MARKET MICROSCOPE: The Importance of Rebalancing a Portfolio

Having a plan that regularly rebalances an investment portfolio back to its target allocation can improve the investor experience over long periods of time.

To illustrate, consider a portfolio that starts out with 60% invested in stocks (70% in the S&P 500 Index, 30% in the MSCI EAFE Index) and 40% invested in bonds (represented by the
Barclays Aggregate Bond Index). The following table shows the return and volatility of that portfolio over the past 30 years if an investor never rebalanced the portfolio, and then
compares that data to several different methods of rebalancing:

30-Year Growth of a $10 Million Portfolio: 1985-2014
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from its target allocation over time.
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The bottom line is that HOW you rebalance a portfolio doesn’t matter as much as having a rebalancing plan and STICKING TO IT!
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