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Concentrated positions
How to manage the risks

Erratum: A previous version of this report incorrectly stated that the SEC restricts all insiders from using put options to hedge concentrated positions. 
This version clarifies that these strategies can be an option for some insiders as long as they do not violate the company policies filed with the SEC.
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Prologue

The path to wealth creation can take many forms. For those 
fortunate enough to have generated wealth through equity 
growth, there are few experiences better than reflecting on 
the journey and the successes along the way.

Often, success results in an accumulation of wealth in a con-
centrated equity position. Historically, owning a concentrated 
equity position has been a high-risk, high-reward strategy that 
can build enormous wealth; however, all too often, those who 
avoid diversifying risks after achieving such wealth see their 
wealth diminish.

In other words, “what got you here is unlikely to get you there.”

As prudent investors contemplate how a concentrated equity 
position can impact their personal situation, generally the pri-
mary focus should shift from “aggressively growing” wealth in 
a single position, to diversifying their portfolio to manage risks 
with the goal of right-sizing opportunities that can “maintain 
and grow” wealth with more certainty.

The first half of this report goes through the risk and reward 
of holding a concentrated position—a trade-off that should 
be evaluated carefully relative to your goals, risk tolerance, 
and objectives.

We explore the critical topics of: 

1	 How can holding a concentrated stock position 
influence your financial goals? (Jump to section)

2	 How can you think about concentrated stock positions? 
(Jump to section)

3	 Why do you hold a concentrated equity position? 
(Jump to section)

The second half of this report outlines what you can do to man-
age the risks of your concentrated position (Jump to section), 

with specific actions, depending on investor preferences, that 
we view as critical steps in the pursuit of maintaining and grow-
ing long-term wealth. In order to maximize the likelihood of suc-
cess, effective management of the position is crucial and gener-
ally comes in the form of three options:

1	 Reduce the concentrated position to right-size risks and 
diversify the total portfolio

2	 Thoughtfully diversify around the concentrated position 
with a complementary portfolio

3	 Hedge downside risks

Diversification across industry, sectors, geography, and style is 
the best way to reduce the breadth of outcomes that the in-
vestor will likely experience. Throughout this paper, we’ll out-
line the influence that concentrated positions have on achiev-
ing financial goals, how you can think about your concentrated 
stock position, and what can be done to manage risks.
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UBS Wealth Way Solutions
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What is a concentrated 
equity position?

Although there is no single definition of a concentrated stock 
position, a common description is a single equity stake that is 
10% or more of a total portfolio allocation.

For investors with concentrated positions beyond listed equi-
ties, we propose the following broader definition:

A position whose return, risk,  
or other characteristic dominates 
overall portfolio performance 
and can meaningfully interfere 
with an investor’s ability to 
achieve their financial goals.

What types of people 
hold concentrated equity 
positions, and why do 
they hold them?

There are generally three broad categories of people who hold 
concentrated equity positions. Their general attitudes to return 
and risk typically differ, resulting in various approaches to 
managing these positions. The three categories are:

1	 An executive or entrepreneur who owns a business or 
receives a significant portion of compensation in 
(restricted) shares.

2	 A leader or a beneficiary who has built or inherited a 
stake in a company.

3	 An investor in a company who had, or continues to 
have, high conviction in its financial potential.

Despite the origins of a concentrated position, the dispropor-
tionate allocation of wealth exposes individuals to undue risk 
that should be understood and properly managed.
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How can holding a concentrated stock position 
influence your financial goals?
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Figure 1

Holding a diversified portfolio offers better 
risk-return trade-off
Annualized return and volatility for the S&P 500 and its constituents. Analysis 
considers data from 1990 to 2022 and contains current index constituents 
since 1990.

Source: Bloomberg, UBS, as of March 2022

S&P 500 Index

S&P 500 stocks

Past performance is no guarantee of future results; this is es-
pecially true for concentrated positions. A forgiving regulatory 
environment, generous central bank monetary policy, positive 
investor sentiment, and business-specific tailwinds may all 
have contributed to company outperformance.

But when valuation levels are elevated, the hurdle for meeting 
or exceeding earnings expectations appears daunting, and fur-
ther increases in stock prices become more difficult. In addi-
tion, if macroeconomic, regulatory, or political conditions 
change, a concentrated stock position can look more vulnera-
ble to underperformance or excessive volatility.

