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Key takeaways

  ■  Stocks and bonds both posted solid results in the first quarter despite heightened 
volatility caused by an unexpected shock to the banking industry.

  ■  Fundamental factors appear mixed but lower bond yields and the disinflationary impulse 
from last year’s monetary tightening should provide near-term support to risk-assets. 
Recommend balancing risk-seeking positions with high quality tilts.

  ■  The Fund achieved its primary investment objective, to meet its managed payment 
policy by delivering level monthly payments.

  ■  During the period, the Fund trailed the S&P Target Risk Moderate Index (the Index) and 
its strategic allocation benchmark. Asset allocation detracted from performance, while 
manager selection was neutral.

Market review

Financial markets were positive in the first quarter, but volatile as concerns over 
inflation and growth were unexpectedly joined by questions of financial stability, as the 
sudden failure of Silicon Valley Bank, Signature Bank, and the collapse of Credit Suisse 
shook the banking sector. Markets regrouped after the government intervened to protect 
depositors and shore up bank liquidity. The US Federal Reserve, seeking to avoid further 
“accidents” tied to higher rates, took a restrained step, and increased the Fed funds rate 
by just another 25 basis points (bp) at its March policy meeting. Since the challenges to the 
banking system are likely to be deflationary, some are questioning whether further Fed 
rate hikes are necessary. Labor market data remain vibrant with the US unemployment 
rate near all-time lows, and the economy has remained remarkably resilient, supported by 
strong consumer spending.

Interest rates fell sharply during the quarter, as investors repriced the outlook for 
growth and recession. The easing of rates helped bonds during the period and also gave 
growth a big advantage over value stocks. Large cap stocks generally outperformed small 
cap stocks, with mega-cap technology names leading the way. Developed did better 
the emerging markets (EM) in both stocks and bonds. Despite falling rates, real estate 
investment trusts (REITs) lagged, and commodities mostly declined, except for precious 
metals, which have benefitted from a weakening in the US dollar.

Outlook 

Just over a year into one of the most aggressive Fed tightening cycles ever, in which the 
target interest rate has been increased from near zero to around 5%, financial stability ― 
or the perceived lack thereof ― has come to the forefront of policymakers’ and investors’ 
dashboards. The Fed’s theoretically simple but practically perplexing dual mandate of full 
employment and price stability has been made even more difficult by the sudden distress 
reverberating across certain segments the banking industry. While the Fed stepped in to 
provide banks with liquidity, further weaking in the financial system is plausible.

Given this risk and the expected tightening of lending standards ― particularly by 
smaller banks that have seen deposits dwindle ― market participants now believe the 
hiking cycle is nearly over and cuts are coming in the back half of this year. This marks an 
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abrupt change from the beginning of March. Absent a collapse in 
commercial real estate or some other systemic shock, we think the 
Fed is unlikely to lower interest rates any time soon with inflation 
roughly three times its target. Instead, we expect the Fed to raise 
rates one or two more times and then enter a holding pattern 
around 5.5%, hoping that the relatively restrictive monetary 
conditions continue to gradually cool demand and ultimately 
prices, without spurring a financial meltdown.

We believe the key to taming inflation lies in the service sector. 
Prices here have been sticky because labor markets remain tight 
and wages strong, helping support consumer spending. We do, 
however, see softening in these related areas. US job openings 
have declined more than 10% since the start of the year and are 
fewer than 1.7 times the number of job seekers, which is down from 
more than two times late last year. Average hourly earnings growth 
are declining toward their long term average. Recent layoffs have 
been skewed towards white collar jobs, which tend to be higher 
paying. Combine that with lower net worth from falling financial 
asset prices and spending is likely to continue declining. What is 
more, none of this recent data reflects the fallout from the banking 
industry issues. Together, these forces should weigh on services 
inflation. Whether inflation slows faster than the expected slowing 
in nominal gross domestic product (GDP) is unclear. If it does, we 
might be able to avoid an outright recession this year.

