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Investment

PLANNING ESSENTIALS

How Rebalancing Your Portfolio Can 
Help Mitigate Market Volatility 

Periodic rebalancing is 
essential to maintaining 
the appropriate amount 
of investment risk in 
your portfolio.

 

Over time, especially during a sustained market 
run-up or in the aftermath of a major market 
correction, your portfolio’s asset allocation 
can gradually, but dramatically, shift from its 
intended target. Often, this results in a potentially 
harmful imbalance in which you may unwittingly take 
on too much risk after the market has soared and too 
little risk during market lows—the exact opposite of 
what you had envisioned.

Because different asset 
classes appreciate or 
depreciate more quickly 
than others, your overall 
asset allocation can drift 
dramatically over time 
from your intended target. 

There are a variety of 
rebalancing strategies 
you may wish to consider 
and discuss with your 
financial advisor. 

KEY TAKEAWAYS:



P L A N N I N G  E S S E N T I A L S Investment

PROTECTION.PROTECTION. RETIREMENT.RETIREMENT. 
INVESTMENT.INVESTMENT. ESTATEESTATE..

1 �Hypothetical would use a 60/40 portfolio (60% in stocks tracking the S&P 500 and 40% in bonds tracking the AGG) with 
S&P 500® index performance from March 2009 (S&P at 735) to Jan 2021 (S&P at 3793.75) and Lehman Aggregate Bond 
Index performance for same period (starting at 101.50) to (ending at 118.04).

When should you rebalance? There’s no particular advantage to rebalancing at either a market 
high or at a market low. But both offer particular benefits: rebalancing when the market is high can 
lessen the impact of the next correction on your savings; and rebalancing after a correction provides 
an opportunity to harvest some tax losses. Most importantly, rebalancing is about being disciplined 
and sticking closely to your financial plan by not straying too far from your portfolio’s intended 
target allocation. To better understand what portfolio drift is and how it occurs, let’s take a look at a 
hypothetical example:

 $100K
60/40 portfolio
(60% stocks and 40% bonds)

Suppose you invested 

in March 2009 at the end of 
the financial crisis. 

 $356K

The good news is that 
by January 2021, your 
portfolio would have 
been worth over 

87/13 allocation1

The bad news, however, is that because your equities (worth 
$309,694) grew so much more than your bonds (worth $46,518), 

your portfolio allocation would have drifted from its

60/40 allocation
original moderate to a much more aggressive

1.

2.
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Eleven years into the longest bull market in U.S. history is not a time where you want to be as-
suming far more investment risk than you intended. And this same principal holds true in reverse 
for bear markets. After a precipitous major market correction, a moderate 60/40 portfolio could 
quickly drift to a more conservative 45/55 allocation — taking on significantly less investment risk 
(and corresponding growth opportunity) precisely at a time when the market is poised for recovery.

TAX-SMART REBALANCING STRATEGIES 
Since rebalancing involves buying and selling investments, it needs to be approached thoughtfully to help 
minimize transaction costs and avoid triggering any sizable long-term capital gains taxes. Basically, there 
are three common strategies most frequently employed:

Rebalance holistically: Rather than rebalancing each of your portfolios separately, this approach 
involves looking at all your taxable and tax-deferred portfolios in totality. Just because one portfolio 
may be out of balance doesn’t necessarily mean your overall allocation isn’t still appropriate.

Sweep rather than reinvest: Most people opt to have their dividends and interest reinvested into 
the purchase of additional shares. However, this can hasten an allocation imbalance in your portfolio. 
Instead, consider sweeping your dividends and interest into a money market fund. When the time 
comes to rebalance, you’ll then have cash available to use for additional investment purchases (in-
stead of having to trigger capital gains by selling some of your holdings).

Gift highly-appreciated stock: If you’re someone who is charitably inclined, one particularly ef-
fective approach to rebalancing is to gift shares of your highly-appreciated stock to a registered 501(c)
(3) charity. Not only will this approach avoid triggering any capital gains, but you’ll also receive a 
charitable deduction on your taxes.

 
Of course, as with any tax-related investment decisions, you should always consult with your tax attorney 
before undertaking any rebalancing transactions in order to assess their potential impact.

Rather than focusing on increasing your portfolio’s value, rebalancing is a strategy that’s all about manag-
ing your exposure to risk. A good rule of thumb is to try and rebalance your portfolio at least once a year, or 
whenever a major change occurs to your financial goals, needs or circumstances. However, now may be an 
ideal time to review your actual versus target allocations and decide on a rebalancing strategy that best fits 
your needs.

1.

2.

3.



PROTECTION.PROTECTION. RETIREMENT.RETIREMENT. 
INVESTMENT.INVESTMENT. ESTATEESTATE..

Trusted Guidance. Comprehensive Solutions.

CLU®LUTCF®MBA

DHARMESH GOEL is a Registered Representative offering securities through NYLIFE 
Securities LLC, Member FINRA/SIPC, a Licensed Insurance Agency, and a Financial Adviser 
offering investment advisory services through Eagle Strategies LLC, A Registered 
Investment Adviser.

DHARMESH GOEL is also an agent licensed to sell insurance through New York Life 
Insurance Company and may be licensed to sell insurance through various other 
independent unaffiliated insurance companies.

NEW YORK LIFE is not owned and operated by NYLIFE Securities LLC, Eagle Strategies 
LLC and its affiliates.

Eagle Strategies LLC (Eagle) is an SEC-registered investment adviser. Registration with 
the SEC does not imply a certain level of skill or training. Eagle investment adviser 
representatives (IARs) act solely in their capacity as insurance agents of New York Life, 
its affiliates, or other unaffiliated insurance carriers when recommending insurance 
products and as registered representatives when recommending securities through 
NYLIFE Securities LLC (member FINRA/SIPC), an affiliated registered broker dealer and 
licensed insurance agency. Eagle Strategies LLC and NYLIFE Securities LLC are New 
York Life Companies. Investment products are not guaranteed and may lose value. No 
tax or legal advice is provided by Eagle, its IARs or its affiliates.
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