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Importance of Rebalancing
1996–2016

Past performance is no guarantee of future results. Stocks: 50% large and 50% small stocks. Bonds: intermediate-term government bonds. 
This is for illustrative purposes only and not indicative of any investment. An investment cannot be made directly in an index. © Morningstar. 
All Rights Reserved. 
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Presentation Notes
Importance of RebalancingBecause asset classes grow at different rates of return, it is necessary to periodically rebalance a portfolio to maintain a target asset mix. This image illustrates the effect of different growth rates on a static (unbalanced) portfolio over a 20-year period. At  year-end 1996, the target asset mix began with a 50% allocation to stocks and a 50% allocation to bonds. The proportion of stocks in the portfolio grew from 1996 to 2006, when it accounted for 62% of the portfolio. Subsequent market fluctuations caused the stock allocation to decrease to 53% by 2011, and increase again to 69% in 2016. This allocation is drastically different from the 50%/50% portfolio the investor started out with.Asset classes associated with high degrees of risk tend to have higher rates of return than less volatile asset classes. For this reason, a portfolio that is not rebalanced periodically may become more volatile (riskier) over time.Diversification does not eliminate the risk of experiencing investment losses. Government bonds are guaranteed by the full faith and credit of the United States government as to the timely payment of principal and interest, while stocks are not guaranteed and have been more volatile than bonds. About the dataSmall stocks are represented by the Ibbotson® Small Company Stock Index. Large stocks are represented by the Ibbotson® Large Company Stock Index.  Intermediate-term government bonds are represented by the five-year U.S. government bond. An investment cannot be made directly in an index. The data assumes reinvestment of income and does not account for taxes or transaction costs.
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