With the economy potentially headed for a contraction, it will 
be difficult for companies to grow revenue. Profit margins are 
also under attack from tighter financial conditions. Yet earnings 
estimates priced into stocks still forecast healthy growth for 
the full year. This appears overoptimistic given the current 
macro backdrop. However, there has been a lot of right-sizing 
of resources in the technology sector, which has been a leader 
this year. Earnings are going to struggle to meet estimates, but 
we think the trough will be earlier than sell-side forecasts and 
the market could look past the worst of it given that the earnings 
recession is already well understood by the buyside. Bond yields 
have declined significantly since the beginning of March, and we 
think inflation will fall below 4% faster than consensus estimates. 
As a result, equities could outperform in the near term.

Accordingly, we currently prefer US large cap stocks with a tilt 
toward growth, which we think should receive a scarcity premium 
in this low growth world and could disproportionately benefit in 
the event of a reversal rally. Our medium-term view of US stocks is 
less sanguine, so we are holding this position loosely. The portfolio 
retains a home-country bias with our largest underweight to 
international developed markets, primarily due to our unfavorable 
opinion of Europe. European stock markets dodged the winter 
weather bullet, but their unenviable situation appears little 
changed other than that they significantly outperformed over 
the last six months and the world seems to have gotten more 
comfortable with never-ending war in the eastern bloc, which 
makes us uncomfortable. Sticky inflation, declining money supply 
and back-to-back quarters of GDP contraction keep us from 
shifting our stances in the region. Japan looks better, but not 
great; after more than six years, it seems ready to abandon or 
significantly relax yield curve control. This would strengthen the 
yen but its impact on stocks is less obvious.

We prefer international emerging market stocks over 
international developed markets. Economic activity in China 
undoubtedly has picked up and may be one of the few global 
growth bright spots. Alibaba’s recent breakup suggests that the 
country’s hulking regulatory apparatus has evolved to limit local 
big-technology firms’ power while also preparing to release them 

back into growth mode. Nonetheless, we need more clarity around 
this and other simmering geopolitical matters to get confident with 
China. The other main driver of any broad EM investment is the 
direction of the US dollar. The potential for an unwinding of recent 
USD dollar challenges, including lower forward rate differentials 
and negative relative economic momentum could drive a reversal, 
but high starting valuations neutral positioning makes us believe 
the dollar trades in a fairly tight range this year versus a trade 
weighted basket. However, positive growth differentials in 
developing countries and less of an inflation problem may help 
their currencies gain ground against it.

Real bond yields remain positive and present a compelling 
alternative to stocks. We are most drawn to corporate bonds 
and select investment grade securitized issues, which offer 
considerable carry at reasonable risk and complement our long US 
equity positioning. We have been reducing our duration tactically 
as yields have moved lower this year with signs of disinflation 
taking hold. There are juicy income plays among borderline 
distressed areas such as low-quality commercial mortgage-backed 
securities, but we expect more defaults on the horizon. Overall 
yields appropriately compensate investors for the level of risk, but 
it’s not a good time to get greedy.

Positioning

At the beginning of the period, the Fund was underweight equity 
and overweight fixed income relative to its strategic allocation 
benchmarks. Equity sub-asset class allocations were overweight 
US small cap equities and US core fixed income, and underweight 
US large cap and international developed equites. Within fixed 
income, the Fund was underweight US high yield and overweight 
US long duration government bonds.

In early January, portfolios managers (PMs) added to US 
mid cap and EM equity by reducing core fixed income. Risk 
appetite was overly depressed, which gave a contrarian signal 
that equities could still rally. China’s re-opening and favorable 
relative valuations offered a good adding point for EM equities and 
allocating to US mid caps helped diversify away from US large cap 
technology. In early February, prior to a big run-up in yields before 
the emergence of banking sector stress, PMs reduced the Fund’s 
duration. Inflation appeared hotter than expected at the time, 
yields were approaching a resistance level and a more neutral 
duration posture was the prudent positioning. Later in the month, 
the Fund’s tactical long duration bond position was completely 
closed and proceeds were reallocated to high yield. At the time, 
corporate balance sheets looked sturdy, recession did not appear 
imminent, and it looked like a good time to tactically add carry.

