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With 2020 in the rearview mirror, there’s a macro economic story few people are talking 

about. One that has far-reaching implications for how we think about investing and risk. 

That story is the death of the business cycle.

It’s been dying off for years due to many factors, but 
responsibility for its death throes goes to the Federal 
Reserve and the federal government. Their massive 
response to the pandemic shutdowns last year had one 
aim in mind: to cushion the downside. With that playbook in 
hand, the authorities will use it over and over again anytime 
there’s a risk to the economy, shortening recessions. As for 

the growth part of the business cycle, there are forces at 
work limiting just how fast the economy can grow. Notions 
of how to invest based on the waxing and waning of the 
economy will need to be discarded. Interestingly, while few 
people are talking much about the death of the business 
cycle, their actions reveal they’re aware of it and they’re 
changing their habits.
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Head Spinning Cross Currents at Warp Speed
When economic shutdowns were instituted 
in March, some experts predicted a repeat of 
the Great Depression. That’s a quaint forecast 
in hindsight. As 2020 ended, Americans were 
on a home-buying spree including bidding 
wars, holiday retail sales were poised to set 
records, stock prices were at all-time highs, 
IPO sales were blazing hot and, amazingly, the 
Fed and Congress were nowhere near finished 
with injecting money into markets and the 
economy to make sure there was no chance 
the recession returned. What happened to go 
from glum to giddy in the span of a handful of 
months?!? Trillions of dollars happened, making 
2020 look nothing like the last crisis in 2008 
with its classic rounding bottom and recovery 
(see chart below).

Pop quiz. What day in 2020 did the Federal Reserve first 
cut rates in response to the growing pandemic and by how 
much did it lower rates? The date is probably earlier than 
you remember: March 3, cutting by a half point to 1%. But 
on March 15, the Fed decided to hold nothing in reserve. 
In one fell swoop it slashed rates by 100 basis points to 
0%-0.25%. And in a show of force that’s never been seen 
before, the Fed launched a barrage of financial market 

support facilities to stanch the bleeding in both the equity 
and fixed-income markets. Congress, meanwhile, was 
gearing up to pass the $2 trillion CARES Act — signed by 
the president on March 27 — and to support businesses 
with the paycheck protection program.

The contrasting speed with 2008 is telling. 

In that fateful year, the Fed started cutting interest rates 
in January, but it would take another 11 months - until 
December - to finally reach 0%. The central bank’s 

alphabet soup of facilities were rolled out 
over several months to combat new crises 
as they arose. As for Congress, it passed an 
economic stimulus program in February 2008, 
but it would be another eight months until 
the Troubled Asset Relief Program (TARP) 
was approved in October to help banks. 
Lawmakers would eventually ratify another 
dose of economic stimulus in February 2009, 
a year after the first one.

Exchanging Hard Landings for Soft Landings
How we got to this point, with the death of 
the business cycle, has been a long road that 
never envisioned killing off the economic 
ups and downs. The journey begins under 
Alan Greenspan, when the Federal Reserve 

Instant Reversal in 2020 Compared to 2008 (Normalized to 100) 
Data as of: 12/31/2020 | Source: Bloomberg, Horizon Investments
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achieved the holy grail of central banking: the soft 
landing. By setting interest rates that are neither 
too high nor too low, Greenspan was trying to carve 
out a middle ground to produce long periods of 
prosperity punctuated by shallow downturns. Soft 
landings would protect as many jobs as possible 
and avoid the widespread financial pain that comes 
from deep contractions. The consensus is that 
Greenspan’s fine-tuning was successful in the early 
1990s, and ever since then it’s been refined towards 
perfecting it.

The end result of the fine-tuning is that strong, 
quarterly GDP growth of 3% or more recorded from 
1950 to 1985 is not seen as often in the last 35 years. 
Gone, too, are long-lasting and deep contractions.

Exchanging Soft Landings for Risk Control
Soft landings are an important achievement, but 
something fundamental changed in 2020, where the 
authorities wanted to achieve something far different 
than cushioning the downside. One could argue that 
the ferocity of the Fed and the federal government’s 
fiscal response last year was due to the simple fact 
that a lot of Americans were going to be in financial 
pain with the shutdowns. But that would ignore 
five important announcements from the Fed after 
cutting rates to 0% on March 15; all of them aimed at 
controlling the economic risks that could emanate 
from global financial markets.

The Fed’s monetary bazooka has all the hallmarks 
of the lessons it learned in 2008. During the earlier 
crisis, the central bank discovered the economic 
dangers that lurk, unseen, in credit markets, insurance 
contracts and derivatives.

Those so-called “financial linkages” are a black box, and 
the effects of breaking those linkages are impossible 
to predict. The tsunami of lending and liquidity facilities 
in 2020 is a clear signal that the central bank’s aim is to 
control hidden risks during an economic downturn. And 
the only way to control them is to compress the contraction 
by throwing a massive amount of money at the problem as 
quickly as possible.

Boom Time Bummer: 
China, Technology and Scarred Americans
The other lesson from the Great Financial Crisis is that 
economic risks can come from anywhere on the planet 
and feed back into the U.S. China may pose the greatest 
risk given its opaque banking system and state control of 
financial institutions. But China plays another key role in 
the demise of the business cycle: dampening inflation or 
dis-inflation.

