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Going into 2019, a strong late-cycle narrative 
dominated among investors due to two factors: 
(1) one of the longest expansionary periods in 

U.S. history and (2) an overly hawkish Federal Reserve that 
entered last year expecting to hike rates four times, which 
didn’t happen. So while 2019 was an extremely strong 
year for markets, it occurred in a defensive fashion and 
with underweight positioning from investors, institutional 
and retail alike.

Now, a year later, concerns that the length of this 
economic cycle means a recession is at-hand have only 
grown louder. Ultimately, we think these concerns are 
overblown. Instead, we see a global economy in mid-
cycle due to four main factors:

1. Accommodative monetary policy
2. Resolution of 2019 “known unknowns”
3. Expansionary fiscal policy
4. Strength of the U.S. consumer

But what about those late-cycle arguments — especially 
that this expansion has lasted for so long — do they hold 
water? Answering that means taking a closer look at what 
an economic cycle is and isn’t.
 
WHAT IS AN ECONOMIC CYCLE?
If you’re thinking this seems like too basic of a question, 
keep in mind that advisors who are newer in their careers 
have never worked through a full cycle or experienced a 
market like 2002 or 2008 before [Figure 1].

Generally speaking, a cycle describes the fluctuation 
of the global economy between periods of growth 
and recession. The entire cycle is marked by four 
stages: Trough, Expansion, Peak, Recession. Typically, 
economists look at factors such as interest rates, GDP, 
and consumer spending to gauge where in the cycle 
we are. Why does understanding where we are matter? 
Because it can impact how investors answer that nagging 
question: Is this the right time to invest?

FIGURE 1 Source: Bloomberg, data as of 12/31/19

2020: A New Decade & Still 
Not Late Cycle

United States Gross Domestic Product (GDP) QoQ
 Periods of recession  Periods of growth
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BUT IT’S LASTED SO LONG!
One of the loudest arguments for late-cycle is that the 
current expansion has lasted so dang long, it couldn’t 
possibly last for much longer. “The end is nigh,” bearish 
pundits insist. So the question is, are we at the end of a 
10-year run or is this a longer cycle? The reason it feels 
like a long time just might be because we’re living it every 
day — but if you look back, bull cycles have persisted for a 
long time without meaningful corrections [Figure 2].
 
As the late-cycle stampede grows louder, it may be 
worth remembering that it’s precisely times like this when 
the market tends to reward those who zig while everyone 
else zags. Instead of blindly heeding the Chicken 
Little-esque caution of the crowd, we encourage critical 
analysis of the data.

MONETARY BACKDROP
Typically, economic cycles end as inflationary pressures 
cause central banks to hike rates too swiftly, zapping 
credit to the economy and causing a recession. At the end 
of 2018, anxiety that central banks could further raise rates 
into 2019 had started to choke off growth, igniting fears of 
a recession.
 
In the end, additional hikes didn’t happen. Instead, 
inflation has been calm across the globe and by mid-2019 
central banks had reversed course and cut rates [Figure 3].

The Fed, taking out insurance against a potential 
slowdown and explicitly likening their actions to interest 
rate cuts in 1995 and 1998, delivered a total of three 
interest rate cuts last year. That policy was mirrored by 

Long bull cycles have happened before
FIGURE 2 Source: Bloomberg, data as of 12/31/19

S&P 500 Index - Last 75 Years
 Positive Years  Negative Years

FIGURE 3 Source: Bloomberg, data as of 11/30/19

Cumulative Global Central Bank Rate 
Change, GDP Weighted

GDP Weighted World Manufacturing PMI

FIGURE 4 Source: Bloomberg, data as of 11/30/19
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central banks across the 
globe, with Horizon’s 
measure of the global 
short rate declining by 56 
basis points over the past 
year. Because monetary 
policy works with a lag, 
we believe this stimulus 
will find its way into the 
global economy in 2020.
 
Late-cycle proponents 
have also pointed to 
the slowdown in global 
manufacturing and the 
weakness some global 
economies experienced 
as a result. There’s no 
denying that global 
manufacturing data has 
been weak, having been 
in decline for much of the 
past two years [Figure 4]. 