Due to these factors, owning a concentrated stock position 
may result in a portfolio with undesirable levels of risk that 
could jeopardize current wealth and the ability to achieve 
long-term goals. In Fig. 1, we illustrate the inefficiency of con-
centrated stock positions relative to the market. Essentially, 
this analysis shows that over the last two decades, there were 
no stocks in the S&P 500 whose annualized volatility was 

Concentrated stockholders can 
increase the likelihood of meeting 
future spending needs by miti-
gating risk while not necessarily 
compromising on returns.

lower than that of the market. Additionally, no stocks had re-
turns that were repeatedly more reliable than the aggregate 
index through a variety of market regimes. In other words, the 
graph above suggests that concentrated stockholders can in-
crease the likelihood of meeting future spending needs by mit-
igating risk while not necessarily compromising on returns. 



Concentrated positions

Action items

5

What can you do to manage the risks of your concentrated position? Jump to a solution to learn more.

Right-sizing an equity position	

Factor completion portfolio	

Exchange fund	

Equity collar	

Prepaid variable forward (PVF)	

Charitable remainder trust (CRT)	

Diversification is essential to creating long-term wealth. Even if 
an investor can tolerate the higher volatility of a concentrated 
position, larger swings in overall wealth can significantly reduce 
the compound growth of portfolio assets. For example, Fig. 2 
illustrates the growth of two hypothetical investments that 
both have the same average annual return, but with different 
volatilities. One investment has the median volatility of a single 
stock in the S&P 500, 24%, while the other has the long-term 
volatility of the S&P 500, 12%. Even though both investments 
have the same year-to-year average return, the investment with 
higher volatility experiences larger losses over the time period. 

While it may seem that the larger potential gains that can oc-
cur after a loss would allow the high-volatility investment to 
keep pace, the impacts of losses are not symmetrical. For ex-
ample, the high-volatility stock has a higher chance of a 50% 
loss, and if this loss occurred, it would take a 100% return to 
recover. This dynamic results in a volatility drag on wealth that 
causes the lower-volatility asset to compound at a higher 
growth rate and create more wealth over time. Our report 
“Different returns, same investment” provides deeper insights 
into the wealth-destructive effects of volatility.

Conclusion 
A concentrated stock position may expose an investor’s 
wealth to a wider range of outcomes and longer periods of 
loss than holding a well-diversified equity index. This may, 
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Figure 2

High volatility can diminish the potential growth 
rate of an investment
Expected cumulative growth of two investments with a 5% average annual return

Source: UBS. For illustrative purposes only.

24% volatility with 5% average return

14% volatility with 5% average return

often unnecessarily, put current wealth or spending plans at 
greater risk, while potentially reducing the long-term growth 
rate of wealth.

https://secure.ubs.com/public/api/v2/investment-content/documents/ofojHEj_0oR89VK7x8XMEw?apikey=Y8VdAx8vhk1P9YXDlEOo2Eoco1fqKwDk
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How can you think  
about concentrated 
stock positions?

If you are a concentrated stockholder in a private company, 
you should also consider how performance may change in the 
event of going public. While liquidity may be significantly im-
proved, initial public offerings (IPOs) tend to underperform a 
broad market index following their listing. This finding has 
been repeatedly studied in academia, with the median IPO un-
derperforming by 14%, according to Bank of America 
Global Research.

Concentrated stockholders should therefore ask themselves 
whether a concentrated position is the best means of achiev-
ing their objectives, whether that be saving for retirement, 
building a legacy for others, or raising capital for investment in 
their business.

An investor can consider three aspects of holding a concen-
trated stock position:

Concentrated stock positions generate 
less reliable returns
It does not necessarily follow that past success in a single 
stock will continue. The ability to meet future spending needs 
may be harder when relying on a concentrated position and 
stock-specific risk over broad market exposure.

If you intend to use a concentrated stock position to meet a 
future spending need, it will be important to have the money 
you need, when you need it. Most investors prefer the path 
to achieving their wealth target to be as smooth as possible. 
That translates into an investment strategy with the narrow-
est possible band of outcomes, the highest possible share of 
positive outcomes, and the most potential return for the low-
est level of risk.

Historically, holding a broad equity index rather than a concen-
trated stock position has led to a narrower range of outcomes 

and a greater share of positive ones.  This is because a diversi-
fied allocation tends to result in significantly lower risk.  

