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

Introduction

Dear reader,

When it comes to understanding market risks and their impact on investment suc-
cess, there is an elephant in the room—or rather, a bear. 

A “bear market” occurs when there is a greater-than-20% peak-to-trough drop in 
the S&P 500.

Although the 20% threshold is arbitrary, crossing this level has historically been an 
important dividing line between painful-but-short-lived corrections—where recovery 
time is measured in months—and the years-long recovery period for bear markets.

Although they are a natural part of the investing experience, there’s a certain taboo 
about discussing bear markets and recessions, as if acknowledging them increases 
the likelihood of experiencing one.

Our research suggests that this taboo is counterproductive. In studying bear markets 
closely, you will learn that they aren’t as dangerous as they seem.

In this report, we answer three key questions:

1. What are the characteristics of a bear market?
2. How can I prepare my portfolio and my financial plan?
3. What steps should I plan to take during a bear market?

It’s important to note that there is no panacea for bear markets. Almost all investors 
will experience at least a handful of bear markets—both in their working years and 
during retirement—and they will be painful.

But there’s a difference between pain and damage, and our research tells us 
that bear market protection doesn’t have to be expensive—especially if investors 
are proactive.

As we’ll show in this report, bear markets needn’t be a threat to financial suc-
cess. In fact, for the well prepared, they can be an opportunity to improve 
long-term returns.

In addition to this report, you can visit our website, ubs.com/bearmarketguidebook, 
which includes an interactive calculator that you can use to stress-test your portfo-
lio and your spending plan. After reviewing this research, you can work with your 
financial advisor to make sure you’re prepared. It’s never too early—and rarely too 
late—to plan.

http://www.ubs.com/bearmarketguidebook
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Part 1

Bear market characteristics

Let’s start with the definition of what 
constitutes a bear market. 

We define a bear market as an episode 
where US large-cap stocks fall by at 
least 20% from peak to trough. Rather 
than focus only on the peak-to-trough 
drop time period—what we call the 
“drawdown” period—we also include 
the time that it takes for stocks to regis-
ter another all-time high—what we call 
the “recovery” period.

The 20% threshold may seem arbitrary, 
but it is useful because it filters out 
a large number of painful-but-short-
lived drawdowns for that asset class. 
For drops greater than 10%, but less 
than 20%, we generally call them “bull 
market corrections.” For less-than-10% 
drops, there are no agreed-upon 
definitions. Sell-offs of this magnitude 

are fairly common, and short-lived, and 
usually earn names like “dip,” “sell-off,” 
“reversal,” “pullback,” or “slide.”

It’s also important to note that, general-
ly speaking, risk and return parameters 
are not relevant if we apply them direct-
ly to other asset classes or portfolios. 
After all, a “big” percentage change 
for one asset class may be a relatively 
minor move for another asset class or 
investment strategy. So while we use US 
large-cap stocks as the basis for defining 
bear markets, this is only for clarity, not 
because we’re suggesting that inves-
tors should measure their performance 
against an all-equity benchmark like the 
S&P 500.

With this definition in mind, let’s look at 
historical returns to evaluate what mar-
ket cycles look like using our framework.
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Bear markets are rare, and over relatively quickly

Note: ‘Bull market’ denotes periods where US large-cap stocks are at, or within 10% of,
an all-time high
Source: Morningstar Direct, R: PerformanceAnalytics, UBS, as of 30 April 2022

Figure 1

Bull market correction
Bear market drawdown

Bear market recovery
Bull market

Growth of USD 100 invested in US large-cap stocks in 1945, categorized by 
market environment using monthly total returns

*A less-than-10% drop from last all-time high
Source: Morningstar Direct, R: PerformanceAnalytics, UBS, as of 30 April 2022

Stocks have spent about two-thirds of the time 
at, or within 10% of, an all-time high

Figure 2

Time spent by market environment, US large-cap stocks, monthly returns since 1945
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Lookout stop
Since 1945, US large-cap stocks have spent 
approximately 26 years at an all-time high, 
25 years within 10% of an all-time high, 22 
years in a bear market, and 2 years in a bull 
market correction.

Rather than thinking of markets as a 
“cycle” or a “clock,” this data helps 
us to see that markets are more like a 
runaway train when viewed over the 
long term. As investors, our job is to try 
to keep up with the train, which rarely 
stops and never truly goes backwards. 