Why, then, do we believe 
we’re not late-cycle but 
in the middle of a longer 
cycle? Because as a 
result of global monetary 
easing, we’ve started 
to see manufacturing 
inflect upwards as of 
late 2019. Again, due 
to the aforementioned 
lag effect, we expect a 

tailwind for most of 2020.
 
KNOWN UNKNOWNS
Another big area of 
concern for market 
participants in 2019 
was the set of “known 
unknowns” facing the 
global economy. The 
primary area of 
concern was the 
then-unresolved 
U.S.-China trade 
war [Figure 5]. 
Others included 
Brexit in the U.K., 
concerns over 
Fed policy, and 
the prospect of 
impeachment in 
the U.S. 

We see each 
of these issues 
working their way 
out in a pro-growth 
way in 2020, if not 
resolved altogether early 
in the year. In fact, the 
potential for a positive 
end to the trade war 
through de-escalation 
has led to an improving 
global outlook [Figure 6]. 

Leading Economic Indicators — U.S., China, and Europe

FIGURE 6 Source: Bloomberg, data as of 12/31/19

FIGURE 5 Source: Horizon Investments

Unresolved U.S.-China Trade War
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And, as we move into 2020, the further lifting of 
uncertainty around the exact details of the trade 
agreement and other major global economic issues, 
including the most recent conflict with Iran, doesn’t 
support the late-cycle narrative.

FISCAL POLICY
Governments can directly impact growth, at least in the 
short term, by their fiscal policy stance.  The backdrop 
entering 2020 is supportive for growth, with the U.S. 
currently running an unusually expansionary fiscal policy. 
One can debate the long-term impact of record fiscal 
deficits amidst an economy at full employment — but in 
2020, at least, it should be positive.
 
Add to that the fiscal stimulus China is delivering to its 
economy, as well as announced fiscal expansions from 

Japan, India, and the U.K., and it seems that almost 
every major economy is running an expansionary fiscal 
policy — that’s definitely not characteristic of a late-cycle 
phase [Figure 7]. And we expect the lagged effect of this 
stimulus to provide a tailwind through 2020. 

THE CONSUMER
Another factor that suggests we’re mid-cycle rather 
than late is the strength of the U.S. consumer. Consumer 
behavior has been starkly different during this expansion 
than previous ones. Savings rates have gone up and debt 
service is at an all-time historic low, whereas during other 
expansions we saw consumers lever up [Figure 8]. 

Right now, employment (the Labor Force Participation 
Rate having reached a high of 82.9% in December 2019), 
wages, leverage and the comfort level of the consumer 

FIGURE 7 Source: Bloomberg, data as of 11/30/19

FIGURE 8 Household savings & debt run counter to historical trends. Source: RBC Capital Markets, data as of 12/31/19

  Bloomberg Euro-Area 
Credit Impulse

  Bloomberg China  
Credit Impulse

  Bloomberg U.S.  
Credit Impulse

Global Credit Impulse

Savings Rate During Economic Expansions
(expansion start = 1)

HH Debt Service During Economic Expansions
(expansion start = 1)
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The big question investors face right now is whether to follow the herd — or not. 

Are you going to listen to the bearish pundits who say this market run couldn't 

possibly continue simply because it's gone on for so long? Or are you going to 

critically examine the data in front of you to decide what you think is best for you 

and your clients? While it can be difficult to break away from the herd, investors 

would do well to remember what General George S. Patton once said, “If everyone 

is thinking alike, then somebody isn't thinking.”

What does this mean for you?

horizoninvestments.com P.9

are all positive, arguing strongly against late-cycle 
here in the U.S. and globally. We think the health of 
the consumer is an underappreciated story, and that 
combined with global easing, it could prove a powerful 
positive heading into 2020.
 
WHAT DOES THIS MEAN FOR MARKETS?
That’s the million-dollar question. While we don’t have 
the “easy” starting place for asset prices that we did 
entering 2019, 2020 is likely to be a fairly strong year for 
equities. Investor positioning was bearish for all of 2019, 
and while it’s starting to hit more neutral levels, if our 
more positive thesis plays out, there should be plenty 
of opportunity for this positioning to extend in 2020. 
Within the U.S., this means defensive shares that led the 
way in 2019 may have a more challenging year relative 
to broad equity indices. In contrast, the more beaten-
down cyclical areas of the market should potentially do 
well in 2020. 
 