Analyzing monthly rolling annual return data for the S&P 500 
between 1990 and 2022, we observe that holding the whole 
index (Fig. 3) would have led to a greater number of ob-
served annual returns around the median, with fewer outli-
ers. By contrast, holding a concentrated position in the me-
dian volatility stock of the S&P 500 would have exposed the 
investor to a higher chance of very large positive and nega-
tive returns. This is colloquially described as a distribution 
with fatter tails.

In this instance, it’s important to stress that control of a com-
pany cannot offset company- or industry-specific risks, for ex-
ample the failure of a key supplier, the loss of a key em-
ployee, or a changing regulatory environment. In our view, 
the most reliable way to mitigate and manage these business-
disrupting risks is to reduce or diversify around a concen-
trated equity position.

2

3

0

1

806040200

Values in %

Median return: 11.3%
Share of negative return: 18%

Median return: 11.6%
Share of negative return: 36%

–20–40–60–80–100 100

Figure 3

Concentrated stock positions have a higher 
probability of negative returns
Probability distribution of one-year monthly rolling returns on the S&P 500 
and its constituents, since 1990

Source: Bloomberg, UBS, as of March 2022
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Concentrated stock positions are less 
resilient to external shocks
The likelihood of having enough money for current and future 
spending often depends on portfolio volatility. Swings in port-
folio value matter.  If asset prices fall prior to a financial com-
mitment, an investor may have to delay spending until markets 
recover or sell assets at depressed prices before prices have 
time to recover. 

In simple terms, individual stocks are generally more suscepti-
ble to extreme drawdowns (peak-to-trough losses) than broad 
equity indexes. This is because holding a single security ex-
poses investors to company-specific risks from both internal 
and external shocks and does not benefit from the risk-reduc-
ing effects of a diversified allocation. Examples include a key 
commodity price increase; reputational and litigation damage 
from an environmental disaster; a shift in government regula-
tion that suddenly undermines a holding’s business model; or 
potential internal scandals from fraudulent or unethical 
employee behavior.

In Fig. 4, we use the same S&P 500 data set from before to 
show that nearly nine out of 10 single stock positions experi-
enced steeper drawdowns than the overall index.

Drawdowns Recovery

Shorter

Figure 4

Single stocks with higher drawdowns and longer 
time to recovery
Comparison of the maximum drawdowns of the S&P 500 and its current 
constituents. The maximum drawdown is measured over the past 10 years using 
monthly total net return data.

Source: Bloomberg, UBS, as of March 2022
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However, an investor with both the appetite and capacity for 
risk may care less about drawdowns and more about the time 
needed to recoup losses to evaluate missing a spending or 
portfolio target.  Even in this scenario, the data speaks out 
against concentrated stock positions: Single stocks typically re-
quire longer to recover from a drawdown. Only 6% of constit-
uent stocks in the S&P 500 recovered more rapidly from their 
troughs than the index over the last two decades (Fig. 4).

Conclusion
A concentrated stock position is less resilient to external 
shocks than a broad index. It has a far higher likelihood of un-
derperforming the index in a market decline and lagging dur-
ing a recovery.

A concentrated stock position  
has a far higher likelihood of 
underperforming a broad index 
in a market decline and lagging 
during a recovery.
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Concentrated stock positions may deliver 
less repeatable results
Concentrated stockholders may have enjoyed strong absolute 
and relative performance in the past. This experience can pro-
vide a false sense of confidence that the position can deliver 
outperformance year after year. However, data on the broader 
risk and return of single stocks and the market suggest this is 
unlikely to be the case.

In Fig. 5, we use the same S&P 500 data set to show that out-
performance typically does not persist. Over the last two de-
cades, an average 46% of stocks have outperformed the S&P 
500 in a given year. There have been some periods—such as 
the early 2000s—when this share has been higher.

However, the share of stocks that have outperformed the S&P 
500 in two consecutive years falls to only 22% on average. 
The share of stocks outperforming over two years has not ex-
ceeded 50% over the last 20 years.

Concentrated stock positions may perform well under certain 
macroeconomic and sector- and company-specific circum-
stances. But financial theory (and practice) says diversifying 
across different types of financial assets can help investors re-
duce company-, stock-, sector-, or geography-specific risks. 
Put differently, diversification maximizes the chance of deliver-
ing a stable return throughout economic and market cycles.

Banking on a concentrated stock position can cause two main 
problems for business owners and investors.