This context is important as we ask 
ourselves how much long-term growth 
we’re willing to forfeit in order to 
improve our comfort level during the 
painful-but-rare “pauses.”
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Adding bonds significantly reduces bear market risk, in both pain and duration

Figure 4

Post-WWII bear market performance, based on allocation to US large-cap stocks (the remainder is invested in intermediate US government bonds), in %

Most portfolios recovered their losses and 
set a new all-time high within 3–5 years
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Source: Morningstar Direct, R: PerformanceAnalytics, UBS, as of 30 April 2022
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Longest time to new all-time high (during a bear market)
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Figure 3

Diversified portfolios are designed to protect against the most painful parts of equity bear markets
Comparative statistics for equity bear markets since World War II

Peak year 1947 1962 1969 1973 1988 2001 2008

Average 
excluding 

2020 2020

Average 
including 

2020

Market cycle overview

Length of prior bull market* 14.1 yrs 15.3 yrs 6.5 yrs 2.5 yrs 13.1 yrs 12.9 yrs 5.2 yrs 10.0 yrs 11.0 yrs 10.1 yrs

Time between market cycles** 17.0 yrs 15.8 yrs 7.0 yrs 4.1 yrs 14.9 yrs 13.2 yrs 7.3 yrs 11.3 yrs 12.3 yrs 11.5 yrs

Peak 31/05/1946 31/12/1961 30/11/1968 31/12/1972 31/08/1987 31/08/2000 31/10/2007 31/12/2019

Trough 30/11/1946 30/06/1962 30/06/1970 30/09/1974 30/11/1987 30/09/2002 28/02/2009 31/03/2020

US large-cap stocks

Recovery date 31/10/1949 30/04/1963 31/03/1971 30/06/1976 31/05/1989 31/10/2006 31/03/2012 31/07/2020

Max drawdown –21.8% –22.3% –29.4% –42.6% –29.6% –44.7% –51.0% –34.5% –19.6% –32.6%

Time to full recovery (new all-time high) 3.4 yrs 1.3 yrs 2.3 yrs 3.5 yrs 1.8 yrs 6.2 yrs 4.4 yrs 3.3 yrs 0.6 yrs 2.9 yrs

Drawdown time 0.5 yrs 0.5 yrs 1.6 yrs 1.8 yrs 0.3 yrs 2.1 yrs 1.3 yrs 1.1 yrs 0.3 yrs 1.0 yrs

Recovery time 2.9 yrs 0.8 yrs 0.8 yrs 1.8 yrs 1.5 yrs 4.1 yrs 3.1 yrs 2.1 yrs 0.3 yrs 1.9 yrs

Years of prior gains ‘erased‘*** 1.3 yrs 3.0 yrs 5.5 yrs 9.8 yrs 1.5 yrs 5.3 yrs 11.8 yrs 5.4 yrs 2.2 yrs 5.0 yrs

60/40 stock/bond portfolio

Recovery date 31/10/1948 31/03/1963 31/12/1970 31/01/1976 31/01/1989 31/10/2004 31/12/2010 30/06/2020

Max drawdown –13.4% –13.0% –17.6% –26.4% –17.4% –21.7% –29.9% –19.9% –9.6% –18.6%

Time to full recovery (new all-time high) 2.4 yrs 1.3 yrs 2.1 yrs 3.1 yrs 1.4 yrs 4.2 yrs 3.2 yrs 2.5 yrs 0.5 yrs 2.3 yrs

Drawdown time 0.5 yrs 0.5 yrs 1.6 yrs 1.8 yrs 0.3 yrs 2.1 yrs 1.3 yrs 1.1 yrs 0.3 yrs 1.0 yrs

Recovery time 1.9 yrs 0.8 yrs 0.5 yrs 1.3 yrs 1.2 yrs 2.1 yrs 1.8 yrs 1.4 yrs 0.3 yrs 1.2 yrs

Years of prior gains ‘erased‘*** 1.2 yrs 1.4 yrs 3.4 yrs 6.2 yrs 1.3 yrs 4.3 yrs 9.4 yrs 3.9 yrs 0.9 yrs 3.5 yrs

* Time from previous trough to this cycle peak
** Time between previous peak and this cycle peak
*** At the bear market‘s trough, how much earlier could an investor have bought at that level?
Source: Morningstar Direct, R: PerformanceAnalytics, UBS, as of 30 April 2022
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Part 2

How to prepare for a bear market

Unfortunately, history tells us that the 
quest for “the perfect hedge” may be a 
wild goose chase. No matter how well 
intended or designed, the strategies 
that provide the most potent protection 
against equity downside risk also tend 
to be the most costly in terms of sacrific-
ing long-term growth potential.

That’s particularly true if the goal is to 
hedge against all downside movements, 
instead of only against the long and 
deep sell-offs that characterize bear 
markets. That’s because—in order to 
make sure that there is a high nega-
tive correlation during all downside 
episodes—a strategy must risk also 
having a high negative correlation when 

markets go higher. In a world where 
stocks usually go higher, strategies that 
seek to go “short” or directly hedge 
equities seem doomed to fail. This cost 
is especially high for strategies that 
employ leverage to “make the most” of 
their short windows of opportunity.