A more positive global economic outlook than currently 
perceived may also set up an interesting opportunity 
in non-U.S. equities. These markets are more levered 
to global economic growth and were out of favor with 

investors for most of 2019. If global growth ticks up 
in 2020, it’s likely that the U.S. dollar will come under 
modest downward pressure, which would provide a 
tailwind to foreign equity markets. 
 
In terms of fixed income, we believe accommodative 
monetary policy and expansionary fiscal policy should 
tend to offset each other in 2020. Interest rates can go 
modestly higher from these depressed levels, but we’re 
unlikely to see a big move in duration like 2019 brought. 
Credit spreads are tight across the board. While they’ll 
probably remain so, we’d rather look to more equity-like 
fixed income areas, such as preferreds and convertible 
bonds, to add risk in fixed income. Overall, we think 
2020 should be another good year for equities and an 
average one for fixed income.
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The US Presidential election
In the U.S., the Presidential election in November could be 
problematic for asset markets, especially if investor positioning, 
currently improving from depressed levels, continues to extend 
in 2020. Investors are wary of the idea of a possible Democratic 
wave in the upcoming election, at least in terms of the economic 
impact it could have. Investors, retail and institutional alike, 
are concerned with the possibility of a Warren nomination or 
Presidency due to her progressive tax proposals, which would be 
onerous for both individuals and corporations [Figure 9]. More 
recently, the probability of a Warren nomination has started to 
fall off, but we’ll be watching the first Tuesday in March, Super 
Tuesday, very closely.  

Corporate earnings
Both 2018 and 2019 showed that earnings and market 
performance don't always go hand in hand. While 2018 was 
a strong year for earnings, markets were down. Then in 2019, 
when markets were up, earnings were flat. The concern right 
now is that multiples don't have as much room to expand from 
these levels. With valuations being so high, we’ll be keeping a 
close eye on earnings to see if companies can deliver the growth 
needed to drive strong market performance in 2020 [Figure 10].

Global, geopolitical risks
Globally, a handful of major issues come into focus. The U.S.-
China trade dispute is likely to remain a back-burner issue for 
markets, now that a Phase One deal has been signed. But if 
the past is prologue, it could flare up again at any moment. 
Geopolitical risk is often unforecastable. With respect to 
the situation with Iran, we don’t believe further escalation is 
probable. We see Iran’s standing down and Trump’s press 
conference following the retaliatory attacks on U.S. military bases 
in Iraq as a decisive de-escalation. Of course, there’s always 
room on either side for a policy misstep.
 
One interesting market observation we made relative to the 
Iranian situation was that asset classes didn’t agree with each 
other as the situation unfolded. Stocks and oil prices reflected 
fear of an impending war, but foreign exchange rates and 
volatility markets didn’t. This sharp divergence can be an 
indication that, overall, the market is likely to look through it. And 
history has tended to smile on people who’ve been able to stay 
invested through episodic conflict, especially in the Middle East.
 
Inflation
Another outlier to watch for in 2020 is a return of inflation. With 
expansionary fiscal policy across most of the globe and very low 
interest rates, there is a remote chance that inflation, long left 
for dead, could surprise to the upside in 2020. This is not our 
base case by any means, but it’s important to note because it 
would cause a major shake-up in asset markets and subsequent 
investment performance.  

WHAT STILL KEEPS US UP AT NIGHT?
There are a few areas we’re watching for surprises in 2020.

Source: JPMorgan Asset Management, as of 12/31/19

Source: Bloomberg, as of 12/31/19

FIGURE 10  2019 Changes in Equity Valuations 
 YTD Return  YTD PE % Change

FIGURE 9  Progressive Tax Increases 
Annual Federal receipts % of GDP
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The path an investor 
commonly encounters 
along the financial journey l i fespan

wealth 
curve

A s a goals-based investment manager, our 
frame of reference is unique and different from 
other asset managers. Because we’re focused 
on the individual, not the institution, the lens 

through which we evaluate things like risk and market 
performance is influenced by the questions you’re 
trying to answer for your clients:
 

• How do I grow wealth?
• How do I preserve or protect wealth?
• How do I not run out of money?

 
And, of course, there’s that most frequently asked 
question: Is this the right time to invest?
 