SOURCE: FEDERAL RESERVE, FEDERAL RESERVE 
BANK OF ST. LOUIS

Federal Reserve’s Very Busy Week in March

• Sunday, March 15: In an unscheduled meeting, 
lowers rates by 100 basis points to 0%-0.25%, 
sets up dollar liquidity arrangements with five 
central banks

• Tuesday, March 17: Announces commercial 
paper funding facility, primary dealer credit 
facilities

• Wednesday, March 18: Announces money 
market liquidity facility

• Thursday, March 19: Announces dollar liquidity 
arrangements with nine additional central banks

• Friday, March 20: Expands money market 
liquidity facility

• Monday, March 23: Fed says it will buy 
Treasuries and mortgage-backed securities 
(MBS) in whatever amount needed to support 
markets; to begin buying agency commercial 
MBS; launches with Treasury Department 
operations to support primary and secondary 
corporate credit markets; launches Main Street 
lending program; begins term asset-backed 
securities loan facility; expands money market 
liquidity facility to cover municipal bonds 
and bank certificates of deposit; expands 
commercial paper funding facility to include tax-
exempt commercial paper
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If inflation is going to remain lower for long 
stretches of time, then the Federal Reserve has 
a very good reason to keep interest rates lower 
for longer. Why is inflation so weak? One critical 
part of the answer is that China, like the U.S., is 
no longer dominated by manufacturing. Factory 
inventory gluts and shortages, a primary inflation 
driver in the past, are a shrinking part of GDP 
worldwide. It’s well known that the majority of 
American economic activity is in services. What 
isn’t widely appreciated is that China’s services 
sector easily dwarfs its manufacturing sector.

Services don’t have inventory cycles. And it 
covers a wide variety of intangible things from 
financial transactions and office cleaning, 
from concerts and education to health care services 
and surgery. If one part of services is weak, there’s a 
reasonable chance that another is strong, buoying the 
economy. That’s far different from manufacturing where 
weakness in automobile production, for example, would 
ripple along the supply chain to affect chemicals, metals 
and railroads. Additionally, the empirical evidence is that 
economies dominated by services have lower rates of 
inflation. The dominance of services, therefore, short-
circuits the Fed’s need to either raise or lower rates, both 
by eliminating inventory cycles and by muting inflation.

Technoflation
No discussion of inflation is complete without 
addressing technology’s role in driving a dis-
inflationary environment. Every company now 
pitches itself as being a technological leader 
in some way. The reason is that technology is 
a highly flexible, business-building material. It 
may start out selling books, but it can morph 
into taking on shipping giants such as FedEx. 
And a key result of that business evolution is the 
obliteration of old cost structures. 

Technology’s other big effect is making all 
of us more productive, meaning we can do 
much more with less. Measuring something 
as amorphous as productivity, however, is 
difficult if not impossible given the hyper-fast 
changes driven by technological breakthroughs. 

Measuring productivity in manufacturing is a complex 
task, and measuring it in services is even more daunting. 
Suffice it to say that the soft landings central bankers get 
credit for is arguably a result of something that they have 
no control over: technological advancement which drives 
down costs which can keep more people employed while 
also lowering the cost of goods or services.

Cash Rich
A third key factor that appears to be limiting the 
economy’s growth: anxiety. Americans are saving 
more money than ever, rather than spending it. 2020’s 

Americans Use Stimulus to Pay Down Debts
Data as of: 12/31/2020 | Source: Bloomberg
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It’s a new world that’s taking shape. The euphoria will be kept in check at the highs, and the 
low points will likely be fleeting with long stretches of unspectacular growth in between. We 
believe that’s a world where professional financial planning will be essential for the average 
American, who likely finds this new world an unsettling and confusing place.

The first task for investors, then, would be 
to root out investment narratives that rely on 
riding cyclical highs and lows. Those investment 
approaches probably won’t be as rewarding as 
they once were. Growth companies, on the other 
hand, are likely to remain highly valued in the 
global stock market for the simple reason that 
growth will be hard to find in a slow-growing 
world. Plus, low interest rates mean higher price/
earnings multiples. Additionally, investors are 
unlikely to view mining, manufacturing and other 
economically-sensitive businesses as long-term 
investments.

Prepare for interest rates to remain mired near 
zero percent. A technology-heavy, global economy 
dominated by services is unlikely to generate the 
inflation pressures of a boom-bust manufacturing 
cycle. There is, of course, the risk for an industry — 

such as housing or a sector such as online retailing 
— to become a bubble. But that would be because 
of too much money chasing an investment 
narrative. Central bankers and investors alike have 
shown no expertise in identifying bubbles before 
they burst. So the only recourse is to react when 
they pop by limiting the downside and keeping 
financial linkages intact.

Welcome to the new world order where a dead 
business cycle is the outcome of a global, dis-
inflationary economy coupled to central banks and 
politicians who are reluctant to let their citizens 
experience the full force of a recession. We 
believe it is important for investors to reassess the 
rationale for their investments to take account of 
this macro-economic change. Investing styles and 
techniques that worked in the past may not work 
very well - if at all - as this evolution takes hold.  

What’s an Investor to Do if the 
Business Cycle is Dead? 

experiment in seeing what people would do with trillions 
of dollars in direct stimulus checks may have surprised 
Congress and the Federal Reserve which were banking on 
a spending spree. Many Americans used the money to pay 
down debts or to bulk up their savings account.

The scars of 2008 seem to be all too fresh in the minds of 
many consumers who are seizing the opportunity to have 
a fortress balance sheet instead of allowing their lifestyle 
to be determined by the bankers who lent them money. 

The end result is that consumer demand is reined in, tepid 
enough to act as a brake on economic growth. That offsets 
those who are taking advantage of 2020’s low mortgage 
rates to buy a home or to refinance their loans. Meantime, 
businesses competing on price for those scarce consumer 
dollars ensure that competition keeps inflation in check. 
The strange behavioral economics outcome of 2020’s 
helicopter money drop is the Fed now sees that Americans 
are willing to save for a rainy day rather than splurge.