First, to compensate for the higher uncertainty associated with 
a less diversified portfolio, a concentrated position may lead 
an investor to hold more cash than they need over a longer 

period of time. Over time, inflation can erode the purchasing 
power of this cash, reducing the likelihood of meeting long-
term spending needs. 

Second, depleting cash to meet spending needs while main-
taining a concentrated position leads to an increase in portfo-
lio risk as spending goals get closer. The share of cash in the 
portfolio falls while the share of the concentrated asset rises. 
This is the opposite approach to traditional financial planning, 
where investors derisk their portfolios as they approach a 
spending goal like retirement.

Conclusion
Holding a concentrated stock position may assume that the 
stock’s past outperformance is repeatable. Data shows that in-
vestors can achieve more replicable results over a market cy-
cle, without compromising financial returns, through diversifi-
cation. A concentrated stock position can be seen as taking on 
excessive levels of risk or not being adequately compensated 
for the risk taken compared to other investments.
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Figure 5

Outperformance typically does not persist
Share of stocks outperforming the S&P 500 in a given year, and share of stocks 
outperforming the S&P 500 two consecutive years using total net return data, in %

Source: Bloomberg, UBS, as of March 2022

Share of stocks outperforming

Share of stocks outperforming in current and previous year

Average (Share of stocks outperforming in current and previous year)

Average (Share of stocks outperforming)

Holding a concentrated stock 
position may assume that the 
stock’s past outperformance 
is repeatable.
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Why do you hold a concentrated equity position?

An investor may have had great success in holding a concen-
trated stock position, but past performance is no guarantee of 
future success. In particular, investors who are approaching re-
tirement or life events during which they will rely more heavily 
on their accumulated wealth should evaluate whether keeping 
concentrated equity positions will preserve their wealth.

Financial needs are also not static, nor is the plan needed to 
meet them. We therefore believe concentrated equity holders 
should regularly question why they hold a concentrated posi-
tion. We identify three initial questions:

1. What is its role in achieving your goals?
Do you hold a concentrated position for nonfinancial reasons? 
Examples include retaining control of a company, working as 
an activist shareholder, preserving family ownership, or main-
taining a job with a particular employer. In these instances, 
ask whether these nonfinancial motives require trade-offs to 
your financial goals, and whether you are still happy to accept 
these opportunity costs.

Do you hold a concentrated position for financial reasons? If 
so, do you have a set return target, or are you seeking the 
greatest possible returns? What worked in the past may not 
work in the future. Do these financial motives still hold—such 
as expected outperformance of the concentrated position ver-
sus the rest of the market? And is your bulk holding the most 
efficient way to maximize your chances of achieving your 
short-term spending and long-run saving and giving goals?

2. Which particular types of goals do you aim to meet 
using your concentrated stock position?
Do you need your concentrated equity position to meet your 
day-to-day spending needs (a Liquidity strategy)? If so, your 
main aim may be to raise liquid funds from your position, even 
if your stake is held in a seldom-traded or untraded company. 
Additionally, if you hold cash to meet spending needs, do you 

hold an excessive amount that could reduce your future 
spending power?

Will your stake ultimately fund your lifetime spending, such as 
retirement or paying for college (a Longevity strategy)? If so, 
you may seek to balance return generation against volatility 
management, so you match your assets with your liabilities 
and reduce shortfall or sequence-of-return risks.

Or do you intend to use your concentrated equity position 
for goals beyond your lifetime, like bequests to family or 
charity (a Legacy strategy)? In this instance, what is your am-
bition? To maximize financial returns so your chosen benefi-
ciaries have the largest possible capital pool, or to give heirs 
particular assets to retain company control or familial ties to 
a business?

3. What constraints do you face on your concentrated 
equity position?
Did you choose a concentrated stock position, or did it choose 
you? Many executives face potential restrictions on their com-
pany stock, such as minimum holding size requirements or 
lockup periods. Business owners may need to hold a certain 
proportion of their business’s equity in order to retain the con-
trol they desire. Family offices may be asked to run a portfolio 
and include the performance of a concentrated equity position 
but have no fiduciary authority to run the position itself. And 
some stockholders may face family pressure to hold a position 
for historic or sentimental reasons.

Others may face restrictions on how much they can allocate 
away from their concentrated position. Market liquidity may 
limit the amount that can be bought or sold without having a 
material impact on the share price. Stock purchases or sales 
may trigger regulatory disclosures that lead to a loss of pri-
vacy, reputational damage, or even have an adverse effect on 
the overall business value.

