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Drawdowns Aren’t Prevented in Static Portfolios 

Educa&on:*Drawdowns*

Investors measure risk not as volatility, but loss of portfolio value.  The appropriate question is “does this 
strategy protect capital?” 
 
Capital protection should be estimated using “Drawdown:” Peak-to-trough portfolio loss 

*For a continuous geometric Brownian motion with drift μ and volatility σ, de"ne Γ=2μ/σ2.  The probability of a drawdown greater than D can be approximated as p = [1 / (1 - D)]-Γ. 
†Sharpe ratio assumes a risk-free rate of 0% 
** Metrics for U.S. Bonds, 60|40 Balanced Portfolio, & US Stocks were derived from VBMFX, VBINX, and VTSMX respectively 
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•  Past performance is no guarantee of future returns. The performance of 
an index is not an exact representation of any particular investment, as 
you cannot invest directly in an index 

•  IMPORTANT: The projections or other information generated by 
Newfound Research LLC regarding the likelihood of various investment 
outcomes are hypothetical in nature, do not re#ect actual investment 
results, and are not guarantees of future results. 

•  All investing is subject to risk, including the possible loss of the money 
you invest. Bond funds are subject to the risk that an issuer will fail to 
make payments on time, and that bond prices will decline because of 
rising interest rates or negative perceptions of an issuer’s ability to make 
payments. Investments in bond funds are subject to interest rate, credit, 
and in#ation risk. Investments in bonds issued by non-U.S. companies 
are subject to risks including country/regional risk and currency risk. 
Diversi"cation does not ensure a pro"t or protect against a loss. There 
is no guarantee that any particular asset allocation or mix of funds will 
meet your investment objectives or provide you with a given level of 
income.  

 
•  These materials represent an assessment of the market environment at 

speci"c points in time and are intended neither to be a guarantee of 
future events nor as a primary basis for investment decisions.  The 
performance results should not be construed as advice meeting the 
particular needs of any investor.  Neither the information presented nor 
any opinion expressed herein constitutes a solicitation for the purchase 
or sale of any security. Past performance is not indicative of future 
performance and investments in equity securities do present risk of 
loss. Newfound Research LLC’s results are historical and their ability to 
repeat could be effected by material market or economic conditions, 
among other things.  
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