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The importance of rebalancing

Rebalancing is the practice of realigning the components of a portfolio of investments back
to a target allocation from which it has drifted away. Naturally, the process is contrarian and
results in selling the things that have done well and buying more of what has done less well.
To some, this may feel painful, but it is good practice and sensible behaviour your adviser can
certainly support you with.

Left unrebalanced, a portfolio comprising 60% global equities (‘growth assets’) and 40% short-dated
global bonds (‘defensive assets’) would have drifted to nearly 80% in growth assets over the past 10
years. This is a material change in risk exposure.
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Figure 1: Drift in growth/defensive asset exposure of 60/40 portfolio from Sep-14 to Aug-24
Source: Albion Strategic Consulting. Data source: Morningstar Direct © Growth assets: Vanguard Total World Stock Index
Fund Admiral VTWAX, Defensive assets: Vanguard Global Short-Term Bond Index Fund VGSTBGA. Monthly returns in GBP.

The figure above illustrates the primary need for rebalancing i.e., to prevent unwanted asset allocation
drift. Evidence supports that this is the main role of rebalancing’. It is a process which encourages
good investor behaviour and helps one avoid falling foul of biases. Rebalancing helps systematic
investors maintain a well-diversified solution through time, enabling them to benefit from exposures
to imperfectly correlated assets.

Investors hoping to profit in the short term from rebalancing trades
face certain long-run disappointment. ... The fundamental purpose
of rebalancing lies in controlling risk, not enhancing return.

David F. Swensen, Pioneering Portfolio Management (2000)
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Figure 2: The process of rebalancing requires selling what has performed best
Source: Albion Strategic Consulting

In some cases, contributions to and withdrawals from your portfolio can be used to nudge the
allocation towards the target to keep risk in line. Keeping a watch on how far your portfolio drifts from
its target is something your adviser will help with. At times of market turmoil, the issue of a potential
rebalance may be considered — in order to realign risk - and don’t be surprised if we raise this with
you at such a time.

Do you really need to rebalance? The answer for most investors is likely to be ‘yes’ when the time
comes. If we feel a rebalance is necessary, we will be in touch to discuss this with you.
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End notes.
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E.g. Albion, (October 2023). ‘Governance Update 26: Assessing rebalancing strategies’

Other notes and risk warnings

Use of Morningstar Direct© data

© Morningstar 2024. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/

or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate,
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising
from any use of this information, except where such damages or losses cannot be limited or excluded by law in your
jurisdiction. Past financial performance is no guarantee of future results.

Risk warnings

This article is distributed for educational purposes only and must not be considered to be investment advice or an
offer of any security for sale. The reference to any products is made only to make educational points and must, in no
circumstances, be deemed to be any form of product recommendation.

This article contains the opinions of the author but not necessarily the Firm and does not represent a
recommendation of any particular security, strategy or investment product. Information contained herein has been
obtained from sources believed to be reliable but is not guaranteed.

Past performance is not indicative of future results and no representation is made that the stated results will
be replicated.

Errors and omissions excepted.

Barnett Ravenscroft Wealth Management is a trading name of Barnett Ravenscroft Financial Services Ltd which is
authorised and regulated in the United Kingdom by the Financial Conduct Authority FRN: 225634 and registered in
England and Wales under Company No. 04013532.

The registered office address of the Firm is 13 Portland Road, Edgbaston, Birmingham, B16 9HN
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