UBS Wealth Way is an approach incorporating Liquidity. Longevity. Legacy. strategies that UBS Financial Services Inc. and our Financial Advisors 
can use to assist clients in exploring and pursuing their wealth management needs and goals over different timeframes. This approach is not a 
promise or guarantee that wealth, or any financial results, can or will be achieved. All investments involve the risk of loss, including the risk of 
loss of the entire investment. Timeframes may vary. Strategies are subject to individual client goals, objectives and suitability.
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Putting it all together: What can you do to manage 
the risks of your concentrated position?

Proportion of concentrated stock position in a portfolio, in %

Figure 6

Reducing a concentrated position quickly 
reduces portfolio volatility...
Portfolio volatility of a blend of the median concentrated single stock position 
with the S&P 500, in %

Source: FactSet, UBS, as of March 2022. For illustrative purposes only.
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Right-sizing your concentrated 
equity position
The first and most important decision when holding a concen-
trated position is how much of the position to hold going for-
ward. We argue that the optimal amount to hold comes from 
a few different considerations: 

1	 How much you would hold in an ideal portfolio, i.e., 
what weighting would you give this security if you were 
building a portfolio from the beginning?

2	 What additional risks does holding a concentrated posi-
tion entail, and are you likely to be properly compen-
sated relative to the risk and return of other 
investment options?

3	 How much must you hold based on portfolio constraints 
(e.g., liquidity or tax purposes)?

Investors face several options to manage their 
concentrated risks.

Proportion of concentrated stock position in a portfolio, in %

Figure 7

...however, the proportion of wealth fluctuations
driven by the concentrated position can pose
significant risk to capital without large reductions
Concentrated stock position contribution to total portfolio volatility, in %

Source: FactSet, UBS, as of March 2022. For illustrative purposes only.
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Option 1

Reduce and diversify your concentrated position 
If you are willing or able to reduce your concentrated posi-
tion, relatively small adjustments are likely to have a meaning-
ful impact on risks. In Fig. 6, we show the volatility of a port-
folio that holds a concentrated position blended with the S&P 
500. The concentrated stock has the median volatility and 
correlation of a stock in the S&P 500 to the index. As the in-
vestor reduces a large concentrated position and invests pro-
ceeds in the S&P 500, diversification effects reduce volatility 
quickly until the median concentrated stock is below 20% of 
the total portfolio. Fig. 7 illustrates that the higher volatility of 
a concentrated stock position typically comes with a higher 
proportion of risk being driven by the single security than the 
nominal allocation. Therefore, it is essential to evaluate the 
impact of any reductions relative to the specific attributes of 
your concentrated holding to find the optimal size. As we saw 
previously, reducing concentrations with a diversified index 
not only tends to narrow the distribution of wealth outcomes, 
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but has historically also increased the resilience of the asset’s 
long-term growth.

Any reductions should also consider the tax impact on your 
long-term wealth, with assets being sold in a tax-aware way. 
This will likely entail establishing a multiyear capital gains bud-
get while allocating a “for-sale” portion of the concentrated 
position to a tax-loss harvesting strategy. Alternatively, individ-
uals may want to earmark reductions for charitable giving 
(see ”Set up a Charitable remainder trust” for more details).

Reducing exposures for executives and insiders with a 
10b5-1 plan 
If you are an executive or corporate insider (e.g., hold at least 
10% of a company’s voting shares) for a publicly traded com-
pany, the Securities and Exchange Commission (SEC) has strin-
gent rules to prevent individuals from engaging in insider trad-
ing. Other investors may have material nonpublic information 
(MNPI) that prevents them from easily liquidating their concen-
trated position. In these situations, an executive can set up 
what is known as a 10b5-1 plan, which allows insiders of pub-
licly traded corporations to set up a trading plan for selling 
stocks they own and avoid the appearance or accusations of 
insider trading. To do so, a broker documents specific prede-
termined prices to buy or sell, or sets a schedule for the broker 

to sell securities to reduce concentrated risks. There are three 
criteria that need to be met in a 10b5-1:

1	 Price and amount must be specified
2	 There must be a formula or metrics given for determin-

ing the amount, price, and date
3	 The plan must give the broker the exclusive right to 

determine when to make the sale or purchase

How can you manage concentration risk 
without reducing your position?
Do you retain your conviction in your concentrated stock posi-
tion, or would you rather reinvest elsewhere? Are you unable 
to reduce your position? Generally, there are two strategies: to 
diversify around the concentrated position, or to hedge.