As a result of these challenges, we 
don’t usually recommend direct hedges 
as a part of our strategic or tactical 
asset allocation. As we will note below, 
it’s important to prioritize cost-effec-
tive protection before moving on to 
less-reliable or costlier hedging strat-
egies. Here are some “damage miti-
gation” strategies, in declining order 
of efficiency:
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1.	Think structurally  
Make sure that your portfolio is taking 
the right amount of risk to meet your 
short- and long-term objectives; if those 
objectives appear in conflict, the Liquid-
ity. Longevity. Legacy. (3L) strategy can 
help you to make sure that your portfo-
lio is able to meet both sets of goals.

2.	Plan strategically 
The most direct way to manage equity 
risk is to trim some stocks from the 
portfolio in favor of a higher allocation 
to core bonds (government and munici-
pal bonds) (Figure 6).

3.	Consider hedges 
There are many strategies that could 
mitigate the portfolio’s downside 
exposure if used to replace a part of the 
equity allocation. 

4.	Manage liabilities prudently 
If used carefully, borrowing strategies 
can be highly beneficial to improving 
bear market returns. Having reliable 
access to credit during a bear market—
when interest costs are record-low and 
investment opportunities are the most 
attractive—can help investors avoid 
selling at bear market prices and amplify 
return potential during the first stages 
of a bull market recovery. When consid-
ering the role that a borrowing strategy 
might play in your strategy, make sure 
that you have a plan to maintain a safe 
level of portfolio leverage. This will 
help you manage the risk that a market 
decline could trigger a margin call.

Timeframes may vary. Strategies are subject to individual client goals, objectives and suitability.  
This approach is not a promise or guarantee that wealth, or any financial results, can or will be achieved.
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1. Think structurally
The Liquidity. Longevity. Legacy. frame-
work provides a structure for developing 
a purpose-built investment strategy that 
is aligned with your personal goals and 
objectives. This framework can help you 
ensure that you have the right amount 
of investment risk—not too much, and 
not too little—for your current situation. 

A Liquidity strategy provides the main 
defense against bear market risk. By 
funding your Liquidity strategy during 
a bull market and spending it down 
during a bear market, you are able to 
build a buffer between market volatility 
and your ability to meet your short-term 
objectives. This allows you to keep the 
rest of your assets fully invested and 
positioned for a recovery. 

Lookout stop
Our Liquidity. Longevity. Legacy framework 
helps investors structure an investment 
strategy based on their goals and objectives 
throughout their lifetime.

Timeframes may vary. Strategies are subject to individual client goals, objectives and suitability.  
This approach is not a promise or guarantee that wealth, or any financial results, can or will be achieved.

Liquidity
Cash flow for 

short-term expenses

The next
3–5 years 

Longevity
For longer-term 

needs

5 years–
lifetime 

Legacy
For needs that go 
beyond your own

Now–
beyond your

lifetime  

Segmenting your portfolio into three strategies can help you meet your short- and long-term goals

Figure 5

The Liquidity. Longevity. Legacy. framework

Source: UBS. Timeframes may vary. Strategies are subject to individual client goals, objectives and suitability. This approach is not a promise or guarantee that wealth, or any 
financial results, can or will be achieved.

Cash, bonds, and borrowing 
capacity to help you survive (and 

thrive) during bear markets

A balanced portfolio to provide 
consistent growth and income, to 

help you make sure you don't 
outlive your savings

A growth-oriented portfolio to maximize 
the aer-tax wealth you are able to give 
to others, making a difference for your 

family and community
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If you’re working, your Liquidity strate-
gy might simply be an emergency fund 
that can be accessed in the event of a 
period of unemployment. In retirement, 
we recommend funding the Liquidity 
strategy with resources to cover the 
next 3–5 years of spending from your 
portfolio (your total spending minus 
and guaranteed income from annuities, 
pensions, etc.).

Your Liquidity strategy assets should 
be invested in strategies that provide 
capital preservation during periods 
of stock market volatility—for ex-
ample, cash, savings accounts, and 
high-quality bonds.

By setting aside some of your borrowing 
capacity, you may be able to manage 
the amount of safe (and low-returning) 
assets that you need to set aside in the 
Liquidity strategy, but it’s important to 
manage your borrowing strategies care-
fully (see 4. Manage liabilities prudently, 
page 15).

The Longevity strategy is designed to 
reflect all of the assets and resources 
that you need to fund the rest of your 
lifetime spending. The primary objective 
of the Longevity strategy is to provide 
consistent growth and income, with an 
eye to growing your purchasing power 
after inflation over the long term.

With your Liquidity strategy funded and 
invested to manage the risk from bear 
markets, your Longevity strategy can 
afford to invest in a growth-oriented 
portfolio without worrying about the 
risk of being forced to lock in other-
wise-temporary losses because of a 
short-term cash flow need.

