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Markets will fall—that’s inevitable. What matters is whether your portfolio is designed to meet your goals
when they do.

Key points
• Portfolios don’t typically fail because markets fall—they fail because losses coincide with withdrawals. This

“sequence of returns risk” can turn temporary drawdowns into permanent damage.

• The difference between fragile and resilient portfolios may come down to design, not prediction. Investors
cannot avoid downturns, but they can prepare for them.

• A "fail safe" portfolio requires diversification and a Liquidity strategy. Together, these characteristics may help
reduce drawdowns and buy time for a recovery, helping investors avoid being forced to sell assets at the worst possible
time.

This educational report has been prepared by UBS Financial Services, Inc. Please see important disclaimers and disclosures at the end of
the document.
This material constitutes sales and education content, it was not prepared by UBS Chief Investment Office GWM Investment Research and is not a
Research Report.
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Introduction
In a 2014 YouTube video, Tom Scott and inventor Colin Furze demonstrate a pair of homemade electromagnetic climbing

boots.
1

While using the boots to stand upside down on a magnetic ceiling rig, Tom describes three categories of engineering safety:
• Fail safe: A system that defaults to a safe state when something goes wrong. For example, a magnetic door lock that

releases during a power outage so people can exit safely.

• Fail dangerous: A system that defaults to an unsafe or hazardous state when it fails.

• Fail deadly: A system that defaults to the worst possible outcome—such as Cold War “doomsday” mechanisms
designed to trigger retaliation after a loss of communication.

As Tom points out, the electromagnetic boots are clearly fail dangerous: If the batteries die, he will fall—directly onto
his head.

The key insight is that these safety categories have nothing to do with how likely failure is to occur. Instead, they focus
on what happens when it does.

The same distinction applies to investment portfolios. Some portfolios are built to absorb shocks. Others may appear stable
—until stress reveals that they are, in effect, fail dangerous.

Building a fail safe portfolio
Market volatility is inevitable if you want to build wealth—but volatility alone is not what causes damage to portfolios.

The real danger arises when market losses coincide with withdrawals, forcing investors to sell assets at depressed
prices and lock in those losses permanently. Locking in losses can create damage that compounds, leading the portfolio
to dwindle and eventually fail to support spending needs.

This is the essence of sequence of returns risk: When poor market returns occur at the same time as withdrawals,
temporary losses can become permanent. In this way, volatility can turn short-term pain into lasting damage.

In this sense, a “fail dangerous” portfolio is one that works in good markets, but becomes vulnerable precisely when an
investor needs it most.

Bear markets—periods where the S&P 500 index falls more than 20%—are a prominent threat for the average family.
Unfortunately, we cannot know when the next bear market will occur. From history, we can see that bear markets have
happened on average approximately every 11 years since 1945. This statistic masks a wide range, however; in some market
cycles, it has taken only two years from one market peak to the next; in other cycles, the bull market generated over 16

years of consecutive all-time highs.
2

Rather than trying to predict when the next market drawdown might occur, consider strategies that may help to build a
fail safe portfolio—a portfolio that reduces the risk of needing to sell during a market drawdown.

Diversify risk

The S&P 500 has generated substantial wealth, but it has grown increasingly concentrated in a handful of stocks and
sectors, creating potential fault lines beneath the surface. As we discuss in Why not just own the S&P 500?, published 11
February 2026, the S&P 500—and US large-cap stocks in general—face growing headwinds and risks that could hamper
their returns going forward.

Diversification may help to reduce the probability and severity of drawdowns—and enhance return potential—by
expanding the opportunity set to include international stocks, small-cap stocks, value stocks, and private markets.
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Importantly, diversification extends beyond equities. High-quality bonds have historically provided crucial portfolio ballast
during bear markets.

While some have questioned their effectiveness in recent years, Figure 1 illustrates that stocks and bonds rarely
experience significant losses at the same time. Even including 2021-2022—a notable exception, where a bear market
occurred without a recession—bonds have delivered gains in 91% of the 12-month periods when stocks declined.
That consistency has been even stronger in higher-rate environments, with bonds posting gains in 95% of periods when
stocks fell and the 10-year Treasury yield started above 4% (as they are now).

At the same time, bonds have participated in positive markets as well, generating returns alongside stocks in 66% of
rolling 12-month periods. This matters, as it means that bonds are not just a hedge, but a relatively efficient one when
compared to hedges that rely on stock market losses to generate gains.

Figure 1 - Bonds tend to provide strong returns when stocks stumble
12-month rolling returns, stocks and bonds, 1926-2026

Source: Morningstar Direct, Bloomberg, UBS, as of 29 May 2026.
Indexes used: Ibbotson Large Company Stock Index (US large-cap stocks), Ibbotson Intermediate Government Bond Index (Intermediate Treasuries). For
illustrative purposes only. Past performance not indicative of future results. An index represents an unmanaged universe of securities and is not available for
direct investment.