The truth is, the answer to the last question is going 
to vary from client to client. Despite all of the rhetoric 
about whether this economy is late-cycle or mid-cycle, 
as an advisor, you know that the most important cycle 
is the planning cycle — and where on the wealth curve 
your client is relative to their goal.

The biggest factor you need to consider when planning 
for your client is the time component associated with 
the goal they’re trying to achieve. Depending on how 
much time they have to achieve their goal, and what 
stage of the wealth curve they’re in — gain, protect or 
spend — you have to think about portfolio construction 
and risks differently [Figure 1].
 
For example, if your client has a child who is headed 
off to college in two years and their 529 is maxed out, 
is it the right time for them to invest in equities? No, 
probably not. But if your client is 20 years out from 
retirement, they have more time to take on the equity 
risk. Then, as they get closer to taking income, it 
becomes more about asset preservation and 
how to protect what they’ve earned 
using some type of risk mitigation. 
Finally, in distribution, it’s all 
about how to invest in a 

way that their money is going to last for the amount of 
time they need it.
 
Goals-Based Investing and Goals-Based Planning™ 
enable you to assess a client’s Goals-Based Risk 
Score more accurately and then make practical 
planning decisions, even in the face of an abstruse or 
institutional-focused concept like late-cycle investing.
 
And if you have a client who’s anxious right now, and 
you can’t move them out of that place, or if after looking 
at the data you think economic indicators are more 
tenuous than we do, there is still a way to try to achieve 
gains in the market using strategies that offer equity 
exposure with some level of risk mitigation. You may not 
capture all of the upside, but you can still potentially 
capture meaningful upside with some downside 
protection or protection against catastrophic loss.
 
The bottom line is, when you focus on the planning 
cycle and making decisions that consider the time 
constraint of the client’s goal, the different risks 
investors face at each stage of the wealth curve, and 
your client’s behavioral tolerance or appetite for risk, 
you’re in the best position to help your client achieve 
their financial goal regardless of what stage of the 
economic cycle we’re in.

THE IMPORTANCE OF PLANNING: 

The Economic Cycle and 
Goals-Based Planning™

horizoninvestments.com P.11
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The focus will feature financial advisors who will share insight 
into how they built practices using a goals-based framework.

ADVISOR
SPOTLIGHT

30-year financial industry veteran Regina 
Quirk, co-owner of  Strategic Financial 
Services in Massachusetts, has always been 
a problem-solver who loves people. That’s 
not hyperbole — from the moment you meet 
her, her energy, warmth, and compassion 
for her clients are palpable. Horizon sat 
down with Regina to explore what’s unique 
about her approach. In our interview, she 
talked candidly about the frequent joys (and 
occasional challenges) of being a financial 
advisor today.

What differentiates your approach with clients?
“We’re holistic and believe in the power of goals-based 
planning.” Regina’s approach is driven by her passionate 
commitment to going on the journey together with her clients. 
She and her colleagues spend a huge amount of time in 
discovery getting to know their clients before creating a plan. 
“Just as your physical health is improved by having a relationship 
with a doctor you trust,” says Regina, “who knows your history 
and who can follow you over time, financial health is the same. 
We have to diagnose and prescribe the right solutions for the 
problems that clients face.  We can only do that if we truly know 
them over time.”

Regina believes that to realize the best version of yourself, you 
have to invest in yourself.  “I like to help clients see that they 

Regina Quirk
Financial Advisor
Strategic Financial Services
www.strategicnorwell.com
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can do it — whether that’s to retire, buy a second home or 
save for something. Sometimes people don’t always believe 
in themselves or their ability to achieve their goals. I’m here 
to help them realize what’s possible. That means I can’t 
just create a plan and walk away. I’m there to give them the 
expertise, support, and encouragement they need at each 
step to follow through on that plan.”

She feels especially privileged to work with widows and 
widowers. “Because of my own life experiences, I relate to 
their struggle emotionally. I want to help them make sense of 
their new financial reality, which may be overwhelming or just 
unfamiliar to them. I have tremendous empathy for them and 
want to be able to help them, to hold their hand through the 
process, and take away the fear and anxiety that can come 
with walking through the door.”