Option 2

Build a diversified factor completion portfolio that 
complements your concentrated risks 
Investors who wish to retain their concentrated position can 
consider a factor completion portfolio approach to thought-
fully diversify risk and return drivers. Factor completion 

Figure 8 

Methods for managing the risks of your concentrated position

Tax benefit
Exposure to 

upside performance
Protection against 

downside performance
Control over 

portfolio holdings Liquidity of stock
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Reducing ○ ◑ ◑ ● ●
Factor completion 
portfolio ◔ ◕ ◔ ◕ ●
Exchange fund ◑ ◔ ◕ ○ ◔

H
ed

g
in

g Equity collar ◑ ◔ ◕ ● ●
Prepaid variable 
forward (PVF) ◑ ◔ ◕ ● ◔
Charitable remainder 
trust (CRT) ◕ ○ ● ● ●

● Most    ○ Least

Source: UBS. Impact is illustrative and may vary by situation.
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includes finding a mix of securities that complement and do 
not share the same types of risk drivers and exposures as the 
concentrated position. The attributes of the complementary 
portfolio are specifically tailored to diversify return drivers and 
reduce risks when combined with the concentrated stock.

What is a factor? A factor is a common persistent driver of re-
turns for an investment. Each factor comes with a unique set 
of properties. Generally, equity factors fall in three distinct 
groups: regional, sector, and style drivers. Style factors include 
companies with value or growth orientation, similar market 
capitalization (referred to as “size”), high dividend, low volatil-
ity, or quality, to name a few. Concentrated stock positions 
will have exposures to a specific set of these common factors 
in addition to company-specific risks. 

By identifying the types of factors that drive your concentrated 
holding, you can avoid doubling down on the same risks. The 
diversified portfolio that is built around your concentrated po-
sition strives to complement your holding such that your total 
portfolio has the general properties of a diversified target 
portfolio or index that you would have invested in if you didn’t 
hold the concentration. This results in “completion” of the 
factors that were missing in the concentrated position.

To form a complementary portfolio, we start by using our pro-
prietary equity factor model to analyze the common market 
factors that are driving performance of the concentrated 

Market Sector Style

S&
P 

5
0

0

EA
FE EM

U
S 

m
at

er
ia

ls

U
S 

co
ns

 d
is

c

 U
S 

fin
an

ci
al

s

U
S 

re
al

 e
st

at
e

U
S 

st
ap

le
s

U
S 

h
ea

lt
h

ca
re

U
S 

u
ti

lit
ie

s

U
S 

co
m

m
s

U
S 

en
er

g
y

U
S 

in
du

st
ri

al
s

U
S 

te
ch

V
al

u
e

M
o

m
en

tu
m

Lo
w

 v
o

la
ti

lit
y

Q
ua

lit
y

Si
ze

H
ig

h 
di

vi
d

en
d

2.0

–1.0

0.0

Fa
ct

or
 e

xp
os

ur
es

–0.5

1.5

1.0

0.5

Figure 9

Hypothetical factor exposures of a stock

Factor premiums

Source: UBS. For illustrative purposes only.

Figure 10

Factor contribution to risk within the stock
Factor risk drivers

Source: UBS. For illustrative purposes only.
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Figure 11

Equity portfolio that complements the risk drivers
in XYZ stock
Complementary portfolio

Note: EAFE = non-US developed markets; EM = emerging markets.
Source: UBS. For illustrative purposes only.
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position (Figs. 9 and 10). We then identify a diversified com-
plementary allocation, with the goal of replicating the factor 
exposures of a target allocation when combined with your 
concentrated position. The complementary portfolio therefore 
mitigates overexposure, or doubling-down on the factors in-
herent in the concentrated position while optimally sizing di-
versifying factors and overall risks (Fig. 11).
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What can you do to manage the risks of your concentrated position? Jump to a solution to learn more.

Right-sizing an equity position	

Factor completion portfolio	

Exchange fund	

Equity collar	

Prepaid variable forward (PVF)	

Charitable remainder trust (CRT)	

One important consideration when diversifying a concentrated 
position is to avoid investing in equities in the same sector or in-
dustry. Many concentrated equity holders are inclined to pur-
chase shares of their competitor’s stock because they are more 
familiar with the inner workings; but during times of stress for 
their company, it is likely that both companies will face similar 
pressures that result in a simultaneous price decline. This is why 
we want to “complement” the concentrated position with dif-
ferentiated exposures that can manage risks and provide 
growth opportunities.

