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STRATEGIES

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. 


