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Voya SmallCap Opportunities Strategy

Focusing on High-Quality 
Companies with Sustainable 
Growth Trends

Key takeaways

  ■  First quarter returns for small cap growth stocks, as measured by the Russell 2000 Growth 
Index (the Index), on a net asset value (NAV) basis, were positive. The year started with 
a significant rally across many asset classes and small cap was no exception. On the 
heels of a flattish February, March closed the quarter with positive performance despite 
headline news surrounding the collapse of Silicon Valley Bank (SVB) in mid-March that sent 
shockwaves across the banking industry.

  ■  Markets continued to be macro focused with all eyes on the US Federal Reserve and their 
balancing act between the timing and magnitude of current and future rate hikes versus 
the inflationary environment and the potential lagging effects of previous hikes.

  ■  Investors continue to debate whether the Fed can navigate the shallow valley of a 
“soft landing” or if the economy is on the verge of entering a much deeper valley and a 
meaningful recession.

Portfolio review

For the quarter ended March 31, 2023, the Portfolio outperformed the Index on a 
NAV basis, due to individual stock selection. The industrials, information technology, 
healthcare and financials sectors added the most to performance. Sector allocation was a 
slight detractor along with stock selection in the energy and materials sectors.

Key contributors to performance included Indie Semiconductor, Inc., Axcelis 
Technologies, Inc. and Focus Financial Partners, Inc.

Indie Semiconductor, Inc. (INDI), a fabless semiconductor company that serves the 
automotive technology market, was the largest individual contributor to performance for 
the quarter. Semiconductors were one of the best performing market segments in 1Q23, 
with the Philadelphia Semi Index (SOXX) rallying above 20%. After a poorly executed 
convertible debt offering in November 2022, INDI rallied along with semis and posted 
solid 4Q22 results and 2023 outlook in February. We continue to hold the stock but have 
recently trimmed the position.

Axcelis Technologies, Inc. (ACLS), a supplier of semiconductor manufacturing equipment 
and a leader in ion implant equipment, outperformed for the quarter. The company 
continues to grow through the cycle given their exposure (25% of revenue) to the Silicon 
Carbide (SiC) power device market, which is growing at a more than 30% compound 
annual growth rate (CAGR). These high-powered SiC devices are in high demand for the 
electric vehicle market and investors have realized their SiC exposure would allow them to 
grow earnings in 2023, while the stock had been priced as if earnings would decline.

Strategy overview

Actively managed small cap growth 
strategy driven by bottom-up fundamental 
research seeking high-quality companies 
with strong balance sheets and cash flow 
characteristics that are beneficiaries of 
sustainable growth trends.

You should consider the investment 
objectives, risks, and charges and  
expenses of the variable product and  
its underlying fund options; or mutual  
funds offered through a retirement 
plan, carefully before investing. The 
prospectuses / prospectus summaries 
/ information booklets contain this and 
other information, which can be obtained 
by contacting your local representative 
or by calling (800) 992-0180. Please 
read the information carefully 
before investing.
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Focus Financial Partners, Inc. (FOCS) was a top three contributor 
for the quarter. FOCS is a holding company and active acquirer 
of registered investment advisors (RIA’s). FOCS underperformed 
broadly in 2022 on the combined earnings challenges of down 
equity and bond markets and rising interest rates. FOCS rallied 
in 1Q23 on the equity market rebound and slowing forward rate 
increase expectations. It was then announced on February 27th 
that FOCS would be acquired by private equity firm Clayton, 
Dubilier & Rice for $53 in cash. We have liquidated the majority of 
the position.

Key detractors from performance included Western Alliance 
Bancorp, Patterson-UTI Energy, Inc. and Matador Resources Co.

Western Alliance Bancorp (WAL) a regional bank, was the largest 
detractor of performance for the quarter, as many regional banks 
came under pressure after the collapse of SVB in mid-March. 
Despite a much lower exposure to the venture capital market 
(around 11% of loans compared to 50% at Silicon Valley) and 
significantly smaller HTM (hold to maturity) book of assets, WAL 
was under the microscope as other regional banks failed over the 
weekend following the SVB announcement. We initially trimmed 
WAL by 40% on the day the SVB news broke and then made the 
decision to exit WAL completely to mitigate risk, as the future 
regulatory environment is opaque, and the current fundamentals 
are less predictable.