With that being said, we recommend a 
balanced asset allocation for the Lon-
gevity strategy, with a bond allocation 
of at least 20–30% in most circumstanc-
es. When determining how to build your 
Liquidity strategy, we recommend sizing 
it with enough resources to cover 3–5 
years of spending, reflecting the number 
of years that you believe it will take for 
your Longevity strategy to fully recover 
from a bear market.

The Legacy strategy includes assets that 
are in excess of what you need to meet 
your own lifetime objectives. It clarifies 
how much a family can do to improve 
the lives of others—either now or in 
the future. Investment portfolios in the 
Legacy strategy are typically invested 
fairly aggressively since the time horizon 
associated with the portfolio can usually 
be measured in decades and might also 
include collectibles, charitable funds, or 
other homes and real estate.
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2. Plan strategically
To be a successful investor, you need 
to calibrate your overall asset allocation 
positioning to ensure that the portfolio 
continues to align with your family’s 
goals and objectives. It’s important 
to ensure that large changes in the 
portfolio’s allocation are done rarely 
and proactively.

By contrast, we don’t recommend 
jumping into or out of the market based 
on short-term forecasts (accurate crystal 
balls remain hard to come by), and 
emotions tend to trump reason once 
markets become volatile. 

Although equity-heavy and concen-
trated portfolios can work very well 
during bull markets, less-diversified 
portfolios are fragile, exhibiting larger 
drawdowns and longer recovery times in 
bear markets.

If you do have a less-diversified Longev-
ity strategy portfolio, consider fund-
ing your Liquidity strategy with more 
resources (cash, bonds, and borrowing 
capacity) to give yourself a longer run-
way for the market recovery.

Figure 6

Your Strategic Asset Allocation has a big influence on your exposure to bear market risk
Post-WWII bear market performance, based on asset allocation (US large-cap stocks and intermediate US gov’t bonds)

Allocation 
(stock/bond)

Average 
drawdown

Average years of  
gains erased*

Average time  
under water

Worst 
drawdown

Longest time  
under water

100% / 0% –34% ●  5.4 ●  3.3 –51% ●  6.2

90% / 10% –31% ●  5.0 ●  3.2 –46% ●  6.1

80% / 20% –28% ●  4.6 ●  2.9 –41% ●  5.4

70% / 30% –24% ◕  4.4 ●  2.8 –36% ◕  4.9

60% / 40% –20% ◕  3.9 ◕  2.5 –30% ◕  4.2

50% / 50% –16% ◑  2.8 ◕  2.1 –24% ◑  3.3

40% / 60% –11% ◑  2.5 ◔  1.2 –17% ◔  2.4

30% / 70% –7% ◔  1.9 ◔  0.8 –12% ◔  2.0

20% / 80% –4% ◔  1.3 ◔  0.8 –7% ◔  2.0

10% / 90% –2% ○  0.9 ○  0.5 –4% ◔  1.6

0% / 100% –1% ○  0.1 ○  0.2 –3% ○  0.4

○  Less time      ●  More time

Source: Morningstar Direct, R: PerformanceAnalytics, UBS, as of 30 April 2022 
*At the bear market‘s trough, how much earlier could an investor have bought at that level?
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3. Consider hedges
Bull markets are far more common and 
long-lasting than bear markets, so when 
it comes to choosing portfolio hedges, 
we prefer strategies that don’t “cost” 
the investor too much—either explic-
itly or implicitly—but should provide 
meaningful downside protection during 
a bear market.
 
To expand on the strategies mentioned 
in Figure 7, investors should give special 
consideration to three hedging strat-
egies: long-duration bonds, dynamic 
asset allocation strategies, and struc-
tured investments that offer explicit 
downside protection.

Long-duration bonds
Interest rates typically fall during bear 
markets, because during recessions the 

Federal Reserve lowers interest rates and 
inflation pressures abate. As a result, 
fixed income assets typically perform 
well, enjoying a “flight to safety” rally. 
This return boost is greater for assets 
with higher duration. 

In addition to considering longer-du-
ration Treasuries, investors can also 
consider zero-coupon bonds or STRIPS 
(“Separate Trading of Registered Interest 
and Principal of Securities”), which pay 
no interest to the holder and offer a 
higher sensitivity to interest rate moves 
(e.g., duration risk) than interest-bearing 
securities. These assets exhibit what 
is known as positive convexity, which 
means that as interest rates fall they 
become even more sensitive to interest 
rate declines. 

