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Take advantage of
auto-rebalancing features

Rebalancing is key to managing portfolio risk

The purpose of rebalancing a portfolio mix is to control risk by maintaining

a consistent risk level. This is particularly critical for portfolios with relatively
shorter time horizons. Rebalancing a portfolio refers to selling and buying
different investments in a portfolio to maintain a target asset mix. This might
be done on a quarterly, semi-annual or annual basis, for instance.

In a typical market year, this process will sell off some of the investments that have risen on

a relative basis to other investments in the portfolio and buying some more of those other
investments that have risen less. In a down year for many investments, like 2022, this process
will sell off the investments that have fallen less relative to other investments in the portfolio
and increase the weight in the of the investments that have declined more.

For instance, if a portfolio consists of a target mix of 50% in a stock index fund and 50% in
a bond index fund and the stock index fund rises to 60% of the total portfolio value and the
bond index is now 40% of the total portfolio value over the course of a year, rebalancing will
sell enough of the stock index and buy enough of the bond index to return the portfolio to
the targeted 50/50 asset mix.

Figure 1 (below) shows the range of historical returns for different asset classes from 1936
to 2022, which is the best and the worst outcome in any given year. For an investor with

a relatively shorter time horizon, an increased weight to shorter maturity bonds or cash
equivalents can help to mitigate the downside risk of the portfolio relative to a portfolio with
an increased weight to stocks.

FIGURE 1: BEST AND WORST ANNUAL ASSET CLASS RETURNS | 1936-2022
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Source: MPI Stylus and Mesirow Calculations
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Target Date Funds (TDFs) are utilized as a means of providing
retirement savers with a one-stop solution suited to their age
and, in some cases, risk-tolerance level. Asset mix glide paths
decrease in portfolio risk level over a person’s lifecycle, which
at the most basic level means less stocks and more bonds
and cash equivalents in the portfolio. Academic research has
indicated that as an investor’s time horizon decreases the
ability to weather volatility shocks declines. Target date funds
are designed entirely around the concept of managing risk
and setting an appropriate risk level based on time horizon.
These funds generally have auto rebalancing features built
into their construction.

Taking advantage of auto rebalancing features provided

by your plan’s recordkeeper enables this same risk-control
benefit for any targeted portfolio mix. Automated account
rebalancing set to quarterly or even annually, through a
participant web site, can help achieve desired outcomes
over the lifetime of a participant’s account. Why wouldn't an
investor want to just let the relative “winners” in the portfolio
mix ride and take on increased weight? Because over time,
the portfolio mix will become riskier. Riskier means that
there is both more potential variation in returns — and more
downside risk — in any given year, but also more potential
variation in ending wealth outcomes far into the future.

For assets, like stocks, that have higher expected

long-term returns, there is greater accompanying risk relative
to bonds or cash equivalents, like Treasury Bills or Stable
Value products.

Figure 2 (below) shows what can happen if investors do not
rebalance their portfolios. This chart shows the changing
portfolio weights over time for a very simple balanced
portfolio that starts out ten years ago with a 50% weight to
large cap stocks and a 50% weight to long-term government
bonds. At the end of the period, the weight to stocks is

over 60%, while the weight in bonds is less than 40%. With
the passage of time, the portfolio has become riskier. It is
exposed to a greater potential variation in annual return
outcomes and greater variation of ending wealth values.

FIGURE 2: THE IMPACT OF NOT REBALANCING
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Rather than getting riskier with the passage of time, the
ability of most investors to weather volatility shocks
decreases with the passage of time. Utilizing auto rebalance
features built into a plan’s participant web site takes away
this horizon risk concern for investors!
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About Mesirow

Mesirow is an independent, employee-owned financial
services firm founded in 1937. Headquartered in Chicago,
with locations around the world, we serve clients through

a personal, custom approach to reaching financial goals

and acting as a force for social good. With capabilities
spanning Global Investment Management, Capital Markets &
Investment Banking, and Advisory Services, we invest in what
matters: our clients, our communities and our culture.

About Paychex

Paychex, Inc. (Nasdaq:PAYX) is a leading provider of
integrated human capital management solutions for human
resources, payroll, benefits, and insurance services. By
combining innovative software-as-a-service technology and
mobility platform with dedicated, personal service, Paychex
empowers business owners to focus on the growth and
management of their business. Backed by over 50 years

of industry expertise, Paychex serves more than 730,000

payroll clients as of May 31, 2022 in the U.S. and Europe,
and pays one out of every 12 American private sector
employees. Learn more about Paychex by visiting
paychex.com and stay connected on Twitter® and LinkedIn®

Mesirow Fiduciary Solutions helps the retirement plan
community achieve their intended investment objectives
through our institutional 3(21) and 3(38) fiduciary partnership
services, fiduciary technology and reporting, and customized
default solutions. To learn more about how partnering with the Nation’s #1
401(k) provider® can help you, contact us at paychex.com/

To | how Mesi hel |
o learn more about how Mesirow can help you, please etirement-services or 844.846.7829.

contact us at fiduciaryinquiries@mesirow.com or visit
mesirow.com/fiduciarysolutions.
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Benchmark Descriptions

Cash Equivalents - IA US 30 Day T-Bill Index: Measures the performance of a single issue of outstanding Treasury Bill which matures closest to, but not beyond, one month from the rebalancing date.
The issue is purchased at the beginning of the month and held for a full month; at the end of the month that issue is sold and rolled into a newly selected issue. The index is calculated by Morningstar and the raw
data is from WS).

Intermediate-term Bonds - A US IT Government Index: Measures the performance of a single issue of outstanding US Treasury note with a maturity term of around 5.5 years. Itis calculated by Morn-
ingstar. Returns for 1934 to 1986 are obtained from the CRSP Government Bond File and returns for 1987 to 2014 are calculated from The Wall Street Journal prices.

Long-term Bonds - A US LT Government Index: Measures the performance of a single issue of outstanding US Treasury bond with a maturity term of around 21.5 years. It is calculated by Morningstar
and the raw data is from Wall Street Journal.

Largecap Stocks - IA US Largecap Stock Index: Tracks the monthly return of the S&P 500 index calculated by IA.

Smallcap Stocks - 1A Smallcap Stock Index: The index measures the performance of DFA U.S. Micro-Cap Portfolio net of fees and expenses. The fund is designed to capture the returns and diversification
benefits of a broad cross-section of U.S. small companies on a market-cap weighted basis. The fund's target buy range includes those companies whose market capitalization falls in the lowest 5 percent of the
market universe defined as the aggregate of the NYSE, NYSE Amex, and NASDAQ National Market System or companies smaller than the 1,500th largest U.S. company in the same market universe, whichever
results in a higher market capitalization break.

Mesirow refers to Mesirow Financial Holdings, Inc. and its divisions, subsidiaries and affiliates. The Mesirow name and logo are registered service marks of Mesirow Financial Holdings, Inc. © 2023, Mesirow
Financial Holdings, Inc. All rights reserved. Some information contained herein has been obtained from sources believed to be reliable, but is not necessarily complete and its accuracy cannot be guaranteed. Any
opinions expressed are subject to change without notice. Advisory Fees are described in Mesirow Financial Investment Management, Inc.’s Form ADV Part 2A. Mesirow does not provide legal or tax advice. Advisory
services offered through Mesirow Financial Investment Management, Inc. an SEC-registered investment advisor.
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