Patterson-UTI Energy (PTEN), a provider of contract drilling 
services to oil and natural gas operators, underperformed for 
the quarter. The company guided to 26% higher 2023 capital 
expenditure budget driven by eight incremental rig reactivations 
and one incremental frac fleet reactivation. This was not well 
received due to a weaker economic outlook and lower energy 
prices. Investors are concerned that PTEN is not exercising good 
capital discipline and may unintentionally oversupply the market 
for drilling and fracking. We are actively monitoring our position.

Matador Resources Co. (MTDR), an independent energy company 
engaging in exploration and production of oil and natural gas 
resources in the United States, underperformed due to the swift 
drop in the price of crude and natural gas during the quarter. 
Concerns surrounding the company’s higher capital expenditure 
expectations related to the build out of their midstream assets 
and a minimally hedged book has led to near term volatility. We 
continue to hold the position and like the company’s exposure 
to the Delaware shale basin, lower cost structure and the recent 
accretive acquisition of Advance Resources.

Current strategy and outlook

Valuations of small cap stocks relative to large cap stocks 
remain near 20-year lows and stocks that were previously 
outside our valuation overlay bandwidth are plentiful. Most 
investors are expecting a slowing economy over the next several 
months and it is our view that the importance of companies that 
can continue to grow revenue and earnings will be paramount. 
The small cap growth team continues to be prudent in adding new 
names to the portfolio, preferring companies that have provided 
2023 growth perspectives, in order to avoid negative earnings 
revisions. The recent regional banking issues will clearly have an 
impact on small cap companies in need of accessing capital. It is 
difficult to know the ultimate outcome, but we believe that added 
regulatory oversight and a vastly different funding environment 
is inevitable. For these reasons, in the near term, the small cap 
growth team will avoid any investments in regional banks and take 
a “wait-and-see” approach.

Small cap growth portfolios have taken profits in companies 
where we expect decelerating fundamentals and those with 
stretched valuations. Conversely, the team is considering 
investments in companies where sentiment is low and 
fundamentals are holding up. The Voya Small Cap Growth strategy 
remains overweight the industrial sector, neutral to technology 
and slightly overweight healthcare. As stated in prior quarters, 
our investment philosophy of identifying companies with double 
digit revenue and earnings growth that are trading at sustainable 
valuations continues to perform well in this environment on a 
relative basis.

Holdings detail

Companies mentioned in this report – average percentage of Fund 
and Portfolio investments, as of 03/31/23: Indie Semiconductor, Inc. 
0.48%, Axcelis Technologies, Inc. 0.78%, Focus Financial Partners, 
Inc. 0.73%, Western Alliance Bancorp 0%, Patterson-UTI Energy, 
Inc. 0.73% and Matador Resources Co. 1.42%; 0% indicates that the 
security is no longer in the Fund. Portfolio holdings are subject to 
daily change.
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The Russell 2000® Growth Index is an unmanaged Index that measures the performance of securities of smaller US companies with greater-than-average growth orientation. The Index does 
not reflect fees, brokerage commissions, taxes or other expenses of investing. Investors cannot invest directly in an Index.

Principal Risks: All investing involves risks of fluctuating prices and the uncertainties of rates of return and yield. In exchange for higher growth potential, investing in stocks of Smaller 
Companies may entail greater price volatility and less liquidity than investing in stocks of larger companies. Other risks of the Portfolio include but are not limited to: Growth Investing Risks, 
Market Trends Risks, Other Investment Companies’ Risks, Price Volatility Risks, Liquidity Risks, Portfolio Turnover Risks and Securities Lending Risks. Investors should consult the 
Portfolio’s Prospectus and Statement of Additional Information for a more detailed discussion of the Portfolio’s risks. An investment in the Portfolio 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.

The strategy is available as a mutual fund or variable portfolio. The mutual fund may be available to you as part of your employer sponsored retirement plan. There may be additional plan level 
fees resulting in personal performance that varies from stated performance. Please call your benefits office for more information.

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.

Past performance is no guarantee of future returns. All investing involves risks of fluctuating prices and the uncertainties of rates of return and yield inherent in investing. All security 
transactions involve substantial risk of loss. Please reference your client statement for a complete review of recent transactions and performance.

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. 

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.
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