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FINANCIAL PLANNING STRATEGIES 
REBALANCING AND ASSET ALLOCATION VERSUS PANICKING & THOSE SEPTEMBER WOES 

 
There is no question that the resurgence of the 

Delta variant has caused you to worry about your 

retirement plan. Whether you are a few years away 

from beginning to draw down your retirement funds 

or decades away, your worries are well-founded as 

the pandemic brought us a couple of market 

corrections, a bear market, a few bear market 

rallies, and endless speculation as to the next bull 

market.  

But how many people are looking at their balances 

and contemplating the notion of selling out of 

equities and going to cash? Especially since 

September is upon us – and the ninth month is 

historically the worst month for stocks. 

Investors that are thinking of selling out of equities 

might tell themselves that they are “rebalancing.” 

But they aren’t. They are probably panic-selling. 

Rebalancing is a very different concept. 

Rebalancing Matters 

Rebalancing is an exercise that involves selling the 

investments that have appreciated and buying the assets 

that have gone down in order to bring your allocations back 

in line with your original portfolio design.  

Rebalancing is not quite as simple as it sounds though – it’s 

as much a science as it is an art. 

In golf terms, understanding the science is akin to 

understanding the physics of why a spinning ball hooks or 

slices. The art is the execution of the science, such as when 

you are actually playing golf. It is the execution and follow-

through that produces the desired outcome. 

Knowing that rebalancing boosts returns is useless unless 

you – the investor – have the time, discipline and nerve to 

follow through and actually strike the ball. 

No One Said it Was Easy to Do 

Rebalancing is the most helpful when it is most difficult. 

Again, the exercise involves selling the investments that 

have appreciated and buying the assets that have recently 

gone down.  

Remember last year when the S&P 500 bottomed out for 

the year on March 23rd? How many investors were 

disciplined to buy more U.S. equities at the end of the first 

quarter? The truth is that people are biased to believe that 

recent occurrences will continue. When it comes to the 

markets, this instinct must be overcome. 



 

 

 

Copyright © 2021 FMeX. All rights reserved. 
Distributed by Financial Media Exchange. 

 

 

This is one area where an investment advisor can add 

tremendous value. Even an advisor who does nothing other 

than help you set an asset allocation and then rebalance 

once a year might boost your returns over a buy and hold 

strategy. This rebalancing can also lower the volatility of 

your portfolio. Together, these bonuses help increase the 

likelihood that you will reach your retirement goals. 

Yes, you could do this yourself, but many investors don’t. A 

few investors buy and hold investments while an even 

greater number chase returns, moving in the exact wrong 

direction. Even an advisor who only keeps you from chasing 

past performance might significantly boost your returns. 

If you choose to rebalance yourself, you can accomplish this 

most easily by automating your rebalancing. Automatic 

rebalancing is most common in 401(k) accounts. If your 

account offers the feature, take advantage of it. If you must 

choose specific months or days to rebalance, consider 

quarter-ends. 

The important thing is to make sure your portfolio is 

regularly rebalanced. If the only available rebalancing 

method is manual, the danger is that you will emotionally 

pick the point to rebalance which will be the exact wrong 

time. Instead, you should pick times of the year blindly and 

then stick with it. 

That said, receiving the rebalancing bonus requires that 

investors have an asset allocation plan in the first place. 

Most do not. 

 

 

* * * 

 

ASSET ALLOCATION & REBALANCING 

Your asset allocation definition matters. Rebalancing works 

best with non-correlated asset categories, like emerging 

market stocks and U.S. stocks. If you define your asset 

classes incorrectly, rebalancing between them may not 

help. 

 

You should not define your asset class as one industry of 

the economy. One industry could lose value indefinitely as 

another industry rises to take its place. Rebalancing into a 

failing industry only brings your returns down with it. 

Meanwhile, you dodge this problem with broader asset 

class definitions. Information technology, basic materials, 

and consumer staples are good, broad definitions while 

candle-makers, diamonds and leather jackets are too 

narrowly defined and will fail you. 

Further, some sectors are not on the efficient frontier, 

which identifies portfolios that achieve the highest return 

and the lowest volatility. Including them in your asset 

allocation is simply the wrong move. Rebalancing to a 

poorly designed asset allocation often means moving 

money from categories that are on or near the efficient 

frontier into inefficient investments, hurting returns. 

 

Expenses & Taxes Matter Too 

There is a great deal to be said about the method of 

rebalancing. Keeping transaction costs and capital gains 

taxes low when rebalancing also helps boost your return. 

Funds with high expense ratios put a drag on returns too. 

Even an index fund drops off the efficient frontier when the 

expense ratio becomes excessive. And it goes without 

saying but rebalancing into bad mutual funds also hurts 

your returns. 

While the science and art of setting an asset allocation and 

regularly rebalancing back to it is not an easy discipline, it 

will help. Your financial advisor can teach you the art and 

the science – and then help you do both. 