The combination of the concentrated position with the com-
plementary portfolio enhances diversification and can provide 
a more robust, holistic wealth experience (Fig. 12).

Borrow to fund completion portfolio
Funding the completion portfolio is straightforward if the re-
mainder of the portfolio is in cash. This, however, isn’t always 

Figure 12

XYZ stock paired with complementary portfolio to form total equity portfolio

Source: UBS
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the case; sometimes the entirety of the client’s wealth is in the 
concentrated equity position. This situation poses a problem 
for those who are restricted from selling. What can be done?

Investors may want to consider borrowing against the concen-
trated position to fund the completion portfolio while being 
mindful of borrowing capacity, prevailing interest rates for se-
curities-backed loans, tax implications, and the need to be able 
to meet margin calls with other liquid assets. Adding invest-
ments that complement the concentrated position, through the 
careful use of leverage, can help to improve the risk-adjusted 
return on the investor’s net worth and provide assets that can 
succeed even if the concentrated position struggles. Many indi-
viduals may also be able to offset a portion of the loan costs 
against income to increase the tax efficiency of a borrowing 
strategy. To evaluate the benefits of borrowing relative to your 
personal situation, we recommend consulting with your tax 
professional. (See more at www.ubs.com/leverage.)

http://www.ubs.com/leverage
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What can you do to manage the risks of your concentrated position? Jump to a solution to learn more.

Right-sizing an equity position	

Factor completion portfolio	

Exchange fund	

Equity collar	

Prepaid variable forward (PVF)	

Charitable remainder trust (CRT)	

Option 3

Diversify and reduce your concentration with an 
exchange fund 
Investors also have a potential solution for achieving diversifi-
cation of concentrated equity positions, while deferring taxa-
tion, through what is called an exchange fund. As the name 
implies, investors can exchange shares of selected stocks for 
shares in a professionally managed, diversified portfolio. There 
are a few considerations investors should evaluate before in-
vesting in an exchange fund:

1	 Investments usually come with limited liquidity, with 
redemption windows typically on a monthly or 
quarterly basis.

2	 In order to receive shares in a diversified basket of secu-
rities, there is a required holding period, typically 
seven years.

3	 The basket does not remove market risks. Investors are 
trading the idiosyncratic risks of their holding for a 
broad basket of securities, which means the investor will 
likely face more beta risk than company-specific risks, 
and likely be more exposed to general market declines.

Option 4

Hedge downside risks with an equity collar 
For individuals who are unwilling or unable to reduce concen-
trated positions, it may be appropriate for them to protect the 
value of the concentrated position, yet to continue to partici-
pate in some of the potential price appreciation or dividends. 
In this case, investors may be able to form an equity collar by 
selling out-of-the-money calls and buying puts. This allows the 
concentrated position to appreciate up to a point, but also 
protects against downside. Depending on the amount of 
downside protection and upside potential, it may be possible 
to use the proceeds from the sale of the call to completely fi-
nance the purchase of the put. It is important to consider the 
maturity date and shape of the volatility curve. The longer the 

maturity, typically the higher the cost for downside insurance 
provided by a put. 

Insiders of companies are commonly subject to increased re-
strictions on what they can and cannot do with their concen-
trated equity holding. In 2018, the Dodd-Frank Act required in-
dividual companies to establish and disclose insider trading 
policies in full surrounding hedging transactions and if they are 
specifically permitted or disallowed. An insider is a director, ex-
ecutive, or a shareholder who owns more than 10% of the 
company’s shares. If you are an insider, while you may not be 
permitted to apply a collar as a hedge on your specific stocks, a 
collar or hedging strategy on an industry-specific index may be 
an option. An index-hedging strategy is unlikely to perfectly 
offset the risks of any single security; however, it can mitigate 
many of the risks specific to an industry. Given this basis risk, it 
is important to understand how much company-specific risks 
can drive deviations from index returns.
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What can you do to manage the risks of your concentrated position? Jump to a solution to learn more.

