk, 

higher expected return”. To which I can imagine the reader saying “but of course, my expectations are in line 

with the risk of my investment!” This is where the trouble begins. 

  



   
 

   
 

Same risk → More return! 
What if I say that you can get more return for the same risk? “Isn’t it too good to be true?” one might ask. 

Actually, one can indeed get more returns from taking the same risk. 

 

Vanguard estimates global equity returns to be between 7-9% per annum1. Imagine you had invested into 

global equities as shown in Figure 3, and compounded at 23% per annum over four years from 2003-2007. 

That cannot be luck right? 

 
Figure 3 Global equities MSCI ACWI Index Dec 2000-Oct 2007 

Same risk → Less return 
How about getting less return for a given level of risk? Nobody would expect, much less want that.  

 

After a great run, there was inevitably a bear market which resulted in the compounding rate dropping from 

23% to 3% per annum from 2003-2009 (Figure 4), well below the expectation for equities. 

 

 
Figure 4 Global equities MSCI ACWI Index Dec 2000-Mar 2009 

 
1 https://advisors.vanguard.com/insights/article/2020midyeareconomichighlights 



   
 

   
 

Whatever happened to the expected equity returns of 7-9%? Actually, that continues to be the most likely 

return for an equity investor. That is the basis for taking more risk, that a higher return should be expected. (I 

emphasise expectation not hope.) The reality is also that higher risk opens an investor to a wider range of 

possibilities, in terms of much higher or much lower returns. What is comforting is that these much higher or 

lower returns are less likely to occur compared to expected return (sorry to burst the bubble for those who 

were momentarily experiencing much higher returns above expectation). Figure 5 is a much more realistic 

depiction of the very popular risk-return chart. We used the example of equities here, but this is true for an 

investment at any risk profile such as bonds. 

 

 
Figure 5 More risk, more possibilities. Source: Oaktree Capital Management 

Earlier on, I mentioned that the popular risk-return chart has disappointed investors. There are two possible 

scenarios for this. 

• An investor gets a rate of return higher than expectation, and adds on. The market subsequently 

declines to revert to the long term expectation. The additional investment suffers a loss, and the 

investor’s compound rate is lower than expectation. 

• An investor gets a rate of return lower than expectation, and exits. The market subsequently rises to 

revert to the long term expectation. The investor locks in a loss without participating in the recovery. 

 

 

  

The experienced return can be 

higher for a given level of risk 

The experienced return can be 

lower for a given level of risk 

Expected return line 



   
 

   
 

Higher risk → Less return 
Now that I’ve demystified the absolute truth of “more risk = more return”, here’s another proposition for 

investors to contemplate. It would likely cause concern and distress for an investor with higher risk profile to 

experience a lower return than another investor with lower risk profile. For example, in 2014 global bonds 

were up 7.6% while global equities were up 4.2% (concern?). In 2018 bonds were up 1.8% while equities2 were 

down 11% (distress?).  

 

 
Figure 6 Counterintuitive possibilities 

I have to credit Howard Marks for conveying a realistic picture of investing by adding some curves to the 

standard risk-return chart in his book, “The Most Important Thing: Uncommon Sense for the Thoughtful 

Investor”. Incidentally, the curves indicate that the most likely returns for a given level of risk are at the ‘hump’, 

while the higher and lower returns for a given level of risk are less likely to happen (but do happen). 

 

If taking risk cannot guarantee an expected return, what is the point of taking risk? The reality is returns will 

always move around as a direct consequence of taking risk. If there are periods where investors are not getting 

higher return despite taking more risk, they should not feel so worried. Just remember that the long term 

result will impose itself over time. 

 

Taking more risk subjects one to a wider range of potential outcomes. In today’s market environment, this is 

more applicable than ever. 

 

    
Best regards, 

 
 
    

Alvin Goh 

Chief Investment Officer 
 

 

  

 
2 Global bonds: Bloomberg Barclays Global Aggregate Index Hedged, Global equities: MSCI ACWI Net Return USD Index 

A higher risk portfolio can have lower 

return than a lower risk portfolio 

A lower risk portfolio can have higher 

return than a higher risk portfolio 

Expected return line 



   
 

   
 

Disclaimer 

To the best of its knowledge and belief, Finexis Asset Management Pte. Ltd. (Finexis Asset Management) considers the 

information contained in this material as accurate only as at the date of publication. All information and opinions in this 

material are subject to change without notice. No representation or warranty is given, whether express or implied, on the 

accuracy, adequacy or completeness of information provided in the material or by third parties. The materials on this 

material could include technical inaccuracies or typographical errors, and could become inaccurate as a result of 

subsequent developments. Finexis Asset Management undertakes no obligation to maintain updates of this material.  

Neither Finexis Asset Management nor its affiliates and their respective shareholders, directors, officers and employees 

assume any liabilities in respect of any errors or omissions in this material, or any and all responsibility for any direct or 

consequential loss or damage of any kind resulting directly or indirectly from the use of this material. Unless otherwise 

agreed with Finexis Asset Management, any use, disclosure, reproduction, modification or distribution of the contents of 

this material, or any part thereof, is strictly prohibited. Finexis Asset Management expressly disclaims any liability, whether 

in contract, tort, strict liability or otherwise, for any direct, indirect, incidental, consequential, punitive or special damages 

arising out of, or in any way connected with, your access to or use of this material.  

This material is not an advertisement and is not intended for public use or distribution. This material has been prepared for 

the purpose of providing general information only without taking account of any particular investor’s objectives, financial 

situation or needs and does not amount to an investment recommendation.   

The information contained in this material does not constitute financial, investment, legal, accounting, tax or other 

professional advice or a solicitation for investment in funds managed by Finexis Asset Management, nor does it constitute 

an offer for sale of interests issued by funds that are managed or advised by Finexis Asset Management. Any offer can only 

be made by the relevant offering documents, together with the relevant subscription agreement, all of which must be read 

and understood in their entirety, and only in jurisdictions where such an offer is in compliance with relevant laws and 

regulatory requirements.  

Simulations, past and projected performance may not necessarily be indicative of future results.  While there is an 

opportunity for gain, any investor is at risk of loss of 100% of its investment when investing in funds managed or advised by 

Finexis Asset Management.  

The information on this material is not intended for persons located or resident in jurisdictions where the distribution of 

such information is restricted or unauthorized. No action has been taken to authorize, register or qualify any of the Finexis 

Asset Management funds or otherwise permit a public offering of any Finexis Asset Management fund in any jurisdiction, 

or to permit the distribution of information in relation to any of the Finexis Asset Management fund in any jurisdiction. 