FEATURE
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ECONOMY

The final quarter of what was an incredibly 
difficult, volatile year full of superlatives, 2020, 
is now behind us. And despite the appeal of 
adding the adjective “unprecedented” to its 
description, from an economic standpoint, 
the fourth quarter looked very similar to the 
situation that has been in place since the 
strictest lockdowns were lifted in April and 
May. Namely, it is Covid-19 versus the wall of 
stimulus unleashed since the depths of March. 
Putting aside the horrible loss of life and the 
terrible hardships of many across this country, 
in the aggregate, the economy continues to 
exceed expectations. 

This was no typical recession
How can this be, when the last round of fiscal stimulus 
expired in the summer and the virus numbers began 
spiraling out of control once the cold weather hit? 
This is where conventional analysis of this past 
year, mapping it to prior economic contractions, 
fails miserably. Unlike 2000 or 2008, there were no 
noticeable imbalances in the economy at the end of 
2019. Consumers had healthy balance sheets and 
strong job prospects, and while employment has yet to 
fully recover due to health concerns in many services 
sectors, household wealth, as measured by the Federal 
Reserve, is at all-time highs. Housing is booming 
and the stock market is at a record. Despite about 10 
million fewer people employed than pre-pandemic, 
households in aggregate have saved more money due 
to generous stimulus checks and an inability to spend 
on things like restaurants and vacations.

Not Your Typical Recession - Incomes are Up
Data as of: 11/30/2020 | Source: Bloomberg, calculations by Horizon Investments
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Q4 
2020

10 Year  
Annualized

CPI 1.20% 1.74%

World GDP -4.36% 3.71%

US GDP -2.80% 1.83%

10 Yr Yield 0.91% 2.13%

VIX 22.75 17.73

S&P 12.15% 13.88%

DJIA 10.73% 12.97%

Russell 2000 31.37% 11.20%

ACWI 14.79% 9.71%

EAFE 16.09% 6.00%

Emerging Markets 19.77% 4.00%

Gold 0.66% 2.94%

Oil 20.64% -6.13%
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Global Market 
Indicators

Inflation Data as of 11/30/20
Global GDP Data as of 12/31/20
US GDP Data as of 9/30/20
All Other Data as of 12/31/20
10 Yr Yield is yield as of most recent quarter end
VIX Data is index level as of most recent quarter end
10 Year data points for CPI, World GDP, US GDP, 10 Yr Yield, 
and VIX are averages of last 10 years of data

Source: Bloomberg and World Bank

Two big November surprises
There were two major developments that could have 
altered the nature of the recovery in the fourth quarter, 
and both came in early November. The first, the U.S. 
elections, resulted in a new government without a strong 
mandate to change the nature of the economy. In terms 
of economic impact in our polarized political climate, it 
was a dud. The second development was most certainly 
not a dud. Multiple vaccine candidates passed Phase 
Three trials with surprisingly high efficacy. These vaccines 
are only just now entering the arms of Americans, and 
while they do nothing to stop the current surge of virus 
cases brought on by the holidays and the colder weather, 
businesses and other economic actors can now see a 
light at the end of the tunnel and plan accordingly. The 
news from November was decidedly bullish for the future 
prospects of the U.S. economy.

Impact on the rest of the world
Turning to the rest of the world, we highlighted last 
quarter how various countries and regions were 
responding differently to the coronavirus and how 
different economic policy choices had impacted growth. 
Those trends largely held in the fourth quarter as well. 
China and Asia more broadly have largely filled the gap 
in growth earlier in the year due to targeted stimulus and 
effective virus suppression. Japan’s recovery has been 
weaker, however, due to less policy space for stimulus 
entering this crisis. Europe has continued to struggle, 
operating with generally better health outcomes against 
a slower recovery due to greater restrictions and less 
fiscal and monetary support than in the U.S. Additionally, 
despite finally reaching an agreement for the UK to 
leave the European Union, the deal looks more like a 
Hard Brexit than anything else, doing little to ease the 
uncertainty that has weighed on growth in the region 
for years. Emerging markets outside of Asia have had a 
difficult time balancing their economies and public health 
while lacking the institutional credibility to deliver the 
needed economic stimulus to fill the gap.

Opportunities for an active investment process
2020 has been nothing if not volatile, both socially, 
politically, and in our line of work - markets and the 
economy. While 2021 will hopefully look much better (and 

come with less volatility), things will not evolve in a straight 
line or be based on prior recovery playbooks. We believe 
an active process designed to be flexible in a changing 
environment yet grounded in multi-disciplinary research is 
crucial to exploiting those opportunities as they arise.  

Key Events to Watch
Here are the things we are paying attention to in the 
coming months.

Covid and Vaccines
Near term, as the U.S. and Europe manage their latest 
wave of infections, we expect growth to slow. But as 
vaccines are distributed around the world and new 
technologies pass through the approval process, 
restrictions are set to ease again and the recovery to 
continue. Monitoring the pace of vaccine distribution 

ECONOMY
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will be key to assessing the growth trajectory in the first 
quarter and beyond. And keep an eye on the variants of 
Covid-19 in the UK, South Africa, and now the U.S. Early 
indications are that the existing vaccines are effective, but 
if these new strains are truly easier to spread, that means 
true herd immunity will be pushed back. 