In that sense, bonds remain one of the most reliable tools for stabilizing portfolio outcomes because they tend to
protect when it matters most. Yet many investors may be underallocated to bonds and hold excess cash that neither
meaningfully offsets equity risk nor contributes to long-term growth potential.

Build a Liquidity strategy

Diversification helps to reduce risk, but it does not eliminate it. Even well-diversified portfolios experience drawdowns.
When bear markets occur, most balanced, diversified portfolios have fully recovered their losses within three to five

years.
2

Therefore, a reasonable first line of defense is to build a Liquidity strategy portfolio to fund short-term cash flow needs.
Here, cash may play a role—alongside high-quality bonds—to help build a buffer between spending and market risk,
buying time for markets to recover and thus reducing the risk of needing to sell long-term investments as a loss. See How
to build a Liquidity strategy, published 2 June 2026, for more details.

In effect, a Liquidity strategy helps to create a "fail safe" portfolio by ensuring that market stress does not automatically
lead to harmful decisions.
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Conclusion
A fail safe portfolio is not one that avoids losses. Risk is the price of admission for long-term returns. Instead, a fail safe
portfolio is designed so that when losses do occur, the outcome remains manageable. This philosophy helps to shift
the focus from predicting markets to preparing for them.

Diversification may reduce the likelihood and severity of market shocks, while a Liquidity strategy aims to ensure that shocks
do not force unfavorable decisions. Together, they help investors avoid the most damaging scenario: turning temporary
drawdowns into permanent impairments.

Ultimately, portfolio construction is not about avoiding failure altogether. It is about ensuring that when failure does
happen, it does not cascade. That is the difference between a portfolio that can fail dangerously and one that is designed
to fail safely.

End notes
1

 Scott T. Fail-Safe vs. Fail-Deadly (with Colin Furze) [Video]. YouTube. June 9, 2014. Accessed 4 June 2026. Available at: https://www.youtube.com/watch?v=TUKQfMFKfjk.
2

 UBS. (2024). How to manage risk in a bear market. UBS Global Wealth Management. Available at: www.ubs.com/bearmarketguidebook.