What one thing do you see clients struggle with most?
“It’s 100% the behavioral aspect of staying focused on your 
personal wealth goals and not the market’s performance, 
especially in down markets.” A goals-based approach, says 
Regina, makes it easier for her to manage expectations. 
“Because we’re concerned with achieving their goal and not 
performance, it’s easier to refocus clients when distractions 
arise or markets are down.”

Regina is focused on continually educating herself and 
her clients. She encourages advisors to get out in front of 
negative news or market moves to keep clients calm and 
focused on their goal — not the headline:

“Otherwise, clients get nervous. If they don’t hear from me 
often or early enough, they can panic. I liken it to how a 
doctor’s office might notify you in a measured way about a 
flu epidemic. They’ll encourage you to get a flu shot, but also 

stop you from panicking or imagining an apocalyptic scenario 
in the absence of the real story or the facts.” 

What’s the best thing about being an advisor today? 
“Hands down, it’s that I have the chance to shape people’s 
lives in a positive way.  I really do love what I do,” she says. 
Regina is especially passionate about estate planning, 
where she’s able to bring together a team of tax and legal 
professionals to work on building a solid foundation from 
which to plan. She wants to empower her clients to help them 
realize both their life goals and legacy aspirations. “Some 
clients who’ve worked really hard want to bounce their last 
check, while others drive the same car for 20 years and leave 
behind $10 million estates.” Regardless of what the goal is, 
Regina wants to help clients make a conscious decision — and 
not avoid making a decision altogether — when it comes to 
how they want their money to be used during their lifetime 
and beyond.

The toughest? 
“Not trying to time the market or chase performance,” which 
Regina believes has made helping people understand the 
value an advisor brings even more critical.

What’s happening in the industry right now that  
excites you?
“Wealth transfer.” Excited by the opportunity to work with the 
next generation, Regina finds it especially gratifying to see the 
results of her partnership with clients and their families over 
the long term. That’s just one of the reasons she likes goals-
based investing — she sees it as a good fit for generational 
wealth management.  

"Sometimes people don’t always believe in themselves or 
their ability to achieve their goals. I’m here to help them 

realize what’s possible."

horizoninvestments.com P.13
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T he fourth quarter capped off an outstanding year 
for markets across the board. Domestic equities, 
as measured by the S&P 500, rose 31.49% in 2019. 
International equities lagged domestic shares by 

about 10% last year, returning 21.54% (S&P Global Ex-
US BMI). Emerging market equities did a bit worse on a 
relative basis than their developed counterparts, returning 
18.42% (MSCI EM) in 2019. Within the U.S., as measured by 
their respective S&P indices, value equities slightly edged 
out growth on the year. In the fixed income markets, the 
benchmark 10-year U.S. Treasury rate fell 77 basis points 
over the course of 2019, while the 2-year Treasury rate, highly 
sensitive to Federal Reserve policy, fell 92 basis points. 
This fall in rates led to a total return for long-term U.S. debt 
of 15.09% (ICE U.S. Treasury 20+ Year) over the past year. 
Spreads on riskier debt issued by both investment-grade 
and high-yield corporations fell steadily on the year, helping 
propel the benchmark Bloomberg Barclays U.S. Aggregate 
Index to a yearly total return of 8.72%.

Market leadership shifted in Q4
Considering only the strong yearly return numbers quoted 
above as a guide, one might naturally assume that the best 
places to have been invested in Q4 were the equity and 
long-term government debt markets in the U.S. — but that 
wasn’t the case. Against the trend in place for the rest of 
the year, international equities, as measured by the S&P 
Global Ex-US BMI, returned 9.19%, slightly besting the 
9.07% return of the S&P 500. Emerging market equities did 
even better in the fourth quarter, returning 11.84% (MSCI 
EM). Domestically, value equities outpaced their growth 
counterparts by 1.61% on the quarter. And long-term U.S. 
Treasuries? They fell 4.24% in Q4, while the broad-based 
U.S. Aggregate Index rose 0.18%.  While the fourth quarter 
was a good one for markets, the trends that had been in 
place for the year just didn’t hold. In fact, it paid to do the 
opposite. So the question is, what changed?

US-China trade resolution in sight
Two main events in the fourth quarter drove market 
performance and led to a shift in market leadership. The first 
event that impacted asset prices was the announcement 
of a “Phase One” trade deal between the U.S. and China, 
signaling an end to the escalation investors had been 
digesting since May. Early in the quarter, optimism in 
markets grew due to positive rumblings from both sides. 