Figure 7

Overview of defensive equity strategies

Strategy type Advantage Disadvantage Best suited to

Low volatility and 
quality

Higher upside potential in positive equity 
markets than some other more defensive 
strategies

More diversification than focusing just on 
defensive sectors

Still have equity market risk and can 
experience large drawdowns

Single factor strategies can experience long 
periods of underperformance

Position portfolios more defensively while 
maintaining 100% long equity exposure

Dynamic allocation 
(market timing)

Lowering equity risk by shifting to cash and 
cash equivalents or VIX futures can help to 
avoid large drawdowns

Allocations to VIX futures can potentially more 
than offset equity declines

Market timing risk: Selling stocks too late and/
or buying back stocks too late

For strategies using VIX futures, cost of rolling 
VIX futures typically detracts from returns

Try to outperform during large, protracted 
equity market declines

Covered call Premium generated from selling call options 
provides a partial offset to losses on equities

Capping upside potential on portion of 
portfolio covered

Still have equity market risk and can 
experience large drawdowns

Position portfolios more defensively while 
maintaining 100% long equity exposure and 
to generate income

Tends to work best in sideways or modestly 
positive/negative markets

Put-writing Premium generated from selling call options 
provides a partial offset to losses on equities

The upside is only the premium collected so 
not participating when equities rise

Still have equity market risk and can 
experience large drawdowns

Position more defensively within equities

Tends to work best in sideways or modestly 
positive/negative markets

Convertible 
securities

“Bond-like” characteristics can help in weaker 
equity markets while option to convert to 
equities helps when equities are rising

Still have equity market risk and can 
experience large drawdowns; “Bond-like” 
floor may be based on expected recovery 
rates in the event of a default

Position more defensively within equities

For more information, please see the latest version of our Exchange-traded funds report “Managing equity downside.” 
Source: UBS
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As shown in Figure 8, long-duration 
Treasuries’ response to recession-risk 
concerns is more potent, making them an 
effective “hedge” that may detract from 
gains during particularly strong market 
environments but should on average pro-
vide a positive return even if a recession 
doesn’t occur. 

Regime-shifting strategies
These are market-timing strategies that 
aim to add and reduce risk dynamically 
in order to manage risk and opportunity 
through market cycles. One example 
is a dynamic asset allocation strategy 
that shifts some portion of the equity 
allocation toward bonds when market 
momentum deteriorates—for example, 
if the S&P 500 falls below its 200-day 
moving average (Figure 9). 

A regime shifting model can be useful, 
in particular, for investors that will be 
taking withdrawals from their portfoli-
os and therefore have to worry about 
sequence risk. For those investors, 
potentially limiting drawdowns can help 
to improve long-term outcomes, even if 
the strategy does trigger more capi-
tal gains taxes or causes the portfolio 
to miss out on the full market upside 
during sharp stock market recoveries.

14,000

12,000

10,000

8,000

16,000

–20%

–40%

–60%

0%

0

4,000

2,000

6,000

19901980 2000 2010 2020

A dynamic asset allocation driven by momentum
can help to manage risk

Figure 9

The dynamic asset allocation portfolio is 100% invested in the S&P 500 normally,
but switches to a 50% S&P 500, 50% intermediate Treasury portfolio if the S&P 500
is below its 200-day moving average on a monthly closing basis. This hypothetical
simulation does not reflect any tax consequences from realizing capital gains.
Source: MorningstarDirect, UBS, as of 30 April 2022

Stocks above 200DMA

Hypothetical growth (upper chart) and drawdown from all-time high (bottom 
chart) for USD 100 invested in two strategies, since 31 December 1979

Buy-and-hold stocks
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Long-duration Treasuries have provided a reliable
cushion during equity sell-offs, with an average
gain of 8–12%

Source: Bloomberg, UBS, as of 30 April 2022

20+ year Treasuries
20-30 Year STRIPS Index

Figure 8

Total returns for 20+ year Treasuries, 20–30 year STRIPS, during 6-month periods
with a negative return for the S&P 500
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4. Manage liabilities prudently
Debt can be segmented into two gener-
al categories: strategic debt and tactical 
debt. Investors should evaluate their 
usage of both.

Strategic debt is generally long-term, 
used to acquire a significant balance 
sheet position, and helpful for main-
taining diversification and flexibility on 
a balance sheet. Mortgages to purchase 
real estate and student loans to acquire 
human capital are two examples.

We define tactical debt as debt that’s 
used opportunistically on a short-term 
basis to improve outcomes. For example, 
in lieu of liquidating portfolio positions 

and realizing taxable gains, a family 
might borrow against their investment 
portfolio to pay for a large expense. 
We recommend that all families have 
borrowing capacity available in order 
to easily execute on those types of 
opportunities. 

One note of caution: A bear market 
can quickly turn leverage from a “carry 
trade” to a “margin call.” Investors 
should have a plan to pay down debt 
when markets are healthy; this, along 
with consolidating assets to increase 
availability and improve borrowing terms, 
can help make sure that borrowing ca-
pacity is available during bear markets.