Policy Agenda
The runoff Senate elections in Georgia and the contested 
transition have caused the Biden administration to keep 
the 2021 policy agenda quiet. Handling the Covid outbreak 
will be job number one, but what about other legislative 
priorities? More stimulus, certainly (see below), and that 
may be all the new government can muster in this polarized 
political climate. But many other items were promised on 
the campaign trail last year, including accelerants to the 
recovery in 2021, like a major infrastructure package, as 
well as those that could dampen business sentiment and 
slow the recovery, such as antitrust enforcement actions 
or tax increases. We will know a lot more on this front after 
January 20th. 

More Stimulus
It may seem unbelievable, but the stimulus cannon is 
not out of ammo just yet. On the fiscal side, victory for 
Democrats in both runoff Senate elections in Georgia 
gives them a very narrow governing majority for the 
next two years. That opens the door for more stimulus in 
2021, on top of the bill just signed in December. It won’t 
be as large as it was early in the pandemic, but that is 
not a concern; we know a lot more about Covid and can 
operate at much higher levels of economic activity. On the 
monetary side, major central banks, including the Fed, are 
on easing autopilot, continuing to expand their balance 
sheets in 2021. Maintaining their extraordinary levels of 
accommodation despite the green shoots ahead amounts 
to de facto stimulus that will keep financial conditions 
supportive. Add in the excess savings at the consumer 
level and there is upside pressure to growth this year.

Consumer Spending Patterns
Consumers, in the aggregate, have a lot of money, but 
with concerns about health top of mind for many, there 
are not many places to spend it. While retail sales are 

back to their pre-Covid trend levels, the composition has 
changed dramatically. Gone is the spending on vacations, 
restaurants, and massages, and in their place, people 
are buying furniture, fitness equipment, and streaming 
services. As more people get vaccinated, we are paying 
close attention to the consumer’s shifting consumption 
patterns, and how much of that excess savings from last 
year will be spent.

Inflation
And finally, the outlier - inflation. True to the post-2008 
script, some economists and many market participants are 
worried about inflation increasing as growth rebounds. 
Recent readings, not just in the U.S. but globally, have been 
soft. In 2021, however, year-over-year comparisons are set 
to get easier, and pent-up demand for services could drive 
demand-push inflation in some sectors as the economy 
reopens. The Fed has telegraphed that they will look 
through these elevated readings, but that may prove easier 
said than done. While this is by no means our base case for 
2021, it is worth keeping a sharp eye on inflation dynamics 
as growth picks up. 

ECONOMY
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STRATEGIES

Investment management has to change in a goals-based world. To us, that 

means optimizing portfolios to match a person’s changing goals and risks 

along the investment journey. Introducing Horizon’s unique goals-based 

approach. We call it GAIN PROTECT SPEND®. In the GAIN stage, we seek 

to grow assets while being mindful of volatility. Within the PROTECT stage, 

we seek to mitigate drawdown risk, while continuing to grow assets. In the 

SPEND stage, we seek to minimize the risk of outliving your money.

Let's take a closer look at the factors that influenced the performance of 

our GAIN PROTECT SPEND® strategies in Q4. 

Strategies in Review
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STRATEGIES

Strategy:

Objectives:
• Global diversification 
• Tilts between international and domestic
• Designed to deliver a Beta range between 

0.80 and 1.20 to global equity markets

Up Market Expectations: Opportunistic weightings among 
the S&P and global markets.

Down Market Expectations:  
Will seek less volatile holdings for perceived long-term 
market dislocations, while shorter shocks may either be 
weathered with current positioning or may be repositioned 
to take advantage of the “normalization.” 

STAGE:   

KEY DEMOGRAPHIC:   
Early investors and  
those seeking to grow their wealth  

KEY OBJECTIVE:   
Accumulation of wealth

PURPOSE: 
Target growth in global markets

A quarter that looked like a year
The final quarter of 2020 capped off an extraordinary year for markets, delivering 
what looked like a full year’s worth of returns in only a three month period.  Global 
stocks, as represented by the MSCI ACWI Index (MXWD) were up 12.9% on a total 
return basis in the fourth quarter, led higher by non-U.S. markets.  Internationally, 
emerging markets were the leader, while European shares staged a strong rally as 
well after lagging for the majority of the year.  Within the U.S., the story was the 
outperformance of small-caps, with the Russell 2000 Index up an eye watering 
31.4% in the fourth quarter.  The NASDAQ Composite also continued its strong 
run, returning 15.7% to best the 12.2% return of the S&P 500 Index once again.  

Stimulus propelled markets to fresh highs
While 2020 taught investors to expect the unexpected, the extent of the fourth 
quarter rally in equities was surprising.  Zooming out to the full year, returns were 
very strong, up 18.4% for domestic stocks (SPX) and up 10.7% for international 

GAIN PROTECTSPEND®

Quarterly Equity Market Total Returns
Data as of: 12/31/2020 | Source: Bloomberg
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stocks (MXWDU).  How that can occur in the middle of a pandemic that has 
claimed the lives of over 350,000 Americans and almost 1.9 million people across 
the globe is difficult to square for many investors.  But our answer is simple - 
stimulus.  The overwhelming actions by monetary and fiscal authorities to support 
both markets and the real economy have allowed investors to look forward to a 
return to the pre-Covid state of affairs.  And in the fourth quarter, against that 
supportive backdrop, good news on both the public health and political fronts 
propelled markets to new highs.

