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— STOCKS, BONDS, AND ALTERNATIVES

What Happens When
You Don’t Rebalance

Understanding what's in your portfolio is the first step. Understanding how it changes over time is
what protects it.

THE THREE BUILDING BLOCKS OF A DIVERSIFIED PORTFOLIO

¥

Stocks

Growth engine

When you buy a stock, you own

a small piece of a company. If

the company grows and becomes
more valuable, so does your share.
Stocks offer the highest long-term
growth potential — but also the
most volatility. Their value can
swing sharply in the short term.
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Bonds
Stability anchor

A bond is a loan you make to a
government or company. In return,
they pay you regular interest and
return your principal at a set date.
Bonds are more predictable than
stocks and help cushion your
portfolio when markets fall —
they're the defensive layer of a
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Alternatives

Diversification layer

Alternatives include assets outside
traditional stocks and bonds —
real estate (REITs), commodities
like gold or oil, private equity,

or hedge funds. They often

move independently of the stock
market, helping smooth out overall
portfolio volatility and providing

balanced portfolio. a diversification benefit that the
other two classes can't.

— WHAT IS PORTFOLIO DRIFT?

Your allocation doesn’t stay put — it
moves with the market

When you set up a portfolio, you choose a specific mix of these three asset classes Think of it like this: Imagine
— say 60% stocks, 30% bonds, and 10% alternatives. That mix reflects your personal you fill a jar with 60% red
goals, timeline, and how much risk you're comfortable with. It's a deliberate decision. marbles, 30% blue, and 10%
green. Now imagine the red
But over time, the different asset classes grow at different rates. Stocks have marbles slowly multiply on their
historically grown faster than bonds. As your stock holdings increase in value, they own. Even though the blue and
naturally take up a larger share of your portfolio. Your bond and alternative holdings green marbles are still there,
don’t disappear — they just become a smaller slice of a bigger pie. they now represent a much
smaller fraction of the jar.
This gradual shift away from your intended allocation is called portfolio drift. Nobody Your jar looks different — and
sends you an alert when it happens. It builds slowly and silently — until one day, the behaves differently — even
portfolio you're holding looks very different from the one you designed. though you never touched it.

DRIFT IN ACTION — A 10-YEAR ILLUSTRATION

A $500,000 portfolio starting 60% stocks / 30% bonds / 10% alternatives — left untouched for 10 years.
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+18 pts -14 pts

60% — 78% after 10 years of equity 30% — 16% — your volatility buffer Portfolio volatility climbs as
outperformance quietly disappears defensive weight shrinks

ALLOCATION SNAPSHOT — YEAR BY YEAR

2016

60%
(start)

Target allocation: 60% stocks / 30% bonds / 10% alternatives — dashed lines on chart above show where each should be

2018 65%

2020 67%

2022 74%

2024 75%

2026 289%

(now)

Two Paths Forward

Rebalancing annually

Let it drift Stay on target
By year 10 you hold a 78/16/6 portfolio — far more Annual rebalancing keeps you near 60/30/10. You sys-
equity risk than you planned. When markets fall, a drifted tematically sell high and buy low — locking in gains from
portfolio can drop much harder than a balanced one, whichever asset class has grown, and maintaining the
with less cushion from bonds to absorb the shock. risk profile you deliberately chose.
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The graphs shown are a hypothetical example for illustrative purposes only and are not representative of any actual investment. Hypothetical results do
not reflect actual trading or the impact of material economic and market factors on decision-making. Past performance is not a guarantee of future results.
Individual results will vary.
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