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Voya Strategic Income Opportunities Fund

Unconstrained Fixed Income
Strategy overview

Unconstrained and flexible approach, 
investing broadly across the global 
debt markets.

Key takeaways

  ■  Yields whip-sawed during the quarter. An early rally was unwound in reaction 
to strong January payroll data and then rallied again late in the period over 
banking concerns.

  ■  The Strategy outperformed its benchmark, the ICE BofA USD 3M Deposit Offered Rate 
Constant Maturity Index (the Index) on a net asset value (NAV) basis. Sector allocation, 
security selection, as well as duration and yield curve positioning contributed, while 
currency exposures offset some of those gains.

  ■  High levels of rate volatility illustrate the lack of certainty regarding the direction of the 
Fed, the economy and markets guiding us to a relatively defensive positioning.

Portfolio review

For the quarter ended March 31, 2023, the Strategy outperformed the Index. 
Sector allocation, security selection, as well as duration and yield curve positioning all 
contributed, while currency exposures offset some of those gains.

Like a new year’s resolution, the new year’s bond rally was short-lived. Early in the 
quarter, bond markets rallied, supported by Purchasing Managers’ Index that continued 
to contract, and the post pandemic boom showed signs of fatigue. Consumer spending 
began to fall, particularly in the goods sector and commensurate measures of inflation 
were also trending lower. This optimism was extinguished with the release of January’s 
payroll report, which showed a massive gain of more than 500,000 jobs. At the same 
time, wage inflation that had previously been trending lower was revised higher. This 
was followed by additional economic data showing big month-over-month advances in 
consumer spending. As a result, rates reversed course with the 10-year Treasury yield 
testing its 2022 high just as Jerome Powell testified before Congress reaffirming the US 
Federal Reserve’s commitment to tackle inflation.

In the final month of the quarter, the direction of interest rates reversed course 
in a flight to quality as three US regional banks failed, with two being taken into 
receivership by the Federal Deposit Insurance Corporation (FDIC). The news sparked 
concerns over the risk of a systemic banking issue that reached a fever pitch with a 
Swiss government negotiated takeover of Credit Suisse by rival UBS. Banking regulators 
were quick to respond to these events. In the United States, the FDIC took the 
extraordinary measure to backstop all uninsured depositors at these failed institutions, 
the Fed instituted a new borrowing facility and the Treasury engaged with financial 
institutions to support larger regional banks. In hindsight, the most significant issue at 
these failed banks was on the liability side. For example, Silicon Valley Bank’s depositor 
base was overly concentrated with technology companies with high cash burn rates as 
well as an abundance of uninsured depositors. This combined with the Fed’s aggressive 
monetary policy made for an unsustainable business model. The result of this turmoil 
has been a higher cost of capital for banks and an expectation that most banks will look 
to shore up capital, raising the bar for lending. Given this would put clear downward 
pressure on growth and inflation, rates rallied and ended the quarter lower and the 
Bloomberg US Aggregate returned 2.96% for the period.
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In credit markets, total returns were strongly supported by 
the decline in rates late in the period while excess returns 
were mixed. Spreads ebbed and flowed throughout the quarter, 
responding to the macro news. Corporate spreads tightened 
to start the quarter, widened post banking crisis — particularly 
in financial sector, then finished roughly where they started as 
the risk of contagion seemed to diminish following the launch 
of a new Fed facility. The elevated rate volatility proved to be 
a headwind to agency residential mortgage-backed securities 
(RMBS) for the period and they were unable to keep pace with 
the Treasury rally. commercial mortgage-backed securities 
(CMBS) also struggled and spreads widened disproportionately 
following the bank failures. With regional banks having such 
a large presence in the commercial real estate (CRE) market, 
a tightening of lending standards will likely translate to more 
difficult refinancing conditions for maturing loans.

