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Understanding of risk and return are most critical and are the basis of any transaction. There will always be some 
amount of risk which is associated in any transaction. The extent of this risk would probably vary from industry to 
industry, but the underlying fact remains that risk will always exist as it cannot be eliminated from the system. This risk 
comprises of unique and market risks. Beta, which is basically a measure of the volatility, or systematic risk, of a security 
or a portfolio in comparison to the market as a whole, is used by investors to get an accurate measure of the market risk 
of various sectors. The objective of this paper is to understand and interpret the return and risk for eleven sectoral 
indices of the National Stock Exchange over the last 10 years. The analyses of Beta for each year indicate that Betas have 
not been stable for any sector over the 10 year period except for the auto sector. The Beta for the auto sector is constant 
over the last 10 years whereas the Betas of some sectors have shown an increasing trend and the others show a 
decreasing trend.
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Introduction
Analysis and measurement of risk and return are critical issues which need to be understood clearly before making 

any investment decision. This is mainly due to the fact that the risk can merely be transferred, but the underlying fact 
remains that risk will always exist as it cannot be eliminated from the system. This risk comprises of unique and market 
risks.

Jack Treynor (1961,1962), William Sharpe (1964), John Lintner (1965) and Jan Mossin (1966) independently, 
adding to the earlier body of research work, further examined the relationship between expected return and market risk 
and introduced the CAPM Model (Capital Asset Pricing Model). This model describes the relationship between risk and 
expected return

R(Rj) = Rf + ß [ E (RM ) - Rf ]
Where:

R(Rj) : Required return on security j
Rf: Risk-free Return
ß : Beta of the security
(RM ): Expected market return

Over the past decades, the CAPM has been studied in great depth and still continues to be popular due to its 
simplicity and utility in a variety of situations. The basic premise of this model is that stocks having a higher beta value 
should yield higher returns. 

The Indian stock market has witnessed changes in reforms and volatile economic cycles, which has thus affected 
the risk and return profiles of various stocks in different sectors. Globally there were many studies conducted to analyze the 
stability of beta, but most of this research has been conducted specifically to highly developed markets. The dramatic 
changes in the Indian economy have led to a prolific rise in research pertaining to understanding the changing risk return 
profile of various sectors.This study is an attempt to examine the behaviour and stability of beta across eleven selected 
sectors in Indian market.
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