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Read this article
Abstract

The notion of "absolute return” investing is spreading like wildfire. Many people believe
that superior returns can be achieved by managers with strong views and little regard
for benchmarks. This article attempts to define absolute-return investing and figure out
whether it exists. The conclusion is that all investment returns consist of a beta part
(representing the correlation of the active portfolio with one or more market
benchmarks or normal portfolios) and an active alpha part. Thus, all investing is
relative-return investing in which active returns are earned relative to an appropriate
benchmark or mix of benchmarks.

The recent enthusiasm for so-called absolute-return investing is based on a
misunderstanding of the way active investment returns are generated. All investment
returns consist of a market, or beta, part (representing the correlation of the active

portfolio with one or more market benchmarks or normal portfolios) and a purely active,


https://www.tandfonline.com/
https://www.tandfonline.com/action/showPublications?pubType=journal
https://www.tandfonline.com/subjects/economics-finance-business-industry
https://www.tandfonline.com/journals/ufaj20
https://www.tandfonline.com/loi/ufaj20
https://www.tandfonline.com/toc/ufaj20/62/2
https://www.tandfonline.com/toc/ufaj20/62/2
https://www.tandfonline.com/journals/ufaj20
https://www.tandfonline.com/author/Waring%2C+M+Barton
https://www.tandfonline.com/author/Siegel%2C+Laurence+B
https://doi.org/10.2469/faj.v62.n2.4080
https://www.tandfonline.com/action/clickThrough?id=5942&url=%2Fr%2Fsubjectsample-law&loc=%2Fdoi%2Fabs%2F10.2469%2Ffaj.v62.n2.4080&pubId=52772932&placeholderId=1074&productId=1842
https://www.tandfonline.com/doi/ref/10.2469/faj.v62.n2.4080?scroll=top
https://www.tandfonline.com/doi/citedby/10.2469/faj.v62.n2.4080?scroll=top&needAccess=true
https://www.tandfonline.com/doi/metrics/10.2469/faj.v62.n2.4080?scroll=top
https://www.tandfonline.com/doi/permissions/10.2469/faj.v62.n2.4080?scroll=top
https://www.tandfonline.com/doi/abs/10.2469/faj.v62.n2.4080
https://www.addtoany.com/share#url=https%3A%2F%2Fwww.tandfonline.com%2Fdoi%2Fabs%2F10.2469%2Ffaj.v62.n2.4080&title=The%20Myth%20of%20the%20Absolute-Return%20Investor%3A%20Financial%20Analysts%20Journal%3A%20Vol%2062%2C%20No%202
https://www.tandfonline.com/
https://www.tandfonline.com/action/showCart?FlowID=1

or alpha, part. Thus, all investing is relative-return—not absolute-return—investing, in
which active returns are earned relative to the appropriate benchmark or mix of

benchmarks.

Hedge funds are currently the most visible and popular of would-be absolute-return
investments, but the term "absolute return" is also applied to certain other structures,
including some concentrated long-only active managers. Practically all of the managers
who disdain benchmarks say they do so because the use of benchmarks to measure
performance limits the creativity and aggressiveness that can be achieved by those
with superior skill. Actually, benchmarks do nothing of the kind: They merely achieve a
fair apportionment between the return from skill and the return from being exposed to
markets. Investors need this information to make successful decisions about active

managers, including hedge funds.

Although most investment strategies mix alpha and beta exposures, a well-engineered
market-neutral long?short hedge fund does not. Such a fund—if it is really market
neutral in all the dimensions of market risk—allows investors to earn pure alpha,
although even this return is not an absolute return: It is alpha relative to the properly
specified benchmark—in this case, the return on cash. Investors can add beta
exposures as desired, using inexpensive futures contracts or other vehicles, in what is
popularly called a "portable alpha" strategy but which might be better described as
portable beta.

Thus, all investing is benchmark relative. Even Warren Buffett has a benchmark, an
opportunity cost of capital that he must beat if he wants Berkshire Hathaway to go up
more than the market. So does your favorite hedge fund. And having a low or zero
beta, as many hedge funds do, does not mean you have a high alpha. One has nothing
to do with the other; alpha must always and everywhere be earned by having insights
superior to those of the other players in the market, and that is very difficult, although
not impossible, to do.

Related Research Data

Do Hedge Funds Hedge?


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3905%252Fjpm.2001.319819&type=Scholix

Source: The Journal of Portfolio Management

Risk measurement when shares are subject to infrequent trading
Source: Journal of Financial Economics

The Dimensions of Active Management

Source: The Journal of Portfolio Management

Portfolio Constraints and the Fundamental Law of Active Management
Source: Financial Analysts Journal

Estimating betas from nonsynchronous data

Source: Journal of Financial Economics

Hedge Funds: Risk and Return

Source: Financial Analysts Journal

Debunking Some Myths of Active Management

Source: The Journal of Investing

Related research @

People also read Recommended articles Cited by
25


https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0304-405x%252879%252990013-8&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3905%252Fjpm.2003.319882&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2469%252Ffaj.v58.n5.2468&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.1016%252F0304-405x%252877%252990041-1&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.2469%252Ffaj.v61.n6.2775&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3905%252Fjoi.2005.517171&type=Scholix
https://www.tandfonline.com/servlet/linkout?url=https%3A%2F%2Fdx.doi.org%2F10.3905%252Fjpm.1992.409394&type=Scholix

Information for Open access

Authors Overview

R&D professionals Open journals

Editors Open Select

Librarians Dove Medical Press
Societies F1000Research
Opportunities Help and information
Reprints and e-prints Help and contact
Advertising solutions Newsroom

Accelerated publication All journals

Corporate access solutions Books

Keep up to date

Register to receive personalised research and resources by email

8 Sign me up
X JinJe kol

Copyright © 2026 Informa UK Limited Privacy policy e Taylor& Francis

by informae--
Cookies Terms & conditions Accessibility

Registered in England & Wales No. 01072954
5 Howick Place | London | SW1P 1WG



https://authorservices.taylorandfrancis.com/
https://taylorandfrancis.com/who-we-serve/industry-government/business/
https://editorresources.taylorandfrancis.com/
https://www.tandfonline.com/page/librarians
https://www.tandfonline.com/societies
https://www.tandfonline.com/openaccess
https://www.tandfonline.com/openaccess/openjournals
https://www.tandfonline.com/openaccess/openselect
https://www.tandfonline.com/openaccess/dove
https://www.tandfonline.com/openaccess/f1000
https://taylorandfrancis.com/who-we-serve/industry-government/marketing/
https://taylorandfrancis.com/partnership/commercial/advertising-solutions/
https://taylorandfrancis.com/partnership/commercial/accelerated-publication/
https://taylorandfrancis.com/who-we-serve/industry-government/business/purchasing-options/
https://help.tandfonline.com/
https://newsroom.taylorandfrancisgroup.com/
https://www.tandfonline.com/journals?&pageSize=3000
https://www.routledge.com/
https://taylorandfrancis.formstack.com/forms/tfoguest_signup
https://facebook.com/TaylorandFrancisGroup
https://twitter.com/tandfonline
http://linkedin.com/company/taylor-&-francis-group
https://www.youtube.com/user/TaylorandFrancis
http://www.weibo.com/tandfchina
https://bsky.app/profile/tandfresearch.bsky.social
https://www.informa.com/
https://informa.com/privacy-policy/
https://privacy.informa.com/trackers/en/
https://www.tandfonline.com/terms-and-conditions
https://www.tandfonline.com/accessibility
http://taylorandfrancis.com/

