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 Return doesn’t account for the risk. 
 

 Investors must be compensated for risk. 
 

 We should measure returns on a risk adjusted 
basis. 
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 Developed by Nobel laureate William F. Sharpe. 
 

 Calculated by subtracting the Risk Free Return from 
the Investment Return and dividing the difference 
by the Volatility of the Investment. 
 

Sharpe Ratio  =   R - Rƒ 
                                   σ 

 A higher Sharpe ratio equates to better risk-
adjusted performance. 
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(OAS Spread/ 5 yr Treasury yield) 
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