U.S. politics drove price action early in the quarter
The first half of the fourth quarter was dominated by politics.  Investors oscillated 
between fears of a contested election, optimism over increased spending under 
a united Democratic government, and pessimism about the business-unfriendly 
policies such a Blue Wave could portend in the medium term.  In the end, almost 
any result was likely to cause markets to rally after the event risk passed, and 
investors cheered the results, adding fuel to the small-cap outperformance and 
propelling some of the beaten down sectors of the market, including value and 
Europe.  

Vaccine news reversed year-to-date trends
But arguably more important were the announcements from the vaccine 
developers in the weeks that followed.  Multiple vaccine technologies with efficacy 
above 90% exceeded even the most optimistic forecasts of market participants, 
bringing forward the timeline for the economic reopening that investors have 
been looking for since April.  Cyclical trades across the globe got a boost, and 
the winners, including mega-cap U.S. technology and large-cap growth, were 
shunned.  This trend change, unlike much of the factor volatility we have witnessed 
in the extreme market environment of the past year, was actually supported by 
shifts in the fundamentals.  In our view, November had the makings of a paradigm 
shift, not another positioning adjustment.  Assessing the nature of corporate 
fundamentals and economic trends as economies reopen, remembering that all 
back-to-normal trades are not the same, will be key in the new year.

Gain equity portfolio positioning
Horizon’s Gain equity portfolio maintained a full equity allocation throughout the 

quarter as markets added strongly to their gains since the 
March equity bottom. The quarter began with a slight 
overweight to international shares, especially European 
equities, and a tilt in favor of growth versus value on the 
domestic side.  The dominance of growth in the last few 
years has also gone hand in hand with an outperformance 
of large-caps over small-caps, but we realized that 
valuations and investor positioning had changed that 
dynamic.  As a result, we began the quarter with a smaller 
capitalization profile than we have had all year, expressed 
primarily through mid-cap exposure.

After the passing of the event risk around the U.S. election 
and the surprisingly positive news around vaccines, we 
rotated our portfolio to take advantage of a faster back-
to-normal than investors had anticipated.  Notably, we 
added direct small-cap domestic positioning, absent 
our portfolios throughout 2020 thus far, and trimmed 
our holdings in the large-cap domestic growth segment 
that had led markets so far this year.  Additionally, due to 

Equity Trends Reversed in Q4
Data as of: 12/31/2020 | Source: Bloomberg
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the rebound in European shares, we decreased our 
exposure, allocating to more attractive opportunities 
in emerging markets and Asia.  We ended the 
quarter neutral on value versus growth with a slight 
overweight to the U.S. and a smaller average market 
cap than global stocks, as well as overweight Asia 
versus Europe.

Gain equity contributors and detractors
Our biggest contributors to performance on the 
quarter were our smaller-cap domestic holdings, 
specifically mid-caps and small-size factor exposure, 
and emerging markets exposure. Broad international 
developed markets and exposure to domestic quality 
and momentum factors lagged on the quarter. 

Government bond yields steepen in Q4
The positive market environment in global equities 
extended to fixed income markets as well.  Globally, 
government bond yield curves gradually steepened 

throughout the quarter as economic growth continued to surprise to the upside.  
The U.S. yield curve showed noticeably more steepening pressure than in other 
markets, primarily due to supply concerns over future fiscal spending.  In contrast, 
European interest rates were held in check by a large easing package delivered 
by the European Central Bank in December.  The positive vaccine news did cause 
some volatility in long-term interest rates, adding additional fuel to the steepening 
trend.  However, bond yields ended the quarter lower than their post-vaccine 
highs, which we believe reflects the lower-for-longer policy stance due to the new 
monetary policy framework the Federal Reserve adopted in August.

Low yields drove credit spreads tighter
The paltry yields available on government debt continued to push investors into 
spread products in the fourth quarter.  These yield-seeking flows caused credit 
spreads to decline gradually throughout the quarter, ending the year just above 
pre-pandemic levels despite record levels of corporate bond issuance in both 
investment grade and high yield market segments.  The all-in yield on broad high-

yield bonds ended the year at record lows, and after 
adjusting for expected inflation, yields on investment 
grade corporate bonds are negative.  

Yield compression pushing investors  
into alternatives 
The low yields on first government and now 
corporate bonds continue to spark investor interest 
in alternative fixed income instruments.  In the fourth 
quarter, this dynamic caused preferred equities and 
convertible bonds to outperform high-yield bonds 
on a total return basis.  Other less-traditional fixed 
income market segments, including emerging market 
bonds and bank loans, strongly outperformed the 
broad U.S. bond market.  As the year came to a 
close, global negative yielding debt approached $18 
trillion; yield compression is set to continue even as 
economic growth rebounds in 2021.

All-Time Lows in Yields on High Yield Corporate Bonds 
Data as of: 12/31/2020 | Source: Bloomberg
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Last year’s fixed income performance is unlikely to be repeated
2020 brought stellar returns for broad fixed income indices despite the volatility 
early in the year.  Looking at the total return levels for the Bloomberg Barclays U.S. 
Indices, the broad bond market returned 7.5%, while investment grade corporate 
bonds did even better, returning 9.9%.  High yield corporate bonds lagged on 
the year, returning 7.1%.  Investors can primarily attribute those strong returns 
to the actions of the Federal Reserve and other global central banks, specifically 
cutting interest rates to zero and purchasing assets in massive quantities.  While 
that support is not going away in 2021, those actions have brought forward future 
returns and compressed the return potential for much of the fixed income universe.  