Lookout stop
When used prudently, borrowing can provide 
a “Plan B” to avoid liquidating risk assets at 
“bear market prices.” Even so, take care; too 
much leverage can increase the risk of forced 
selling. Be sure to review your borrowing 
capacity (e.g., securities-backed lending and 
home equity lines of credit) with your UBS 
financial advisor.

Structured products
These are investment vehicles, some-
times called structured notes, that use 
derivatives to adjust the risk-reward of 
an underlying index over a certain time 
period. They can be useful for fine-tun-
ing risk and return characteristics for 
an asset class, and thus should be 
considered an important option in an 
investor’s “bear market tool belt.” For 
example, an investor that wants to add 
exposure to emerging market stocks, 
but is concerned about downside risk, 
may feel more comfortable using a 
structured note, accepting illiquidity 
and sacrificing some of the asset class’s 
potential upside in exchange for some 
downside protection. For example, a 
five-year structured note tied to the 

MSCI Emerging Markets Index might 
give an investor 80% of the upside of 
the index, but help protect the investor 
against the first 10% of the index’s loss 
as long as the note is held to maturity. 

Bottom line
As a general rule of thumb, the more 
“perfect” a hedge is, the more costly 
it becomes. If you find something that 
seems to be an exception to this guide-
line, tread carefully—it may be too good 
to be true. When it comes to meeting 
long-term goals, missing out on equity 
downside is probably less important than 
it seems, so always bear this in mind 
when deciding whether the opportunity 
cost of direct hedges is worth the value 
of mitigating downside risk.
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Part 3 (open in case of emergency)

What to do during a bear market

There are a handful of tactics that inves-
tors can employ during a bear market.

Don’t panic
Remember that bear markets are painful 
but temporary. Sticking to your plan is 
key, so resist the urge to change the risk 
profile of your portfolio or make sizable 
shifts out of stocks or into cash. 

Portfolio management
Investors should use sell-offs as opportu-
nities to harvest capital losses—a strat-
egy that over time we estimate can add 
about 0.5% to after-tax annual portfolio 
returns. And rebalancing the portfolio 
can also enhance upside by ensuring that 
your portfolio doesn’t drift too far from 
your target allocation. These fall into the 
category of “high-probability” alpha 
generation, because they’ll probably help 
improve after-tax returns regardless of 
how long it takes for markets to recover.

Play for time
Investors should look for ways to 
increase their savings rate or cut back 
on spending. While you wait for the 
market to fully recover its losses, you 
should tap into your Liquidity strategy 
resources, spending down your cash 
and high-quality bonds and tapping into 

your borrowing capacity so that you can 
avoid locking in otherwise-temporary 
losses in your long-term investments. 
Your Liquidity strategy can also help you 
keep your Longevity strategy portfolio 
positioned to take advantage of strong 
gains during the “bear market recovery” 
phase (Figure 10).  

Figure 11 demonstrates one example 
of how spending down your Liquidity 
strategy during a bear market could have 
improved portfolio outcomes. In this il-
lustration, we look at two portfolios with 
a starting value of USD 10 million, invest-
ed at the market peak in October 2007:

•	 In the “all-in-one” portfolio, the 
investor maintains a 60% stock, 40% 
bond portfolio and funds their day-to-
day spending from their investments.

•	 In the Liquidity. Longevity. Legacy. 
portfolio, the investor segments their 
investments into separate Liquidity, 
Longevity, and Legacy strategies, and 
funds their spending down an all-
bond Liquidity strategy. In this portfo-
lio, the asset allocation starts at 58% 
stocks, 42% bonds, but the allocation 
to stocks rises during bear markets 
(because the all-bond Liquidity strate-
gy is depleted to fund spending).

Timeframes may vary. Strategies are subject to individual client goals, objectives and suitability.  
This approach is not a promise or guarantee that wealth, or any financial results, can or will be achieved.
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Tactical opportunities
While every bear market is different 
than the last, there is one constant: 
There are always market dislocations 
that can provide opportunities to 
enhance returns. Generally, we recom-
mend “leaning in” to risk assets when 
market prices are out of step with 
fundamentals. For investors that enter 
a bear market well prepared (having iso-
lated their cash flow needs from market 
risk), it may be appropriate to unwind 
portfolio hedges and increase portfolio 
risk temporarily to take advantage of 
higher return potential.