Performance

The Fund achieved its primary investment objective: to meet its 
managed payment policy by delivering level monthly payments. 
In addition, the Fund attempts to outperform its strategic allocation 
benchmark through tactical asset allocation, i.e. deviating from the 
composite benchmark over the short and medium-term, alternative 
strategies and active manager selection. For the first quarter 
of 2023, the Fund trailed the Index and its strategic allocation 
benchmark. Asset allocation detracted from performance, while 
manager selection was neutral. 
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The S&P Target Risk Growth Index is comprised of nine multi-asset class indexes, each corresponding to a particular risk level. The nine multi-asset classes include U.S. large-cap  
equities, U.S. mid-cap equities, U.S. small-cap equities, international equities, emerging markets, U.S. real estate investment trusts (REITs), core fixed income, short-term  
U.S. Treasury securities and Treasury inflation-protected securities (TIPS). Each index is designed to provide varying levels of exposure to equities and fixed income.  
Investors cannot invest directly in an index. 
Risks specific to Managed Payment: The Fund is expected to make monthly payments under its Managed Payment Policy regardless of the Fund’s investment performance. Because 
these payments will be made from Fund assets, the Fund’s monthly payments may reduce the amount of assets available for investment by the Fund. It is possible for the Fund to suffer 
substantial investment losses and simultaneously experience additional asset reductions as a result of its payments to shareholders under the Managed Payment Policy. The Fund may, 
under its Managed Payment Policy, return capital to shareholders which will decrease their costs basis in the Fund and will affect the amount of any capital gain or loss that shareholders 
realize when selling or exchanging their Fund shares.
Principal Risks: All investing involves risks of fluctuating prices and the uncertainties of rates of return and yield. Investing in stocks of Small- and Mid-Sized Companies may entail 
greater volatility and less liquidity than larger companies. Foreign Investing poses special risks including currency fluctuation, economic and political risks not found in investments 
that are solely domestic. Emerging Markets securities may be especially volatile. Convertible Securities with longer maturities tend to be more sensitive to changes in interest rates, 
usually making them more volatile than convertible securities with shorter maturities. Prices of Value-Oriented Securities tend to correlate more closely with economic cycles than 
growth-oriented securities, and generally are more sensitive to changing economic conditions. The Fund may use Derivatives, such as options and futures, which can be illiquid, may 
disproportionately increase losses and have a potentially large impact on Fund performance. Other risks of the Fund include but are not limited to: Market Trends Risks, Other Investment 
Companies’ Risks, Price Volatility Risks, Inability to Sell Securities Risks and Securities Lending Risks. Investors should consult the Fund’s Prospectus and Statement of Additional 
Information for a more detailed discussion of the Fund’s risks. An investment in the Fund is not a bank deposit and is not insured by the Federal Deposit Insurance Corporation, the 
Federal Reserve Board or any other government agency.
The strategy employs a quantitative model to execute the strategy. Data imprecision, software or other technology malfunctions, programming inaccuracies and similar circumstances may 
impair the performance of these systems, which may negatively affect performance. Furthermore, there can be no assurance that the quantitative models used in managing the strategy 
will perform as anticipated or enable the strategy to achieve its objective.
Variable annuities and group annuities are long-term investments designed for retirement purposes. If withdrawals are taken prior to age 59½, an IRS 10% premature distribution penalty 
tax may apply. Money taken from the annuity will be taxed as ordinary income in the year the money is distributed. An annuity does not provide any additional tax deferral benefit, as tax 
deferral is provided by the plan. Annuities may be subject to additional fees and expenses to which other tax-qualified funding vehicles may not be subject. However, an annuity does 
provide other features and benefits, such as lifetime income payments and death benefits, which may be valuable to you.
Variable investments, of any kind, are not guaranteed and are subject to investment risk including the possible loss of principal. The investment return and principal value of the security 
