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MOAA Take 5 Video Series

Investment Strategies Part 3: Rebalancing

LT. COL. SHANE OSTROM, USAF (RET), MOAA CERTIFIED FINANCIAL PLANNER:  Today we're going to talk about a rebalance.  Rebalancing means -- let me go back to my discussion on allocation.  Allocation, how much is in stocks, how much is in bonds, how much is in cash.  That's your allocation.


Let's just say for an example your allocation is 80 percent stocks, 15 percent bonds, and 5 percent cash.  That would be for somebody younger still working, because it's a lot of stocks there, 80 percent.


Over time stocks are going to go up and down, bonds are going to go up and down, your cash holdings will go up and down.  Eventually over time your allocation of 80 stocks, 15 percent bonds, and 5 percent -- eventually that's going to get out of whack.


And when it does, you need to rebalance your portfolio back into your 80-15-5.  Whatever it gets messed up in, put it back into the 80-15-5, or whatever your allocation is that's appropriate for your age and when you're getting close to retirement.


What that does is it forces all of the -- whether it be stocks, bonds, or cash, if you have a profit in some, you're going to end up selling the profit to bring those positions down, and then you'll end up buying into the ones that are lower at that particular time.  


At the time you rebalance, that's when you're going to end up buying low and selling high, because you're going to rebalance your portfolio back into its original allocation, whatever your original allocation is.


For the sake of this illustration, I'm talking 80-15-5, 80 stocks, 15 bonds, 5 cash.  That's going to help you buy low and sell high.  Something you can't do on purpose and the professionals usually can't do on purpose is buy low and sell high.


But by rebalancing and do that maybe once a year and you'll be golden.  Just ask your 401(k) or TSP provider about rebalancing your allocation.