20,000,000

0

10,000,000

5,000,000

15,000,000

Your Liquidity strategy can help you avoid locking
in losses during bear markets, enhancing your
long-term growth potential

Figure 11

Both portfolios have a starting value of USD 10 million, with annual spending of
USD 350,000, increased 2.4% p.a. to account for inflation.
All-in-one portfolio details: USD 10 million invested in a 60% stocks, 40% 
bonds portfolio.
Liquidity. Longevity. Legacy. portfolio details: USD 1.1 million Liquidity strategy
(Bloomberg US Agg Bond Index), USD 6.8 million Longevity strategy
(60% stocks, 40% bonds), USD 2.1 million Legacy strategy (80% stocks, 20% bonds).
The Liquidity strategy is sized to fund 3 years of spending, refilled annually unless
S&P 500 down >10% from all-time high. All portfolios are rebalanced monthly.
For illustration purposes only. Does not reflect the impact of taxes or fees.
Source: MorningstarDirect, UBS, as of 30 April 2022

Liquidity strategy
Longevity strategy

Legacy strategy

Growth of USD 10 million invested on 31 October 2007
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The Liquidity. Longevity. Legacy. strategy creates 
a dynamic asset allocation

Figure 12

Assumes annual refilling of the Liquidity strategy (refilling is skipped if the S&P 500
is down more than 10% from its all-time high)
Source: MorningstarDirect, UBS, as of 30 April 2022

Allocation to stocks in two portfolios, in %

All-in-one portfolio
Liquidity. Longevity. Legacy. portfolio

Stocks have generated strong returns during the
“Bear market recovery” phase

Figure 10

Source: MorningstarDirect, R: PerformanceAnalytics, UBS, as of 30 April 2022
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Appendix

UBS Chief Investment Office’s (“CIO”) investment views are prepared and published by the Global Wealth Management business 
of UBS Switzerland AG (regulated by FINMA in Switzerland) or its affiliates (“UBS”).
The investment views have been prepared in accordance with legal requirements designed to promote the independence of 
investment research.

Generic investment research – Risk information:
This publication is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any 
investment or other specific product. The analysis contained herein does not constitute a personal recommendation or take into 
account the particular investment objectives, investment strategies, financial situation and needs of any specific recipient. It is 
based on numerous assumptions. Different assumptions could result in materially different results. Certain services and products 
are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to 
all investors. All information and opinions expressed in this document were obtained from sources believed to be reliable and in 
good faith, but no representation or warranty, express or implied, is made as to its accuracy or completeness (other than disclo-
sures relating to UBS). All information and opinions as well as any forecasts, estimates and market prices indicated are current 
as of the date of this report, and are subject to change without notice. Opinions expressed herein may differ or be contrary to 
those expressed by other business areas or divisions of UBS as a result of using different assumptions and/or criteria.

In no circumstances may this document or any of the information (including any forecast, value, index or other calculated 
amount (“Values”)) be used for any of the following purposes (i) valuation or accounting purposes; (ii) to determine the amounts 
due or payable, the price or the value of any financial instrument or financial contract; or (iii) to measure the performance of 
any financial instrument including, without limitation, for the purpose of tracking the return or performance of any Value or of 
defining the asset allocation of portfolio or of computing performance fees. By receiving this document and the information you 
will be deemed to represent and warrant to UBS that you will not use this document or otherwise rely on any of the informa-
tion for any of the above purposes. UBS and any of its directors or employees may be entitled at any time to hold long or short 
positions in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the 
capacity of principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the 
investment instrument itself or to/for any company commercially or financially affiliated to such issuers. At any time, investment 
decisions (including whether to buy, sell or hold securities) made by UBS and its employees may differ from or be contrary to the 
opinions expressed in UBS research publications. Some investments may not be readily realizable since the market in the securi-
ties is illiquid and therefore valuing the investment and identifying the risk to which you are exposed may be difficult to quantify. 
UBS relies on information barriers to control the flow of information contained in one or more areas within UBS, into other ar-
eas, units, divisions or affiliates of UBS. Futures and options trading is not suitable for every investor as there is a substantial risk 
of loss, and losses in excess of an initial investment may occur. Past performance of an investment is no guarantee for its future 
performance. Additional information will be made available upon request. Some investments may be subject to sudden and 
large falls in value and on realization you may receive back less than you invested or may be required to pay more. Changes in 
foreign exchange rates may have an adverse effect on the price, value or income of an investment. The analyst(s) responsible for 
the preparation of this report may interact with trading desk personnel, sales personnel and other constituencies for the purpose 
of gathering, synthesizing and interpreting market information.

Tax treatment depends on the individual circumstances and may be subject to change in the future. UBS does not provide legal 
or tax advice and makes no representations as to the tax treatment of assets or the investment returns thereon both in general 
or with reference to specific client’s circumstances and needs. We are of necessity unable to take into account the particular 
investment objectives, financial situation and needs of our individual clients and we would recommend that you take financial 
and/or tax advice as to the implications (including tax) of investing in any of the products mentioned herein.