Sector allocation, security selection, as well as duration and 
yield curve positioning contributed, while currency decisions 
offset some of those gains. Sector allocations contributions 
were most notable from investments in non-agency RMBS and 
bank loans, while allocations to asset backed securities (ABS) 
and high yield corporates also added. Allocations to CMBS and 
Investment Grade (IG) corporates detracted. Security selection 
was mixed and in aggregate was positive for the period. The 
largest contribution was from US Treasury selection which 
reflected some of the overall positioning regarding the convexity 
profile of our agency RMBS rather than a deliberate security 
selection decision. Offsetting some of those gains were small 
losses in CMBS, owing to our more credit sensitive investments 
and agency RMBS exposures. Duration and yield curve decisions 
added, as the Strategy benefited from the overall decline in 
rates during the quarter. We began the year short of our two-
year central tendency and then added duration as rates rose in 
anticipation of Jerome Powell’s testimony to Congress in early 
March. We then trimmed duration after the regional bank related 
volatility drove rates meaningfully lower, ending the period in 

line with our two-year central tendency. During the quarter, some 
of the larger sector allocations changes in Strategy included 
deploying capital across CMBS, as we believe recent weakness 
is creating opportunities in IG-rated CMBS tranches. In addition, 
we added to emerging markets (EM) in local currency and US 
dollar hard currency debt as the sector should benefit from 
improving growth prospects in China, as well as the end of the 
rate hiking cycle from developed central banks. The largest 
decrease was from agency RMBS where we tactically reduced 
after January’s strong performance and then restored part of the 
allocation later in the quarter. Other changes were more modest 
and reflected our evaluation of relative value.

Current strategy and outlook

High levels of rate volatility illustrate the lack of certainty 
regarding the direction of the Fed, the economy and markets. 
On the one hand, we believe the left tail risk of reaccelerating 
inflation has diminished, on the other a new scenario of a 
more widespread banking crisis has taken its place. While the 
likelihood of either of these scenarios materializing remains slim, 
so does the likelihood of a soft landing. All of this adds to the 
challenges of navigating this environment.

We remain relatively defensive, with a preference for higher 
quality spread sectors such as IG corporates and agency 
mortgages. We are comfortable with our mortgage credit 
exposure (non-agency RMBS and Credit Risk Transfer securities. 
CRE will likely face difficult refinancing conditions going forward, 
testing the CMBS market. However, in a departure from the 
previous, long-standing paradigm of “location, location, location”, 
property type has emerged as the key dimension that will likely 
drive future credit performance. In CMBS, our preference is tilted 
toward multi-family properties, and away from office. With a bias 
towards liquidity, tactical trades will most likely take place in the 
corporate arena.
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The Bank of America Merrill Lynch U.S. Dollar Three- Month LIBOR Constant Maturity Index is designed to track the performance of a synthetic asset paying LIBOR to a stated maturity. 
The index is based on the assumed purchase at par of a synthetic instrument having exactly its stated maturity and with a coupon equal to that day’s fixing rate. That issue is assumed 
to be sold the following business day (priced at a yield equal to the current day rate) and rolled into a new instrument. The Index does not reflect fees, brokerage commissions, taxes or 
other expenses of investing. Investors cannot directly invest in an index. BofA Merrill Lynch® indices used with permission, are provided “AS IS”, without warranties, and with no liability. 
BofAML does not sponsor, endorse, review, or recommend Voya or its products or services.

Principal Risks: All investing involves risks of fluctuating prices and the uncertainties of rates of return and yield. High-Yield Securities, or “junk bonds,” are rated lower than investment-grade 
bonds because there is a greater possibility that the issuer may be unable to make interest and principal payments on those securities. To the extent that the Fund invests in Mortgage-Related 
Securities, its exposure to prepayment and extension risks may be greater than investments in other fixed-income securities. 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. Foreign Investing poses special risks including currency fluctuation, economic 
and political risks not found in investments that are solely domestic. As Interest Rates rise, bond prices fall, reducing the value of the Fund’s share price. Other risks of the Fund include but are 
not limited to: Credit Risks, Extension Risks, Investment Models Risks, Municipal Securities Risks, Other Investment Companies’ Risks, Prepayment Risks, Price Volatility Risks, U.S. 
Government Securities and Obligations Risks, Debt Risks, Liquidity Risks, Portfolio Turnover Risks, and Securities Lending 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 investment process. The process is based on a collection of proprietary computer programs, or models, that calculate expected return rankings based 
on variables such as earnings growth prospects, valuation, and relative strength. Portfolio construction uses a traditional optimizer that maximizes expected return of the portfolio, while 
managing tracking error. 

Data imprecision, software or other technology malfunctions, programming inaccuracies and similar circumstances may impair the performance of these systems, which may negatively affect 
Fund performance. Furthermore, there can be no assurance that the quantitative models used in managing the Fund will perform as anticipated or enable the Fund to achieve its objective.

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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