Page 4 of 6



For educational and marketing purposes

Important information
Disclaimer
This material is published solely for informational purposes, may be distributed only under such circumstances as may be
permitted by applicable law, and is not to be construed as a solicitation or an offer to buy or sell any securities or related
financial instruments. This information is general in nature and does not take into account the specific investment objectives,
financial situation or particular needs of any recipient.
All information and opinions represent our current views on the topics covered which are based, in part, on information
and data obtained from third party and/or publicly available sources. While we believe those sources to be reliable, no
representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclosures relating to
UBS and its affiliates) of that information.
The information presented is not intended to be a complete statement or summary of the securities, markets or developments
referred to in the materials. It should not be regarded by recipients as a substitute for the exercise of their own judgment. Any
opinions expressed in this material are subject to change without notice and may differ or be contrary to opinions expressed
by other business areas or groups of UBS as a result of using different assumptions and criteria. UBS is under no obligation to
update or keep current the information contained herein.
Cautionary statement regarding forward-looking statements. This report contains statements that constitute “forward-
looking statements”, including but not limited to statements relating to the current and expected state of the securities
market and capital market assumptions. While these forward-looking statements represent our judgments and future
expectations concerning the matters discussed in this document, a number of risks, uncertainties, changes in the market,
and other important factors could cause actual developments and results to differ materially from our expectations. These
factors include, but are not limited to (1) the extent and nature of future developments in the US market and in other
market segments; (2) other market and macro-economic developments, including movements in local and international
securities markets, credit spreads, currency exchange rates and interest rates, whether or not arising directly or indirectly from
the current market crisis; (3) the impact of these devel-opments on other markets and asset classes. UBS is not under any
obligation to (and expressly disclaims any such obligation to) update or alter its forward-looking statements whether as a
result of new information, future events, or otherwise.
There are two sources of UBS research. Reports from the first source, UBS CIO Global Wealth Management, are designed for
individual investors and are produced by UBS Global Wealth Management (which includes UBS Financial Services Inc. and UBS
International Inc.). The second research source is UBS Group Research, whose primary business focus is institutional investors.
The two sources operate independently and may therefore have different recommendations. The various research content
provided does not take into account the unique investment objectives, financial situation or particular needs of any specific
individual investor. If you have any questions, please consult your Financial Advisor. UBS Financial Services Inc. is a subsidiary of
UBS AG and an affiliate of UBS International Inc.
About Our Wealth Management Services
As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities
and Exchange Commission (SEC) as an investment adviser and a broker-dealer, offering both investment advisory and
brokerage services. Investment advisory services and brokerage services are separate and distinct, differ in material ways and
are governed by different laws and separate agreements. It is important that investors understand the ways in which UBS
conducts business, that they carefully read the agreements and disclosures that UBS provides to them about the products
or services offered. A small number of UBS financial advisors are not permitted to offer advisory services to you, and can
only work with investors directly as UBS broker-dealer representatives. Your financial advisor will let you know if this is the
case and, if you desire advisory services, will refer you to another financial advisor who can help you. UBS' agreements and
disclosures will inform investors about whether we and our financial advisors are acting in our capacity as an investment
adviser or broker-dealer. For more information, please see www.ubs.com/workingwithus. In providing financial planning
services, UBS may act as a broker-dealer or investment adviser, depending on whether we charge a fee for the service. The
nature and scope of the services are detailed in the documents and reports provided to you as part of the service.
© UBS 2026. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. UBS
Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
This document constitutes sales and education content, not a research report, and it is not developed or held to the standards
applicable to independent research.
Purpose of this document: This report is provided for informational and educational purposes only. It should be used solely
for the purposes of discussion with your UBS Financial Advisor and your independent consideration. UBS does not intend this
to be fiduciary or best interest investment advice or a recommendation that you take a particular course of action.
Personalized recommendations or advice: If you would like more details about any of the information provided, or
personalized recommendations or advice, please contact your UBS Financial Advisor.
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Conflicts of interest: UBS Financial Services Inc. is in the business of establishing and maintaining investment accounts
(including retirement accounts) and we will receive compensation from you in connection with investments that you make, as
well as additional compensation from third parties whose investments we distribute. This presents a conflict of interest when
we recommend that you move your assets to UBS from another financial institution or employer retirement plan, and also
when we make investment recommendations for assets you hold at, or purchase through, UBS. For more information on how
we are compensated by clients and third parties, conflicts of interest and investments available at UBS please refer to the ‘Your
relationship with UBS’ booklet provided at ubs.com/relationshipwithubs, or ask your UBS Financial Advisor for a copy.
Important information about brokerage and advisory services: As a firm providing wealth management services
to clients, UBS Financial Services Inc. offers investment advisory services in its capacity as an SEC-registered investment
adviser and brokerage services in its capacity as an SEC-registered broker-dealer. Investment advisory services and brokerage
services are separate and distinct, differ in material ways and are governed by different laws and separate arrangements. It
is important that you understand the ways in which we conduct business and that you carefully read the agreements and
disclosures that we provide about the products or services we offer. For more information, please review client relationship
summary provided at ubs.com/relationshipsummary.
Important additional information applicable to retirement plan assets (including assets eligible for potential
rollover, distribution or conversion): This information is provided for educational and discussion purposes and are not
intended to be fiduciary or best interest investment advice or a recommendation that you take a particular course of action
(including to roll out, distribute or transfer retirement plan assets to UBS). UBS does not intend (or agree) to act in a fiduciary
capacity under ERISA or the Code when providing this educational information. Moreover, a UBS recommendation as to the
advisability of rolling assets out of a retirement plan is only valid when made in a written UBS Rollover Recommendation
Letter to you provided by your UBS Financial Advisor after a review of detailed information that you provide about your plan
and that includes the reasons the rollover is in your best interest. UBS and your UBS Financial Advisor do not provide rollover
recommendations verbally.
With respect to plan assets eligible to be rolled over or distributed, you should review the Understanding your employer
retirement plan distribution options brochure that UBS provides at ubs.com/irainformation which outlines the many factors
you should consider (including the management of fees and costs of your retirement plan investments) before making a
decision to roll out of a retirement plan. Your UBS Financial Advisor will provide a copy upon request.
No tax or legal advice: UBS Financial Services Inc., its affiliates, and its employees do not provide tax or legal advice. You
should consult with your personal tax and/or legal advisors regarding your particular situation.
Financial planning services: In providing financial planning services, we may act as a broker-dealer or investment adviser.
When we act as investment adviser we charge a separate fee for the service and enter into a written agreement with you. The
nature and scope of the services are detailed in the documents and reports provided to you as part of the service.
Insurance and related products: Insurance and annuity products are issued by unaffiliated third-party insurance companies
and made available through insurance agency subsidiaries of UBS Financial Services Inc. Guarantees are based on the claims-
paying ability of the issuing insurance company.
Long-term care insurance has certain exclusions, limitations, reduction of benefits, and terms under which a particular policy
may be continued or discontinued. For costs and complete details of coverage, please contact your financial advisor.
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