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Why diversify? Because "the
dose makes the poison."

17 February 2026, 15:46 UTC, written by Justin Waring, Head UBS Wealth Way Strategy & Solutions, UBS GWM CIO Global Investment Management

It is possible to have too much of a good thing. While the S&P 500 Index has earned its role as a core part of
an investment portfolio, it is becoming less attractive—and, indeed, increasingly dangerous—when viewed in
isolation. Here is why is is important to diversify away from the S&P 500.

Key points

Concentrating too heavily in the S&P 500 may increase vulnerability to market-specific risks, especially as the index
becomes more dominated by a handful of large companies.

« Diversifying into smaller companies, private markets, and international stocks may help reduce risk and capture a broader
range of growth opportunities.

» A balanced, well-diversified portfolio is more resilient and better positioned to achieve long-term investment objectives,
even as market leadership and conditions change.

« If you would like to learn more, see our companion presentation, "Why not just own the S&P 500?" (published 11
February 2026).

This educational report has been prepared by UBS Financial Services, Inc. Please see important disclaimers and disclosures at the end of
the document.

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.
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“The dose makes the poison” is a classic adage, rooted in toxicology, that reminds us that even beneficial things can
become harmful if consumed in excess. In investing, the same principle applies: Too much exposure to a single market or
asset class—even one as robust as the S&P 500—can introduce risks that undermine long-term success.

The S&P 500 is a market capitalization-weighted index of the 500 largest US publicly traded companies. According to S&P
Global, the index provider, the index currently represents approximately 83% of total US market capitalization.1

While its leaders and laggards have changed over time, the S&P 500 has historically tended to offer a well-diversified
mix of stocks and sectors. Its familiarity, liquidity, and strong historical performance have made it a natural anchor for
many portfolios.

Unfortunately, the index has become increasingly concentrated. Today, just 10 mega-cap stocks—primarily in the
technology and consumer sectors—make up over 40% of the S&P 500 Index's market capitalization. While these firms
have driven much of the market's gains, their outsized influence means that a downturn in just a few names can drag
down the entire index.

History warns us that excessive concentration—even if it is in stocks with strong earnings growth and sound fundamentals
—can leave investors vulnerable to the unique risks of that market.

For example, in the late 1960s, the "Nifty Fifty"—a group of high-growth blue-chip stocks—became incredibly popular.
While many of these stocks were in companies with solid fundamentals, they traded at price-to-earnings ratios of 50
or higher before eventually falling back to more sustainable valuations. For investors who bought at peak prices, this

valuation crash caused a "lost decade" even though many of the underlying companies remained competitive.2
With all of this in mind, what can investors do to diversify? Here are a few ideas to consider:
Size diversification

Investors seeking to complement the S&P 500's exposure to mega-cap stocks may consider small- and mid-cap stock
strategies. Smaller companies—both in the US and abroad—offer potentially distinct growth drivers and risk profiles. To
the extent that smaller stocks are influenced by the different trends and regulatory risks than those that affect the largest
corporations, they may provide a valuable source of diversification.

Historically, small- and mid-cap stocks have delivered higher long-term returns, albeit with more volatility, than large-cap
stocks. Looking at 10-year rolling periods since 1940, smaller stocks have outperformed larger stocks by an average 2.3%

per year.3 Even since December 1998—a period that has seen exceptional performance from US large-cap stocks—US
small- and mid-cap stocks have demonstrated their value. The Russell Mid-cap Index has returned 9.8% p.a. and the Russell
2000 Index of US small-cap stocks has returned 8.5% p.a., compared to 8.6% per year for the S&P 500 Index (see Fig. 1).

Style diversification

Investors looking to complement this exposure may consider value stock strategies, which favor companies that tend to
trade at cheaper valuations. Looking at 10-year rolling periods since 1940, cheaper stocks have outperformed expensive

stocks by an average of 4.7% per year.3

The S&P 500 is increasingly dominated by high-growth, high-valuation technology stocks. High valuations could be a
headwind to future returns. Based on Bloomberg data, the S&P 500 index currently trades at about 26 times its trailing
12-month earnings. If we look at historical data since 1960, this starting valuation would suggest a ~1.3% average return
over the next 10 years.

Go global

To diversify from US-specific risks and broaden their opportunity set, investors may also consider international developed
and emerging market stocks. US stocks currently make up about 63% of the global stock market, despite the US economy
making up only about 16% of the global economy, according to data from the World Bank and Bloomberg. Different
economic cycles, currencies, and policy environments mean that international markets do not always move in lockstep
with the US.
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Diversifying across regions may help investors reduce the impact of domestic downturns and participate in growth stories
unfolding around the world. Based on the UBS Capital Market Assumptions, UBS expects international developed stocks
to deliver a 9.2% annualized return over the next market cycle versus 7.6% for emerging market stocks and 6.2% for US

stocks. A globally diversified stock portfolio, which includes a 63% allocation to US stocks, is expected to return 7.2% p.a.4
Private markets

Even investors who already own a globally diversified portfolio that captures the full opportunity set of public markets are
missing an increasingly important part of the opportunity set: private market investments.

Based on data from the World Bank, the number of US publicly traded companies has shrunk from 8,090 in the late
1990s to fewer than 5,000 today. This drastic decline owes to factors such as industry consolidation, lower IPO activity,
and greater access to private capital. With many companies delivering substantial growth prior to going public, there is
a potentially larger opportunity set for venture capital, growth equity, and buyout funds to invest in private companies

at each stage of development.5

Private markets—including private equity, venture capital, private credit, private real estate, and infrastructure investments
—potentially open the door to opportunities unavailable in public markets. Based on the UBS Capital Market Assumptions,
these investments may offer competitive return potential, lower correlation with public stocks, and exposure to innovative
businesses earlier in their growth cycle. While private markets come with their own risks and illiquidity—again, anything
can be poisonous in too large a dose—a measured allocation can enhance overall portfolio resilience.

Conclusion

Concentrating too heavily in any one market, even a strong one, can introduce hidden vulnerabilities. By thoughtfully
diversifying beyond the S&P 500, investors can build portfolios that are more robust, adaptable, and prepared for whatever
the future holds.

Investors need not abandon the S&P 500. US large-cap stocks remain an important component of a well-diversified
portfolio. Instead, the goal is to recognize when the “dose” has become excessive. A diversified portfolio—one that
includes smaller companies, value stocks, private markets, and international stocks—can help smooth returns, reduce the
risk of large drawdowns, and improve the likelihood of achieving long-term objectives.

Ultimately, balance is the antidote to concentration risk. A well-diversified portfolio ensures that no single asset class or
market can poison long-term outcomes, allowing investors to pursue growth with greater confidence and resilience.

If you would like to learn more, see our companion presentation, "Why not just own the S&P 500?" (published 11 February
2026). Make sure to discuss these considerations with your financial advisor, who can help you apply these factors to
your own investment strategy.
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Figure 1 - Diversification is critical to managing risk and opportunity cost
"Quilt chart" of calendar year returns for select stock market indexes
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Source: Bloomberg, UBS, as of 31 January 2026.
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Important information

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.

Important information and Disclosures

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.

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.
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With respect to plan assets eligible to be rolled over or distributed, you should review the IRA Rollover Guide 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.

© 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.
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