 

 

* * * 
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NOW, LET’S TALK ABOUT SEPTEMBER 
Heading into September, market historians were 

preaching caution because September has statistically 

been the worst month for the stock market. In fact, 

going back to 1928, the average September return for 

the S&P 500 has been a loss of 0.99%.  

The second-worst month is May and it has provided 

investors with an average loss of 0.11% since 1928.  

So, time to sell, right? Not so fast. 

 

What Happened Before September Matters 

Yes, it’s true that the most dangerous phrase in all of 

investing is: “This time it’s different.” But this 

September might very well be different because 

markets have risen so much for the year already. 

Since 1928 when the S&P 500 rose by more than 13% 

for the first six months, the index’s median September 

gain was 1.4%, according to Fundstrat. Through June 

of this year, the S&P 500 was up 14%. (The S&P 500 

ended August with its 53rd record finish of 2021 as it 

was up 20.4% through August 31st. That’s the 

strongest year-through-August performance since a 

21.4% rise over the same period in 1997.) 

 

But September is Still the Worst 

Maybe that data from 1928 has you convinced that 

September 2021 will reward investors with positive 

performance. Well, over the last 20 years, September 

has been the worst-performing month for the S&P 500 

too. And it’s not just that the ninth month more often 

than not posts negative monthly numbers. The 

declines are more severe, as there were 4 declines of 

7% or more for September over the past 20 years.  

Those large declines rank September #2 as the most 

volatile month – the #1 distinction belongs to October. 

So it stands to reason that with increased volatility so 

far in 2021, investors can reasonably expect the next 

two months to bring even more volatility. 

 

Source: Bloomberg, CBOE Volatility Index 2001-2021 

But Let’s Focus on the Positive 

The S&P 500 has risen more than 20% through the 

end of August this year, which is the ninth year since 

1991 in which the stock market was up more than 10% 

by Labor Day.  Looking at those other 8 years, 

investors saw that the S&P 500 posted an average 

gain of 8.8% from September to the end of the year. 

So maybe 2021 will be the same? 

 

 

Source: Bloomberg, S&P 500 price return 1991-2021. 

Successful investing and overall fitness both often 

come down to discipline (and planning). Why aren’t 

you reaping the investment returns you read about in 

the financial press? Why aren’t you reaping the 

benefits of going to the gym? One obvious answer that 

you might not want to think about is this: your emotions 

get in the way.  
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That’s what advisors (and personal trainers) are for – 

to help you stay the course and make rational 

decisions. 

 

Don’t Let Your Emotions Get in the Way 

A research firm named Dalbar does tons of research 

on investor behavior. If you’re a fan of behavioral 

finance and economics, you should read some of 

Dalbar’s reports, but here is a summary: Emotions too 

often drive investors to make poor decisions. 

According to Dalbar, investors consistently get returns 

worse than those of the market because they buy high 

and sell low. If you ever have a conversation with a 

friend about being scared after a downturn, you fall into 

this category. 

You are going to underperform, even if you completely 

track the market with index mutual funds, because of 

yearly fees. They could be as low as 0.5% of your 

assets or as high as 2.5%. But if you have low-cost 

funds and you still do less than half as well as the 

market, the problem is probably you, not the fees. You 

made bad choices, such as panicking during a slump. 

It’s really hard to stay the course when the world 

seems to be falling apart. You might feel that, if you 

don’t get out when your investment drops, all of your 

money might disappear. 

Avoiding Behavioral Traps 

This brings us to another behavioral trap called 

recency bias. This fancy term means that we tend to 

pay a lot more attention to what happened in the 

recent past than what happened historically or what is 

likely to happen.  

This is why, when the market goes down, you think it’s 

going that way forever. When the market is hot, you 

believe that there is only one way it can go – up. 

If history is any guide, getting out when things look 

really bad is not a great idea. An experienced investor 

certainly knows that when the market seems at its 

worst, it’s a time to buy. Better yet, just keep investing, 

and let the market do what it’s going to do. 

Research shows that staying the course is most likely 

to help you reach your goals. If you’re looking to invest 

for five to 10 years or more, what happens this month, 

this quarter or even this year doesn’t make a big 

difference in your final outcome. 
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It all comes down to discipline and circles back to the role of advisors. Your advisor helps investors understand the 

history of the market and talk with them when they get over-excited or scared.  

 

If you have great self-control, a financial advisor might not be less necessary. But if you are not a disciplined investor, 

you might get some great value from an advisor who can talk you off the ledge. This is the role advisors play with their 

clients. And it’s the most valuable service we can provide. 

 

Do you remember the words of Mark Twain, when he said this? 

 

"October. This is one of the peculiarly dangerous months to speculate in stocks. The others are July, January, September, 

April, November, May, March, June, December, August, and February.” 

 

As a long-term investor, let’s swap out two words to help guide your investing: 

 

"October. This is one of the peculiarly good months to invest in stocks. The others are July, January, September, April, 

November, May, March, June, December, August, and February.” 
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