Gain fixed income portfolio positioning
Horizon’s Gain fixed income portfolio, managed 
through a tactical process designed to seek out 
opportunities in a broader fixed income universe 
than the traditional core-plus bond universe, was 
well-positioned for the market environment in the 
fourth quarter.  At a high level, we maintained 
exposure to a diversified set of alternative 
fixed-income market segments, balanced with 
a duration profile equal to or longer than the 
Bloomberg Barclays U.S. Aggregate Index (the 
Agg).  Additionally, we maintained an overweight to 
corporate versus government and securitized debt 
throughout the quarter.  

On a tactical basis, in terms of alternative fixed 
income exposure, we began the quarter with 
a preference for emerging market bonds and 
preferred equities.  Given the lack of economic 
clarity at the time, we balanced this exposure with a 

duration profile longer than the Agg.  After the positive election and vaccine news 
in November, we decreased our duration by trimming government bond holdings, 
bringing it roughly in line with that of the Agg.  We also increased credit exposure 
in some of our core holdings and rotated in favor of bank loans, convertible bonds, 
and high yield corporate bonds in our alternative holdings.  

Gain fixed income contributors and detractors
Once again, our non-traditional fixed income holdings contributed the most for the 
quarter.  Convertible bonds, emerging market bonds, and high yield debt were the 
biggest contributors. Allocations to medium- and long-term U.S. Treasuries, as well 
as some of our core holdings, lagged in the quarter.

Gain portfolio outlook
The Gain portfolios remain fully exposed to global markets as we continue to seek 
attractive risk-adjusted opportunities across equities and fixed income.  Despite the 
clarity market participants received in the fourth quarter around public health and 
politics, many challenges remain on the path to a normal economy.  Additionally, 
as consumption and work patterns evolve and policymakers are faced with more 
difficult tradeoffs after the acute stage of the crisis period has passed, there will 
be long-term winners and losers from this pandemic.  Our diverse research team 
and our flexible, systematic investment process should serve us as we navigate this 
changing landscape in 2021 and beyond. 

An Extraordinary Year for Bond Markets
Data as of: 12/31/2020 | Source: Bloomberg
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Strategy:

Horizon’s Protect portfolios entered the fourth quarter fully exposed to 
global equities, after weathering the brief equity market sell-off in early 
September without triggering any Risk Assist activity. Similarly, the late 
October sell-off in equities did not trigger any de-risking, leading the Protect 
portfolios to maintain their full exposure to equity markets throughout all of 
the fourth quarter. Maintaining exposure to a rising market is a key feature 
of Horizon’s Protect portfolios. Additionally, all portfolios ratcheted1 multiple 
times in the fourth quarter, establishing new levels from which to measure 
drawdowns and calibrate future de-risking activity. As the calendar turns 
to 2021, the Protect portfolios stand ready in their endeavor to capture 
continued equity market gains. 

While global equities lodged an exceptionally strong quarter, the internal 
trends were relatively volatile and driven by the positive vaccine and political 
catalysts in November. Domestic small-caps were the notable outperformer, 
a reversal of the trend in favor of large-caps that we have seen for the 
majority of the year. International equities also beat out domestic shares, 
with notable strength in emerging markets and Europe. And domestic value 
beat out growth, although large-cap technology, as proxied by the NASDAQ 
Composite, did manage to increase its year-to-date lead on the S&P 500. 

Protect equity portfolios positioning
Our underlying equity allocations in the Protect portfolios were similar to 
those in the Gain equity portfolio. Consistent with our standard portfolio 
practices, tactical tilts were expressed in a broader and less-focused manner 
than in the Gain portfolios.

The Protect portfolios began the quarter with less exposure to domestic 
growth and broader international positioning, as well as a more pronounced 
large-cap tilt, than in our Gain portfolios. Following the reallocation in 
November, the Protect portfolios tilted modestly toward smaller-caps and 
value on the domestic side. Internationally, positioning was fairly in-line 
with the benchmark, but did feature slight tilts toward emerging markets 
and Japan. Throughout the quarter, the Protect portfolios held low volatility 

1 A ratchet refers to the resetting of the target 
loss tolerance threshold for the portfolio 
to a new (higher) value. Typically, in normal 
markets, Risk Assist models ratchet with every 
3%-6% appreciation in the portfolio’s value. 

Objectives:
• Globally diversified
• Defaults to invested rather than de-risked 
• De-risking begins to take effect as drawdown approaches 5-8%        

Up Market Expectations:  
Seeks the expectations of our GAIN products with defined downside tolerance and 
potential for drag exists. 

Down Market Expectations:  
Will react similarly to our GAIN products for the first 5-8% of drawdown in global 
equity markets. Thereafter, de-risking actions are taken to help limit investor 
exposure to additional declines in global equity markets. These strategies use 
Horizon’s volatility forecasting to help guide de-risking speed and magnitude. 
Seeks to return to fully invested status as market conditions allow.

STAGE:

KEY DEMOGRAPHIC:   
Pre-retirees or investors with low 
risk tolerance  

KEY OBJECTIVE:   
Preservation of wealth

PURPOSE: 
Reduce risk when needed most

GAIN PROTECTSPEND®
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exposure, primarily to improve the interaction with the Risk Assist algorithm 
during shallow equity market drawdowns, such as in late October.

Protect equity contributors and detractors
The leaders and laggards in the Protect portfolios in the fourth quarter were 
similar to those in the Gain portfolios. Domestic mid-caps, domestic small-
size factor exposure, and emerging markets led, while broad international 
developed markets and domestic quality and low volatility factor exposure 
lagged on the quarter.