It was clear both sides were working toward an agreement 
to halt further escalation. Sure enough, on October 11th, 
President Trump announced a deal to be signed by both 
parties at an economic summit in Chile in November. That 
announcement came in advance of the actual deal, which 
ended up eventually being signed by both parties at the 
White House on January 15, 2020. The market, likely aided 
by underweight investor positioning and skepticism from the 
discretionary investment crowd, weathered the U.S.-China 
trade tensions well and rallied in steady fashion with few 
pullbacks over the quarter.

As the December 15th deadline for additional tariffs on 
Chinese exports approached, equities climbed the wall 
of worry amid creeping doubts that the deal would prove 
elusive once again.  After conflicting news reports in the 
days prior, ultimately a “Phase One” deal was announced. 
For the first time in the 2-year trade conflict, tariffs on 
existing Chinese exports decreased. The tariff that had 
been placed on approximately $125 billion in Chinese 
goods in September 2019 was halved from 15.0% to 7.5%. 
Furthermore, reports emerged that both sides would begin 
discussing a “Phase Two” agreement, likely accompanied by 
the additional removal of existing tariffs.   

Monetary policy supports markets 
The actions of the Federal Reserve, and to a lesser extent 
other central banks around the world, were the second 
major market driver in the fourth quarter of 2019. After 
already lowering interest rates twice in 25-basis-point 
increments, the Fed decreased interest rates a further 25 
basis points in October. The statement accompanying its 
decision, and later comments from Fed officials, signaled 
that they’d provided the needed support via lower 
interest rates to sustain the current economic expansion. 
Furthermore, the Fed began expanding its balance sheet 
through the purchase of U.S. Treasury bills to ease tight 
liquidity conditions and to ensure the effective transmission 
of monetary policy to the real economy. The predicted 
path of interest rates and the balance sheet management 
policies of the Fed had previously been the source of volatile 
and divisive communication issues in late 2018 and early 
2019. The fact that both issues were definitively sorted out 
in the last quarter appeared to inspire investors’ faith that 
monetary policy would help to propel global growth after 
two years of deceleration.  

Q4
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In addition to the actions from the Fed, other global central 
banks added monetary stimulus in the fourth quarter. After 
declining 35 basis points between May and September 
of this year, Horizon’s measure of the global short interest 
rate fell just 19 basis points in the fourth quarter, the bulk of 
which occurred in October. With the Fed firmly on hold and 
other central bankers more upbeat about growth prospects, 
markets are getting the message that interest rates are 
not likely to spiral ever downward. The effectiveness of 
negative rates, most notably in Europe, is actively being 
questioned by not just investors but also central bankers 
and other government officials. That marks a big change 
from prior orthodoxy. In December, the Riksbank (central 
bank of Sweden) hiked rates 25 basis points solely to return 
rates to zero percent, fearing that the costs of negative 
rates, like market distortion and a drag on bank profitability, 
outweighed the benefits. Investors cheered this practical 
thinking from a cadre of officials who had until then 
expressed absolute faith in their economic models.  

The yield curve back to normal again?
The combination of a path forward on the U.S.-China trade 
dispute and confidence from central bankers that they’d 
done enough to support growth had a powerful effect 
on market psychology. In Q4, this optimism showed itself 
most notably in the yield curve, as measured by the spread 
between the U.S. 2-year and 10-year Treasury rates [Figure 
1]. Recall that in August, the yield curve inverted. Because 
this uncommon occurrence has often preceded recessions, 
the news media seized on the story with vigor, predicting 
an end to the 10-year expansion we’ve been experiencing 
in the U.S. We cautioned against that interpretation, and 
indeed the yield curve steepened gradually but consistently 

in the fourth quarter, ending the 
year at its steepest level since 
October 2018.  

The steeper yield curve set off a 
broader discussion throughout 
the quarter. Every investment 
committee was wondering if 
this was the beginning of the 
rotation away from U.S. equities, 
particularly defensive and 
secular growth names, into the 
more cyclically exposed portions 
of the global equity markets like 
domestic value and emerging 
markets. Even investors parked 
in negative-yielding sovereign 
debt got the message that 
it may turn out to be a poor 
investment. After peaking 

around $17 trillion in August, the total value of negative-
yielding debt across the globe fell throughout the quarter, 
ending the year at only $11.27 trillion [Figure 2]. At this point, 
it may be too early to tell if this is just a blip in the trends of 
the past year or the beginning of a longer-term rotation. But, 
in this last quarter, markets certainly acted like the latter.  

