
Sigma Balanced Portfolio
The reliability of rebalancing



Multiple asset class portfolio management

Management of our Sigma balanced portfolio is based on the principle that a portfolio that is 
composed of a variety of asset classes with low correlations and that is rebalanced rigorously and 
systematically will not only result in reducing risk, but will also increase the reliability of future returns.

Markets seem to be increasingly volatile and unpredictable. Referring to the table below, we can plainly 
see that returns from the various asset classes vary greatly from one year to the next. In addition, the 
difference in return between the various asset classes is always considerable. In the year 2000 for 
example, the best performing asset class, Canadian dividend stocks, had a return of 29.23% while the 
worst performing asset class, Emerging markets, had a loss of 25.30% for that same year. These annual 
differences in return are rarely below 30%, and sometimes reach levels as high as 60%. The importance 
of being well diversified becomes obvious. Diversification gives us the opportunity to capture return, 
wherever it may come from, while simultaneously reducing the risk of the overall portfolio.

Volatile and unpredictable markets

Source : Bloomberg



Reversion to the mean and rebalancing

As volatile and unpredictable as market might be, mean reversion is and always will be inevitable. 
Asset classes that have strongly outperformed will sooner or later exhaust themselves. By the same 
token, asset classes that have lagged will inevitably take the lead at some point. A systematic 
rebalancing approach gives us the opportunity to sell into strength and buy into weakness. This 
contributes to an increased reliability of future returns and better risk management.

The study below shows the annual rate of return (vertical axis) and volatility (horizontal axis) for four well 
known asset classes over a long period. We notice that taken individually, all four have considerable 
volatility. However, once combined and rebalanced, we have a portfolio whose volatility is much lower 
while its expected return is not decreased, but in fact increased.

Two things invariably happen when applying these principles to a wide variety of asset classes with low 
correlations. Firstly, volatility of the resulting portfolio will always be lower than the average of the 
constituents’ volatilities. Secondly, return of the resulting portfolio will always be higher than the average 
of the constituents’ returns.

ABCD

C: Real estate

B: Intl equitiesA: US equities

D: Commodities



Ideal investor and investment horizon

Sigma balanced is ideal for an investor seeking a  higher level of  reliability of long term returns while 
keeping volatility to a minimum.

Our Sigma portfolios

Sigma Income portfolio,

Sigma Balanced portfolio,

Sigma Asset class rotation portfolio,

Sigma moderate Asset class rotation portfolio.

We have prepared this commentary to give you our thoughts on various financial aspects and considerations. This commentary reflects our opinion 
alone, and may not reflect the views of National Bank Financial Group. In expressing these opinions, we bring our best judgement and professional 
experience from the perspective of someone who surveys a broad range of investments. Therefore, this report should be viewed as a reflection 
of our informed opinions rather than analyses produced by the Research Department of National Bank Financial.
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