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 ● Rebalancing a Portfolio: 2D 
or 3D?

Have you noticed?  The holidays are back!  This year there are only 
four weeks between Thanksgiving and Christmas.  Then the New Year, 
always the same, January 1st!

Investment-wise, year end is a time for portfolio rebalancing.  Maybe.  
“Rebalancing a Portfolio: 2D or 3D?” looks at an often over looked 
dimension of the rebalancing that stresses the importance of increased 
cash flow as part of any rebalancing consideration.

I came to Southern California in the mid-70’s, married, and started a 
family.  Both my wife and I were refugees from the East Coast.  Without 
any immediate family in the area, we began what turned out to be a 
30+ year tradition of celebrating Thanksgiving, Christmas, and Easter 
dinners with two other refugee families who were in the same boat.

As the years passed, we added a “Kid’s Table” of six.  Since all the kids 
grew up relatively near each other and had many similar school, sports, 
and extra-curricular activities in common, the “Kid’s Table” seemed a 
very comfortable arrangement.  As the “kids” grew older and much more 
interesting, they migrated to the “Big Kid’s Table” without fanfare.   As 
of last year, the “Big Kids Table” had grown from six to 16 (including the 
kid’s spouses).  The “Big Kid’s Table” continues to be a lively sometimes 
even raucous gathering!  Meanwhile, Riley, our loyal Golden Retriever, 
continues to serve very diligently on crumb patrol.

This Thanksgiving we added two new little people to the group:  our 
first grandson, William, and our friends’ first granddaughter, Madeline 
(Maddy).  Before we know it, it will be time to add back the “Kid’s Table.” 

While I contemplate the renewed need for a “Kid’s Table”, I have noticed 
the darkening shadow of some not so fun things that have fallen across 
the “Big Kid’s Table” in the past few years.  Parents and good friends 
have passed away; technology has changed everything; the economy 
moves in strange directions; politics are everywhere and seem less and 
less responsive and coherent; what was once sacred is now profane. 
I don’t recall any of these shadows ever falling on the “Kid’s Table.” 
After all these years, I find that I really don’t want to be at the “Big Kid’s 
Table” any more.  The world of the “Big Kid’s Table” is much too serious 
and somber in spite of all the gaiety...and wine.  Bad things can happen 
when you are sitting at the “Big Kid’s Table.”



So I have been thinking.  Maybe if I’m a really good grandfather, William 
will invite Riley and I to the “Kid’s Table.”  I’m not sure what we will talk 
about, but after all those stories I will read him and the adventures we 
will have, I am sure we will have something to discuss.

So these are my New Year’s Resolutions: to be ever more thankful for 
family, our friends, our blessings no matter how disguised they come, 
and to find a way back to the “Kid’s Table”.    

All the best for the holidays.

Scott K Anderson, Jr.
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Rebalancing a Portfolio: 2D or 3D?

Under Modern Portfolio Theory (which was actually “modern” in 1952) calls 
for the allocation of investments across asset classes and diversification 
within asset classes to obtain the desired level of risk.  So portfolios are 
set up with certain asset class balance relationships.  Periodically, due 
to changes in the market and the marketplace, the original balance gets 
distorted, and the portfolio needs to be rebalanced back to the original 
allocation.

Many investment advisors slavishly adhere to specific rebalancing 
schedules (once a quarter, once a year, etc.) as if rebalancing is some 
sort of imperative garden weeding process.  Those pesky positions that 
have overgrown their position in the portfolio must be trimmed back in 
favor of their slower growing brethren so that the original asset allocation 
is maintained.  This is rebalancing in 2D – two dimensions.

There is another dimension to the rebalancing the portfolio: interest and 
dividends.  Will the annual cash generated by the portfolio increase or decrease as a result of the 
rebalancing?  Rebalancing to build cash flow is rebalancing in 3D – three dimensions.

For example, take a portfolio that is 50% equity mutual funds paying 2% in dividends annually and 50% 
bond mutual funds paying 4% in interest annually.  Due to the recent rise in the market, that portfolio 
value is now 55% equity funds and 45% bond funds. The rebalancing theory would say sell part of the 
equity funds to get back to the 50% equity fund to 50% bond fund balance.  That works here because 
the net movement in cash is toward the higher paying bond funds and there would be more cash 
generated by the rebalanced portfolio. 

But suppose that due to the recent fall in the market, the equity fund was now 45% of the portfolio and 
the bond fund was 55% of the portfolio.  Rebalancing by selling part of the bond fund would result in a 
movement in cash toward the lower paying equity fund and there would be less cash generated by the 
rebalanced portfolio each year.

So the next time someone talks about rebalancing, the overriding question is whether the rebalanced 
portfolio will generate more cash. “Follow the money” was the admonition Deep Throat gave Woodward 
and Bernstein the Watergate sage.   Deep Throat could have been talking about his portfolio as well as 
the President. 
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