Protect fixed-income portfolios positioning
Fixed-income markets shared in the positive equity market sentiment in 
the fourth quarter, showing modest steepening pressure in government 
bonds and steady declines in investment grade and high yield corporate 
spreads. The positive vaccine news and passing of the event risk around the 
U.S. election did further reinforce yield-seeking behavior, pushing the yield 
available on broad high yield bonds to record lows by the end of the quarter. 
With low rates on both high quality and more speculative market segments, 
investors sought additional sources of return in alternative fixed-income 
instruments. Long-term bond yields ended the quarter below their post-
vaccine announcement highs, a likely reflection of the Federal Reserve’s new 
policy framework. 

Horizon’s fixed income positioning in the Protect portfolios was well-suited 
for the market environment present in the fourth quarter. Our overweight 
to corporate bonds and underweights to government and securitized debt 
was beneficial, and our allocations to a diversified set of alternative fixed 
income market segments were the main drivers of performance. Those 
alternative allocations were tweaked throughout the quarter, a reflection of 
our tactical investment process. We began the quarter with a preference 
for emerging market bonds and preferred equities, but shifted to lower 
duration holdings, including convertible bonds, bank loans, and high yield 
bonds in mid-November. 

We decreased our duration profile largely by trimming government bond 
holdings throughout the quarter, ending with a duration roughly flat to 
the Bloomberg Barclays U.S. Aggregate Index. Given the interest rate 
environment, we continue to look for attractive risk-adjusted opportunities 
outside of the traditional core fixed-income universe. 
 
Protect fixed-income contributors and detractors
Fourth quarter performance was driven by strength in our non-traditional 
fixed income holdings, specifically convertible bonds, emerging market 
bonds, and high-yield corporate debt. Our more conservative allocations to 
medium- and long-term U.S. Treasuries lagged on the quarter, as did some of 
our core holdings.

Protect portfolios outlook
As we put the difficult prior year behind us and look forward to 2021, our 
Protect portfolios are fully invested and prepared to capture potential market 
upside. With the prospect of life returning to something close to back-to-
normal this year, there is much optimism among market participants. But if 
2020 has taught us anything, it’s that market events can come thick and fast 
with little warning. As ever, the Risk Assist algorithm stands ready to de-risk 
the Protect portfolios in a systematic fashion if market conditions warrant, 
while maintaining the opportunity to continue to capture market upside. 
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Horizon’s Spend portfolios entered the final quarter of the year fully exposed 
to global markets after systematically re-investing in the summer as markets 
rebounded from the March lows. Due to the strong performance of global 
equities in the third quarter, all Spend portfolios replenished their spending 
reserves, beginning the fourth quarter at their maximum spending reserve 
levels. Additionally, there was no Risk Assist activity during the quarter, and all 
portfolios ratcheted1 in the fourth quarter, establishing new levels from which to 
measure drawdowns and calibrate future de-risking activity. As the calendar turns 
to 2021, the Spend portfolios stand ready in their endeavor to capture continued 
equity market gains to support the long-term spending needs of retirees. 

Spend portfolio positioning
The tilts toward equity markets continued to benefit the Spend portfolios last 
quarter. In the equity allocation, we once again decreased low volatility factor 
exposure and slightly lowered our international positioning, deploying those 
funds to increase our domestic large-cap growth exposure. That reallocation 
neutralized some of the value tilt in the portfolios and should serve to increase 
exposure to rebounding markets. Our debt allocation, with an overweight to both 
investment grade and high yield credit, remained unchanged in the quarter. 

Spend contributors and detractors
On the equity side, our allocations to the domestic small-cap low volatility factor, 
domestic mid-caps, and domestic large-cap value led on the quarter, while large-
cap low volatility factor exposure, both domestically and internationally, as well 
as domestic large-cap growth, were laggards. In our fixed income holdings, our 
high yield exposure led, while our core U.S. bond holding lagged.

Spend portfolio outlook
Heading into the new year, the Spend portfolios are fully invested in global 
markets and are positioned to continue capturing gains if markets extend their 
rebound from the March lows, while the Risk Assist algorithm stands ready 
to systematically de-risk the portfolios if market conditions warrant. Due to 
performance across the portfolios in the fourth quarter, the Spend portfolios 
were rebalanced back to their maximum spending reserve levels.   

Objectives:
• Globally diversified
• Embedded liquidity feature
• Embedded risk mitigation feature
 
Up Market Expectations:  
Regular distributions, adjusted annually for inflation.

Down Market Expectations:  
More conservative allocation due to bucket strategy, but still has global equity 
exposure to manage longevity and inflation risks. Can experience drawdown, but 
dual risk management features of bucket implementation and Protect feature 
designed to guard against catastrophic risk.

STAGE:

KEY DEMOGRAPHIC:   
Investors in retirement  

KEY OBJECTIVE:   
Distribution of wealth

PURPOSE: 
Longevity for retirement spending

GAIN PROTECTSPEND®

1 A ratchet refers to the resetting of the target 
loss tolerance threshold for the portfolio 
to a new (higher) value. Typically, in normal 
markets, Risk Assist models ratchet with every 
3%-6% appreciation in the portfolio’s value. 
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Ah, the holy grail! Easy, right? In the Preservation Stage 
of the investment journey, the primary desire of the client 
is to protect wealth from a devastating loss, like 2002 
or 2008. Because clients cannot always wait for volatile 
markets to recover (sometimes taking years), they choose 
the tradeoff of an expectation of a degree of loss certainty 
versus capturing all the returns of a recovering market. This 
interchange was perfectly illustrated in 2020. By March 
23, equity markets exemplified by the S&P 500, fell 34% 
from the February 19 peak and not only fully recovered 
but went on to make new highs by the end of the year. This 
type of “V”-shaped market can be confusing from a client’s 
perspective. Because while the planner explained the “lack 
of a holy grail,” they got the first part of 2020 right (limiting 
losses), only to drag and “lose” in the recovery. This “win/
lose” tradeoff can be confusing, and a fear of missing out 
can erode confidence in a longer-term plan.
 
