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Efficient Portfolio Rebalancing and a Puzzle

R K ET
NAKASHIMA Hideki

Additional risk-taking against policy portfolio is decomposed into security selection and market timing. Most of institutional
investors in Japan such as pension plan sponsors anticipate positive mean excess return from security selection but not from
market timing. Consequently, decision-making for the latter focuses on reconciling transaction costs with controlling the adverse
risks of unintended asset allocation, unlike the semantic nuances of timing. In this paper, we identify a puzzle and shortcomings
related to asset allocation rebalancing carried out by these investors, suggesting governance inadequacies might be a contributing
factor. Technical intricacies in assessing the judicious equilibrium between costs and risks contribute to this weakness. While
previous research often concentrates on threshold-based rebalancing, we commence with an optimization-based strategy. We then
introduce the heuristic in Kritzman et al. (2009) as a pragmatic approach, pinpointing two weak points and proposing
improvements. However, challenges persist. We confirm that the heuristic in Nakashima (2020) offers a reasonable solution to
these difficulties. Furthermore, this method indicates that there is likely considerable room for improvement in the rebalancing
strategies employed by these investors. If they tend to underestimate invisible risks compared to visible costs, the size of this room

reflects the extent of such cognitive bias.
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Ta—F ¥ —AREHRI LY M2 ET L7 T0— N
Vexrablvol—Hony Y - 77 FERL
o FZAIVT Y F— U TRBINISESE) ¥ —



FEFERE TLAES - 475 (20244F)

M) RBEBZRERIIFGITH D, DD, 5HO
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CCZTYXR, BEHETIFTADNRYFI— IR
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5o COWEORMY) NT v AL, EENLIRED
TTTRORKHEDREE LTHEZ b5,

T T
max —052 Y, [(6,+6)'2(5,+6)1—c' Y, 16,
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K. KritzmanZEDFEOFl & fER
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17 e LRI S B2 5 T2 M L Tw B,

max (—L,) xi,—¢c'|0,] 12
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(2003) ®no-trade region (FF&EIEEETE) & Oxtlt
TE9 &, Z?d i lZexpected no-trade periods (Y
NG Y ADOMFEIENE) LIFRAREIDOTH S,
LITFCEdE (2020) 2fitv, 4, 2 B2 NS U 2
1R & IR,

¢, X112 X IR % R AL,
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ML, tEM (WA 1) 2SHEOMBMTH S
CEZDHIENTEL, ZOWE, BXNGELD 2O
oMok GEl B 13, XT3 /11
L E

COEICEZDLE, RO U B 5w
{bid, Kritzman® O FEOWER TH 50K & #&
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LLAERORBLEEZDIREDDTH D, SHI,
INFORBTERORE WL BT 104E 2 #1258
Zbo Thbb, ZREOREZRERRLZOMAL
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AWHE DRI, TNy Fv— 7B
DEMY ¥ — V OERFEICERR—-T7 %)
F B AMFEBHEOEE T U2l
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FUAREIZE B REEY D D, ARTIZZOEN
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