This material may not be reproduced or copies circulated without prior authority of UBS. Unless otherwise agreed in writing UBS 
expressly prohibits the distribution and transfer of this material to third parties for any reason. UBS accepts no liability whatsoev-
er for any claims or lawsuits from any third parties arising from the use or distribution of this material. This report is for distribu-
tion only under such circumstances as may be permitted by applicable law. For information on the ways in which CIO manages 
conflicts and maintains independence of its investment views and publication offering, and research and rating methodologies, 
please visit www.ubs.com/research. Additional information on the relevant authors of this publication and other CIO publica-
tion(s) referenced in this report; and copies of any past reports on this topic; are available upon request from your client advisor.

Disclaimers

http://www.ubs.com/research
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Options and futures are not suitable for all investors, and trading in these instruments is considered risky and may be appropri-
ate only for sophisticated investors. Prior to buying or selling an option, and for the complete risks relating to options, you must 
receive a copy of “Characteristics and Risks of Standardized Options”. You may read the document at https://www.theocc.com/
about/publications/character-risks.jsp or ask your financial advisor for a copy.

Investing in structured investments involves significant risks. For a detailed discussion of the risks involved in investing in any 
particular structured investment, you must read the relevant offering materials for that investment. Structured investments are 
unsecured obligations of a particular issuer with returns linked to the performance of an underlying asset. Depending on the 
terms of the investment, investors could lose all or a substantial portion of their investment based on the performance of the 
underlying asset. Investors could also lose their entire investment if the issuer becomes insolvent. UBS Financial Services Inc. does 
not guarantee in any way the obligations or the financial condition of any issuer or the accuracy of any financial information pro-
vided by any issuer. Structured investments are not traditional investments and investing in a structured investment is not equiv-
alent to investing directly in the underlying asset. Structured investments may have limited or no liquidity, and investors should 
be prepared to hold their investment to maturity. The return of structured investments may be limited by a maximum gain, 
participation rate or other feature. Structured investments may include call features and, if a structured investment is called early, 
investors would not earn any further return and may not be able to reinvest in similar investments with similar terms. Structured 
investments include costs and fees which are generally embedded in the price of the investment. The tax treatment of a struc-
tured investment may be complex and may differ from a direct investment in the underlying asset. UBS Financial Services Inc. 
and its employees do not provide tax advice. Investors should consult their own tax advisor about their own tax situation before 
investing in any securities.

Important Information About Sustainable Investing Strategies: Sustainable investing strategies aim to consider and 
incorporate environmental, social and governance (ESG) factors into investment process and portfolio construction. Strategies 
across geographies and styles approach ESG analysis and incorporate the findings in a variety of ways. Incorporating ESG factors 
or Sustainable Investing considerations may inhibit the portfolio manager’s ability to participate in certain investment opportu-
nities that otherwise would be consistent with its investment objective and other principal investment strategies. The returns on 
a portfolio consisting primarily of sustainable investments may be lower or higher than portfolios where ESG factors, exclusions, 
or other sustainability issues are not considered by the portfolio manager, and the investment opportunities available to such 
portfolios may differ. Companies may not necessarily meet high performance standards on all aspects of ESG or sustainable 
investing issues; there is also no guarantee that any company will meet expectations in connection with corporate responsibility, 
sustainability, and/or impact performance. 

External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External 
Asset Manager or an External Financial Consultant, UBS expressly prohibits that it is redistributed by the External Asset Manager 
or the External Financial Consultant and is made available to their clients and/or third parties.

USA: Distributed to US persons by UBS Financial Services Inc., UBS Securities LLC or UBS Swiss Financial Advisers AG, subsid-
iaries of UBS AG. UBS Switzerland AG, UBS Europe SE, UBS Bank, S.A., UBS Brasil Administradora de Valores Mobiliarios Ltda, 
UBS Asesores Mexico, S.A. de C.V., UBS SuMi TRUST Wealth Management Co., Ltd., UBS Wealth Management Israel Ltd and 
UBS Menkul Degerler AS are affiliates of UBS AG. UBS Financial Services Inc. accepts responsibility for the content of 
a report prepared by a non-US affiliate when it distributes reports to US persons. All transactions by a US person 
in the securities mentioned in this report should be effected through a US-registered broker dealer affiliated with 
UBS, and not through a non-US affiliate. The contents of this report have not been and will not be approved by any 
securities or investment authority in the United States or elsewhere. UBS Financial Services Inc. is not acting as a 
municipal advisor to any municipal entity or obligated person within the meaning of Section 15B of the Securities 
Exchange Act (the “Municipal Advisor Rule”) and the opinions or views contained herein are not intended to be, 
and do not constitute, advice within the meaning of the Municipal Advisor Rule
For country information, please visit ubs.com/cio-country-disclaimer-gr or ask your client advisor for the full disclaimer.
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