Many preservation solutions (including Horizon’s) are varied 
- some designed to mitigate risk using options, while others 
de-risk with exposure to Treasuries, like the Risk Assist 
strategy. But often solutions achieving a “win” in the first 
part of 2020 would most likely have “lost” in the sharp 
recovery, based on their inherent design. So, the puzzle. 
Because there is no perfect strategy, but rather a series of 
planning tradeoffs, a few rules of thumb are helpful.
 
1. Time: What is the planning horizon? Generally, five to 

seven years. Typical planning in Preservation can be too 
short to recover potential losses as is often the case in 
pure accumulation strategies.

2. Volatility: Typically, Preservation strategies seek to find 
success in avoiding the largest losses, providing a client 
with a smoother investment ride.

3. Up/Down Capture: These types of strategies should 
capture less downside and less upside.

 

And while your client might not be looking for the “perfect” 
strategy, they perhaps need or desire preservation with a 
better or smoother upside. Here are a few considerations for 
a change:
 
1. Clients have experienced an almost “perfect” market 

for fixed income in the past. Be careful to trade equity 
drag for a scenario where interest rates either remain 
historically low or they go up creating losses for fixed 
income investing.

2. Clients may sell and buy at the wrong time. Preservation 
solutions are designed to help client behavior problems. 
Clients that panic and sell during a sharp decline, like 
the first part of 2020 yet never get back “in” during 
a recovery, can get the worst of both. Preservation 
solutions can help keep clients engaged in difficult 
markets that otherwise might compound mistakes.

3. Clients might simply not understand the tradeoffs 
associated with Preservation strategies.

 
We know Preservation is important. In fact, in Horizon’s 
2020 Annual Advisor survey, 86% of respondents said 
protection strategies are top of mind. No surprise. Clients 
that have accumulated wealth or simply have been rewarded 
for sticking with their investment plans care about having 
a better understanding of the downside risk of their 
investments. However, there is no “holy grail” solution, 
which introduces a puzzle of tradeoffs that the advisor and 
client need to solve together. 

The Preservation Puzzle: 
When to Change
We know that in Preservation, clients either 
ask or at least ponder: What product gives 
me all the upside and no downside?
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The commentary in this report is not a complete analysis of every material fact in respect to any company, industry, or security. The opinions expressed here are not investment 
recommendations, but rather opinions that reflect the judgment of Horizon as of the date of the report and are subject to change without notice. This information is for 
educational use only and should not be considered financial advice. Information has been obtained from sources believed to be reliable, but its accuracy and completeness 
are not guaranteed.  Past performance is no guarantee of future results. Horizon Investments does not provide tax advice, and all investors are strongly advised to consult with 
their tax advisers regarding any potential investment. Certain transactions give rise to substantial risk and are not suitable for all investors. The investments recommended by 
Horizon Investments are not guaranteed. There can be economic times where all investments are unfavorable and depreciate in value. Clients may lose money.

We do not intend and will not endeavor to provide notice if and when our opinions or actions change. Horizon Investments is not soliciting any action based on this document. 
This document does not constitute an offer to sell or a solicitation of an offer to buy any security or product and may not be relied upon in connection with the purchase or 
sale of any security or service.  

The awards shown above are not indicative of future performance and may not be representative of any one client's experience because they reflect an average of all, or a 
sample of all, the experiences of an adviser's clients. Please see important additional information at horizoninvestments.com/awards

Visuals included are for illustrative purposes only and should not be considered a guarantee of success or a certain level of performance.

This document does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients. 
Contact us for a comprehensive list of securities recommended for strategies described herein.

RISK ASSIST® is NOT A GUARANTEE against loss or declines in the value of your portfolio; it is an investment strategy that supplements a more traditional strategy that 
supplements a more traditional strategy by periodically investing assets in a portfolio of securities with fixed-income exposure based on Horizon Investments’ view of market 
conditions.

Asset allocation models are subject to general market risk and risks related to currency fluctuations and economic conditions. Future returns are not guaranteed, and a loss 
of original capital may occur. Accounts with RISK ASSIST® are not fully protected against all loss, and when the portfolios are exposed to fixed-income securities they may 
underperform accounts that do not have the RISK ASSIST® feature. There may be economic times where all investments are unfavorable and depreciate in value. Clients 
may lose money.

The Real Spend® retirement income strategy is NOT A GUARANTEE against market loss and there is no guarantee that the Real Spend® strategy chosen by an investor will 
lead to successful investment outcomes for part of, or for the entirety of an investor’s retirement. This strategy is not an insurance product with payments guaranteed. It is a 
strategy that invests in marketable securities, any of which will fluctuate in value. Before investing, consider the investment objectives, risks, charges, and expenses of the 
strategy. Keep in mind investing involves risk. The value of an investment will fluctuate over time and will gain or lose money.

Horizon Investments, the Horizon H, Gain Protect Spend, Risk Assist and Real Spend are all registered trademarks of Horizon Investments, LLC.

© 2021 Horizon Investments, LLC. HIM012021

This information is not complete without the following: horizoninvestments.com/awards/

Horizon Investments 
is honored to receive 
industry recognition. 

We are grateful to you, 

the financial advisors who 

choose Horizon for your 

goals-based investing 

needs. And we gratefully 

accept these awards on 

your behalf.

866.371.2399
horizoninvestments.com


