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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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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®



Q4 2020 Quarterly Report  |  page 15

STRATEGIES

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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Strategy:

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. 