FIGURE 1 U.S. Treasury Yield Curve, 2yr - 10yr
Source: Bloomberg, Data as of 12/31/19

FIGURE 2 Market Value of Negative Yielding Debt
Source: Bloomberg, Data as of 12/31/19
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Horizon Strategies

Objectives:
• Global diversification 
• Tilts between international and 

domestic
• Designed to deliver a Beta 

range between 0.80 and 1.20 to 
global equity markets

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

Stormy 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.” 

Seek capital gains through active asset allocation 
STAGE: GAIN

The focus of the quarter was on the easing of trade tensions and a 

nascent bottoming in the outlook for global growth. After getting off 

to a shaky start in early October, global markets rallied steadily through 

the quarter with very few shallow pullbacks. For the first time since the fourth 

quarter of 2018, global equities, as measured by the S&P Global BMI Index, 

outperformed domestic shares, as measured by the S&P 500 Index. Further 

signs of the risk-on tone are evident in the outperformance of emerging market 

equities, with the MSCI Emerging Market Total Return Index up 11.84% for the 

quarter, and the fall in price of long-dated U.S. Treasury bonds (-4.24%; ICE U.S. 

Treasury 20+ Year).

Gain portfolios were positioned to benefit from the positive environment for 

financial markets during the fourth quarter. As discussed, it was a strong quarter 

for risk assets, although there were a number of fairly sharp rotations in equity 

leadership that impacted the equity portion of the portfolios. On the equity 

side, we entered the quarter overweight domestic equities, with a modest 

preference for growth over value and a relatively neutral stance on small-cap 

and mid-cap shares.  

As the fourth quarter progressed, we made some changes to our equity 

positioning, including:

• Increased total international exposure to overweight and included new 

focused positions in Japanese and European equities.  

• Increased our emerging market exposure.

• Shifted our preference for growth at the beginning of the quarter in favor of 

value, ending Q4 with a modest overweight to value.

• Increased our preference for large-cap shares throughout the quarter, 

ending the year with no specific small- or mid- cap positions in the portfolio.
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Q4 2019
10 Year  

Annualized

CPI 2.30% 1.78%

World GDP 1.99% 3.07%

US GDP 2.10% 2.24%

10 Yr Yield 1.92% 2.36%

VIX 13.78 17.09

S&P 9.07% 13.56%

DJIA 6.67% 13.40%

Russell 2000 9.94% 11.83%

ACWI 9.07% 9.37%

EAFE 8.21% 6.00%

Emerging Markets 11.92% 4.04%

Gold 3.04% 3.30%

Oil 12.93% -2.59%
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Global Market Indicators

Inflation Data as of 12/31/19
Global GDP Data as of 12/31/19
US GDP Data as of 9/30/19
All Other Data as of 12/31/19
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

• As we increased risk, we maintained balance in the 

portfolio by allocating to some more defensive 

holdings. We rotated those over the quarter 

as defensive leadership shifted, starting in low 

volatility and dividend holdings and ending with a 

quality tilt.

Over the quarter, the allocation to large-cap domestic 

stocks, specifically value and technology shares, 

contributed the most to the equity portfolio’s 

performance. Positions in domestic quality and broad 

international developed holdings also contributed 

positively to performance. In contrast, allocations 

to domestic mid-caps, currency-hedged Japanese 

equities, and domestic dividends acted as a drag on 

performance on a relative basis.

In the fixed income portion of the Gain portfolios, we 

maintained our preference for the riskier segments 

of the market, a decision that benefited the portfolio 

as risk abated throughout the quarter. The biggest 

contributors to performance for the quarter were high-

yield bonds, emerging market local currency bonds, 

and investment-grade corporate bonds. The biggest 

detractors were medium-term U.S. Treasuries, a tactical 

credit holding, and short-term high-yield bonds.  
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Risk Assist® portfolios returned to fully invested status early in the fourth 
quarter. As noted previously, this past quarter was a strong one for 
global markets with little volatility, so there was no de-risking activity in 

the portfolios throughout the quarter. All portfolios experienced ratchets* as 
markets rose and are now fully invested going into 2020.

