
 

 

The hidden architecture of consequences: When structures 
themselves become a risk 

By Craig Racine – Managing Director & CIO, Gyrostat Capital Management 

In portfolio construction, risk is rarely where we look for it. More often, it hides in the 
architecture — the assumptions, incentives, and mental shortcuts that quietly shape our 
decisions. Nassim Taleb and Daniel Kahneman, from very different disciplines, converge on 
this point: the true source of fragility is structural. Markets, portfolios, and even adviser–client 
relationships can appear stable for years, until the design itself is tested. 

 

The calm illusion 

As Taleb reminds us, “Never think that lack of variability is stability.” Periods of calm in markets, 
such as prolonged low volatility or extended bull runs, often lull investors into a state of 
structural complacency. The system looks smooth, but stress is accumulating unseen. We 
witnessed this before the global financial crisis and again during the liquidity euphoria that 
followed the pandemic — each time, participants mistook silence for safety. 

Portfolios behave in the same way. The danger is not that volatility disappears; it’s that we stop 
accounting for it. A strategy that relies on uninterrupted liquidity or narrow correlations may 
thrive in the short run but contains the seeds of its own breakdown. The lesson is timeless: if 
your structure requires stability to survive, it is already fragile. 

 

History as structure: 55 years of recurring drawdowns 

Australian investors often mistake the last decade of market calm for the norm. Yet history tells 
a different story. Over the past 55 years, the share market has experienced at least eight peak-
to-trough falls exceeding 20 per cent — each a test of structure, not sentiment. Every retiree 
today has lived through several of these events, even if memory softens their frequency. 



 

 

Chart 1 – Major Australian equity market drawdowns > 20 % (1970 – 2025). 

 
Source: ASX, Vanguard, RBA, Market Index. 

Viewed through this lens, calm is not stability; it is the prelude to renewal — or exposure. Each 
drawdown revealed which structures were sound and which were built for a different era. 
Investors who relied on diversification without defence learned that correlation can vanish just 
when it’s needed most. Those who understood liquidity, optionality, and behavioural alignment 
came through with their capital — and their composure — intact. 

 

Cognitive scaffolding: Kahneman’s invisible framework 

Kahneman’s Thinking, Fast and Slow dissects another form of architecture — the one built 
inside our minds. Our “fast” system thrives on coherence; it needs the world to make sense. 
When it doesn’t, we invent stories that preserve our sense of control. “The confidence we have 
in our beliefs,” Kahneman wrote, “depends mostly on the quality of the story we can tell, even 
if we see little.” 

In investment practice, these stories harden into structure. Committees build frameworks that 
appear rigorous but often reflect the same cognitive scaffolding: recency bias disguised as 
prudence, confirmation bias embedded in policy, or overconfidence dressed up as conviction. 
These invisible architectures lead to predictable consequences — particularly in retirement 
portfolios, where emotional narratives (“income security,” “capital safety”) easily override 
statistical reality. 

 



 

When structures outlive their purpose 

Both Taleb and Kahneman imply that the moment to intervene is before the visible symptoms 
appear. Structural risk, by definition, is cumulative. It builds quietly through habit, comfort, and 
inertia. 

A retirement plan built during the era of bond stability may still rely on the same assumptions: 
that fixed income provides both income and protection. But what happens when inflation re-
emerges and correlation structures shift? Similarly, a multi-asset model that was stress-tested 
for 2008 may fail in a liquidity shock triggered by ETF flows, not credit contagion. The underlying 
structure has changed — but the architecture of the portfolio has not. 

The same principle applies to adviser behaviour. When process turns into routine, vigilance 
declines. Taleb’s concept of skin in the game offers a corrective: ensure that those designing 
the structure bear real-world exposure to its consequences. Incentive misalignment — a 
portfolio promising protection but benchmarked against pure beta — is a classic structural 
flaw. 

 
The architecture of calm 

The antidote is not prediction; it is design. As Taleb argues, antifragile systems are those that 
benefit from disorder. In practice, this means building portfolios and decision frameworks that 
respond intelligently to volatility rather than resisting it. For Gyrostat, that philosophy translates 
into maintaining permanent optionality — always holding the ability to adapt, hedge, or 
reallocate without forcing a binary decision between “risk-on” and “risk-off.” 

Kahneman would describe this as changing the choice architecture — making it easier to act 
rationally when emotion runs high. For advisers and retirees alike, the structure must enable 
composure. When fear spikes, the system should default to discipline, not panic. The best 
protection is therefore not a forecast, but a framework. 

 

Recognising structural warning signs 

Across both thinkers, three diagnostic tests emerge for when a structure should be addressed: 

1. When incentives detach from consequences — If the people making decisions don’t share 
the downside, the structure will eventually fail. 

2. When calm feels permanent — A long period of low volatility or steady growth should trigger 
a structural review, not celebration. 

3. When stories replace statistics — When explanations become more persuasive than 
evidence, decision-making has shifted from analysis to belief. 



 

From fragility to resilience 

For retirement investors, the goal is not merely to avoid loss but to sustain functional stability 
— income continuity, liquidity, and psychological confidence. That requires acknowledging 
uncertainty as a feature of the system, not a flaw to be eliminated. The modern challenge is to 
engineer resilience: portfolios that can endure volatility, advisers who can interpret noise 
without reaction, and structures that remain coherent even when markets don’t. 

 

Both Taleb and Kahneman, in their own idioms, describe a humility towards systems. One 
warns against over-designing the world; the other exposes how we over-trust our understanding 
of it. Together they suggest a simple rule for long-term investors: repair the structure while it’s 
quiet. When calm feels comfortable, that’s precisely when to question whether the foundations 
still belong to today’s reality. 

 

Conclusion 

Risk management, at its most effective, is not about predicting shocks but about engineering 
consequences. A well-designed structure — whether a portfolio, an investment process, or a 
client conversation — makes adverse outcomes survivable, not catastrophic. In the end, the 
world will always surprise us; the test of a sound structure is whether surprise becomes an 
opportunity for resilience rather than a catalyst for ruin. 
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