will fluctuate so that when redeemed, it may be worth more or less than the original investment. In addition, there is no guarantee that any variable investment option will meet its stated 
objective. All guarantees are based on the financial strength and claims paying ability of the issuing insurance company, who is solely responsible for all obligations under its policies.
Insurance products, annuities and funding agreements issued by Voya Retirement Insurance and Annuity Company (“VRIAC”), One Orange Way, Windsor, CT 06095, which is solely 
responsible for meeting its obligations. Plan administrative services provided by VRIAC or Voya Institutional Plan Services, LLC (“VIPS”). Securities distributed by or offered through Voya 
Financial Partners, LLC (“VFP”) (member SIPC)or other broker-dealers with which it has a selling agreement. Only Voya Retirement Insurance and Annuity Company is admitted and can 
issue products in the state of New York. All companies are members of Voya Financial.
This commentary has been prepared by Voya Investment Management for informational purposes. Nothing contained herein should be construed as (i) an offer to sell or solicitation of 
an offer to buy any security or (ii) a recommendation as to the advisability of investing in, purchasing or selling any security. Any opinions expressed herein reflect our judgment and are 
subject to change. Certain of the statements contained herein are statements of future expectations and other forward-looking statements that are based on management’s current views 
and assumptions and involve known and unknown risks and uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in 
such statements. Actual results, performance or events may differ materially from those in such statements due to, without limitation, (1) general economic conditions, (2) performance 
of financial markets, (3) interest rate levels, (4) increasing levels of loan defaults (5) changes in laws and regulations and (6) changes in the policies of governments and/or regulatory 
authorities. Past performance is no guarantee of future results.
The opinions, views and information expressed in this commentary regarding holdings are subject to change without notice. The information provided regarding holdings is not a 
recommendation to buy or sell any security. Portfolio holdings are fluid and are subject to daily change based on market conditions and other factors.
The Fund discussed may be available to you as part of your employer sponsored retirement plan. There may be additional plan level fees resulting in personal performance to vary from 
stated performance. Please call your benefits office for more information.
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Tactical asset allocation had a negative impact on performance 
during the period. The Fund’s underweight to equities and 
overweight to fixed income detracted, as stocks posted strong 
results in the period. At a sub-asset class level, an underweight 
to international developed equities and overweights to US small 
cap equities, EM equities and US core fixed income detracted. An 
underweight to high yield was the biggest contributor. The Fund’s 
alternative strategies’ performance was a drag. Tactical currency 
contributed, but those positive returns were more than offset by 
cross-asset relative value, which detracted from relative returns.

The Fund also attempts to outperform its strategic allocation 
benchmark through the selection of managers to run the 
underlying funds, which represent the various asset classes 
within the composite. Manager selection was neutral over the 
quarter. Strategies that contributed most to excess returns in the 
quarter were Voya Large Cap Value, Voya Mid Cap Opportunities, 
and Voya Multi-Manager EM Equity. The biggest detractors 

in the quarter were Voya US High Dividend Low Volatility, 
Voya Multi-Manager Mid Cap Value and Voya Multi-Manager 
International Factors.

The Fund’s option overlay strategy is designed to support the 
monthly payment through premium generation and provide some 
downside protection if an underlying asset sells off substantially. 
This strategy seeks to accomplish these objectives through two 
sub-strategies. The first piece involves earning the volatility risk 
premium by selling options while hedging the delta exposure, in 
effect removing negative equity beta. The second leg provides 
downside protection. This involves buying puts and put spreads 
or selling calls and call spreads. These positions should add to 
performance when equities fall. Over the quarter, the option 
overlay was additive, with both the gains earned by volatility 
premium capture only partially offset by losses from the downside 
protection leg.


