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Relative performance and absolute performance are two metrics used in the investment world to measure investment returns. While both metrics are important, investors often prioritize one over the other.
Absolute performance measures the actual return of an investment, while relative performance compares the return of an investment to a benchmark or index.
Investors who prioritize relative performance may be more susceptible to making emotionally driven decisions. For example, if their investment is underperforming compared to the benchmark, they may feel pressure to take on more risk in order to catch up, potentially leading to poor investment decisions.
On the other hand, investors who prioritize absolute performance tend to be more focused on achieving their own personal investment goals, such as saving for retirement or a child's education. They may be more likely to stick to a well-diversified, long-term investment strategy, even if it means underperforming compared to the benchmark in the short term.
To illustrate the difference between relative and absolute performance, let's take the example of the SPY returns from 2001 till 2023 and compare it with an absolute return of 8%. The comparison shows that while the SPY returns may fluctuate in the short term, an investor who focuses on achieving an absolute return of 8% over the long term is more likely to achieve their investment goals.
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In summary, while both relative and absolute performance are important, it's crucial for investors to prioritize their own personal investment goals and remain disciplined in their investment approach.
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SPY Returns BOY EOY Abs Return BOY EOY
2001 -11.75% 100.00$       88.25$          8% 100.00$       108.00$       
2002 -21.59% 88.25$          69.20$          8% 108.00$       116.64$       
2003 28.18% 69.20$          88.70$          8% 116.64$       125.97$       
2004 10.70% 88.70$          98.19$          8% 125.97$       136.05$       
2005 4.83% 98.19$          102.93$       8% 136.05$       146.93$       
2006 15.84% 102.93$       119.23$       8% 146.93$       158.69$       
2007 5.14% 119.23$       125.36$       8% 158.69$       171.38$       
2008 -36.81% 125.36$       79.22$          8% 171.38$       185.09$       
2009 26.37% 79.22$          100.11$       8% 185.09$       199.90$       
2010 15.06% 100.11$       115.18$       8% 199.90$       215.89$       
2011 1.89% 115.18$       117.36$       8% 215.89$       233.16$       
2012 15.99% 117.36$       136.12$       8% 233.16$       251.82$       
2013 32.31% 136.12$       180.11$       8% 251.82$       271.96$       
2014 13.46% 180.11$       204.35$       8% 271.96$       293.72$       
2015 1.25% 204.35$       206.90$       8% 293.72$       317.22$       
2016 12.00% 206.90$       231.73$       8% 317.22$       342.59$       
2017 21.70% 231.73$       282.02$       8% 342.59$       370.00$       
2018 -4.56% 282.02$       269.16$       8% 370.00$       399.60$       
2019 31.22% 269.16$       353.19$       8% 399.60$       431.57$       
2020 18.37% 353.19$       418.07$       8% 431.57$       466.10$       
2021 28.75% 418.07$       538.26$       8% 466.10$       503.38$       
2022 -18.17% 538.26$       440.46$       8% 503.38$       543.65$       
2023 26.19% 440.46$       555.82$       8% 543.65$       587.15$       
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