Right-sizing an equity position	

Factor completion portfolio	

Exchange fund	

Equity collar	

Prepaid variable forward (PVF)	

Charitable remainder trust (CRT)	

Option 5

Hedge risks with a prepaid variable forward (PVF) 
Similar to the equity collar, investors can also enter into a pri-
vate agreement with an investment bank to form an equity 
collar that also provides immediate liquidity and access to cash 
equal to the collar floor minus financing and collar costs. At 
maturity, the investor will need to pay back the floor value and 
can typically settle in either cash or shares. Both the equity 
collar and the prepaid variable forward allow the investor to 
maintain voting rights and receive dividends on the concen-
trated security. However, the advantage of the prepaid vari-
able forward is that the cash can be used to finance a more 
diversified asset allocation.

Option 6

Set up a charitable remainder trust (CRT) for income, 
tax efficiency, and building a charitable legacy
For investors who are charitably minded and would like their 
investments to continue to provide them with lifetime income, 
CRTs can be an effective solution—especially when the inves-
tor’s portfolio includes highly appreciated assets that they 
would like to diversify in a tax-efficient manner. 

The first step is to fund a CRT with highly appreciated invest-
ments. When the donor establishes and funds the trust, they 

will generally be entitled to a charitable deduction based on 
the present value of the charitable beneficiaries’ remainder 
interest (the estimated amount that will be left over at the 
end of the trust term, which is generally the joint lifetime of 
the donor and their spouse or a term not to exceed 
20 years).

CRTs are generally tax-exempt entities, so after the CRT is 
funded the trustee can generally sell the appreciated invest-
ments in the CRT without paying any capital gains taxes, rein-
vesting the proceeds into a more diversified portfolio.1 Once 
established, the CRT will begin to provide income to a non-
charitable beneficiary (including the donor, if desired), either 
for the donor’s lifetime or for a period up to 20 years.2 There 
are two main types of CRTs: 

1	 Charitable remainder annuity trusts (CRATs) pay income 
as a fixed percentage of the initial value of trust assets.

2	 Charitable remainder unitrusts (CRUTs) make an annual 
percentage distribution equal to at least 5% of the 
trust’s fair market value each year.3 

At the end of the trust term, the trust’s remaining assets will 
pass to one or more charitable organizations that the donor or 
the trustee designates.

1Charitable remainder trusts may be subject to unrelated business income taxes and state income taxes.
2If the donor designates someone other than the donor or the donor’s spouse as an income recipient, there are potential gift and estate  
tax implications.
3Generally this distribution will need to be made even if the trust’s income is lower than the required distribution in a given year, requiring the 
trust to dip into principal. If the donor does not need the CRUT income for regular expenses, they may wish to set up a Net Income with 
Makeup Charitable Remainder Unitrust (NIMCRUT), which allows the trust to limit the distribution to the trust’s income and potentially “make 
up” the distribution shortfall with a larger distribution in a future year. 

Neither UBS Financial Services Inc nor any of its employees provide tax or legal advice. You should consult with your personal tax or legal advi-
sor regarding your personal circumstances. 

Conclusion
A concentrated equity position can disproportionately affect your portfolio risk and 
return, which can have a significant impact on your ability to achieve your goals. The 
various strategies we have outlined in this report can help you better understand your 
concentrated position and the actions you can take to manage the position. Talk to 
your financial advisor to discuss which strategy can best help you. 
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Disclaimer

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 in-
vestment 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 de-
fining 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 information 
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 posi-
tions in investment instruments referred to herein, carry out transactions involving relevant investment instruments in the capac-
ity of principal or agent, or provide any other services or have officers, who serve as directors, either to/for the issuer, the invest-
ment 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 in-
vestment 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 whatsoever 
for any claims or lawsuits from any third parties arising from the use or distribution of this material. This report is for distribution 
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 publication(s) referenced 
in this report; and copies of any past reports on this topic; are available upon request from your client advisor.

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 par-
ticular structured investment, you must read the relevant offering materials for that investment. Structured investments are unse-
cured 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 guar-
antee in any way the obligations or the financial condition of any issuer or the accuracy of any financial information provided by 
any issuer. Structured investments are not traditional investments and investing in a structured investment is not equivalent to in-
vesting directly in the underlying asset. Structured investments may have limited or no liquidity, and investors should be pre-
pared to hold their investment to maturity. The return of structured investments may be limited by a maximum gain, participa-
tion 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 incor-
porate 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 opportunities 
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 in-
vesting 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.
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