The Risk Assist portfolios began Q4 with a similar allocation as the Gain 
portfolios and followed the general evolution of positioning throughout the 
quarter. It’s worth noting that allocations were generally less focused and 
concentrated than in the Gain portfolios:

• International exposure was slightly less than in the Gain equity portfolio 
and implemented in a broader fashion without region-specific positioning.

• As we shifted from a growth bias to a more value tilt, we did so with a less 
pronounced fashion than in the Gain portfolios.

• Our defensive holdings included core domestic and international low 
volatility holdings, in addition to the more defensive allocations in the 
Gain equity portfolio.

Over the quarter, the allocation to broad international equities contributed 
the most to the performance of the equity portfolio. Large-cap domestic 
stocks — including value, growth, and quality allocations — also contributed 
to returns. In contrast, allocations to domestic small- and mid- caps, as well as 
low volatility international holdings, acted as a drag on relative performance.

We continue to overweight credit and other more equity-like segments of 
the fixed income market in the bond portion of the Risk Assist portfolios. Our 
allocations to high-yield bonds, emerging market local currency debt, and 
investment-grade corporate credit were the biggest contributors to quarterly 
performance. The biggest detractors were medium-term U.S. Treasuries, a 
tactical credit holding, and short-term high-yield bonds. 

Objectives:
• Globally diversified
• Defaults to invested rather than 

de-risked 
• De-risking begins to take effect 

as drawdown approaches 8%        

Sunny Expectations:  
Seeks the expectations  of our 
Gain products with defined 
downside tolerance and 
potential for drag exists. 

Stormy Expectations:  
Will react similarly to our 
Gain products for the first 
8-10% 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.

Seek capital preservation during catastrophic markets
STAGE: PROTECT

* WHAT IS RATCHETING? In Risk Assist®, the loss tolerance threshold is designed 
to rise as the portfolio value grows. Called "ratchets," these typically occur every 3-5% of 
appreciation and are designed to be established at least every 12 months. 
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The Real Spend® models began the fourth quarter with the full 
spending reserve. There was no Risk Assist activity on the Real Spend 
portfolios last quarter. Due to the strong rally in global markets and 

the portfolios’ tilt toward equities, at the end of the quarter all Real Spend 
portfolios were rebalanced back to their maximum spending reserve levels.

In the equity portion of the Real Spend portfolios, the holdings generally tilt 
toward lower volatility, which acted as a drag on relative performance given 
the strong equity market. Allocations to domestic value stocks contributed 
the most to quarterly performance.

The fixed income portion of the Real Spend portfolios had a strong quarter, 
handily outpacing domestic investment-grade bonds. Allocations to high-
yield credit and preferred equities contributed the most to the quarterly 
return, while short-term U.S. Treasuries and a broad core bond allocation 
contributed the least.

Inflation expectations ticked up during the past quarter on the prospect of 
a rebound in global growth, but remain low, based on historical standards. 
Market expectations for inflation rose roughly 25 basis points according to 
the differences in the prices of U.S. Treasuries and inflation-linked Treasuries. 
Both headline and core CPI inflation remain just above the Fed’s long-run 2% 
target, although the Fed shows no desire to hike interest rates at this time. 

Seek longevity for retirement income
STAGE: SPEND

Objectives:
• Globally diversified
• Embedded liquidity feature
• Embedded risk mitigation 

feature
 
Sunny Expectations:  
Regular distributions, 
adjusted annually for 
inflation.

Stormy 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 guard 
against catastrophic risk.

Real Spend® portfolio components:

THE SPEND RESERVE

A multi-year reserve 
of liquid assets for 
spending on current 
and short-term needs 
and goals.

RISK MITIGATION

Includes an active risk 
management strategy 
designed to help 
preserve retirement 
capital during sudden 
and severe market 
downturns.

THE INVESTMENT

An investment portfolio 
designed to generate 
returns sufficient 
to replenish the 
withdrawals from the 
spending reserve.
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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. 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.  

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.

© 2020 Horizon Investments, LLC. HIM012020

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


