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Markets Confront Return of Volatility
U.S. mega cap tech stocks continued to assert their market
dominance in August, as the Russell 1000 Growth index
outperformed its value counterpart for the eleventh consecutive
month. The difference in year-to-date returns between the two
indexes reached nearly 40%. The performance disparity reflects the
uneven impact this recession is having on sectors. While the 2Q20
earnings growth rate for the S&P 500 index fell by more than 30%,
the healthcare, utilities and technology sectors posted positive, low
single-digit growth rates (Figure 1). When profit growth is scarce,
investors flock to companies able to improve their bottom line, and
the early stages of this cycle have proven no different in that regard.
Since September, however, negative news on individual stocks and
moderating economic data have triggered declines in technology
shares, which in turn have led to broader market consolidation
and higher volatility. Although the unemployment rate dropped to
8.4% from 10.2% in July, higher than expected recent initial jobless
claims and continuing claims under the Pandemic Unemployment
Assistance (PUA) program suggest that labor market improvements

are beginning to sputter. What’s more, while August retail sales
rose for the fourth straight month, increasing by 0.6%, credit and
debit card transaction data show that retail may be losing steam.
Without additional government unemployment support and uncertain
reopening timelines, further retail gains will be challenging.
Despite several failed attempts by Congress to reach agreement on
a new round of fiscal stimulus and fading hopes for an accord before
the November election, markets have remained relatively relaxed.
It is difficult to believe this will remain the case indefinitely without
added support, as the economic recovery almost certainly will be
slower and more painful than it otherwise would. Nevertheless, the
Federal Reserve is doing what it can to foster a vigorous revival
in growth. Its recently announced new policy approach seeks to
achieve an average 2% inflation and evaluates labor markets by
looking at shortfalls rather than deviations from full employment. In
our view, this shift makes monetary policy even more likely to stay
accommodative for a very long time.

Tactical Indicators
Economic Growth (neutral):

Figure 2. COVID-19 global confirmed deaths as a percentage of
confirmed cases

We expect U.S. growth to turn positive in 3Q20

Total Global Confirmed Deaths/Total Global Confirmed Cases
8%

Fundamentals (improving):

7%

S&P 500 earnings are better than expected, but likely
will remain below their prior peak until mid-2021

6%

Valuations (neutral):

4%

By most measures, stocks are expensive relative to
history, but with substantial policy stimulus and liquidity
the support for equities is meaningful

Sentiment (neutral):

Voya’s Market Sentiment Indicator sits in neutral territory
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Figure 3. Inflation breakevens remain at or below
pre-pandemic levels

Figure 1. Year-over-year earnings growth on the S&P 500
declined by 30.2% in 2Q20
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Portfolio Positioning
Equities
Scale brings competitive advantages to large caps; extraordinarily stimulative U.S. policy should further tighten the equity
risk premium
Larger companies have more compelling risk/return characteristics in the short and medium term

U.S. Large Cap
U.S. Mid Cap
U.S. Small Cap

Small caps tend to lead when the economy is at the beginning of an economic recovery, which we see unfolding in 3Q20
Non-U.S. developed markets face several structural headwinds. ECB programs should lower financing costs, but integration
issues make it difficult for the region to implement the necessary fiscal support
Emerging Asia has a better growth outlook, as those markets were first to emerge from lockdowns; but other EM regions face
balance of payments and financing issues. Increased China/U.S. trade is a risk that warrants caution

International
Emerging Markets
REITs

Big divergences in REIT sectors, but the underlying trend for commercial real estate is a concern

Fixed Income
U.S. Core

We maintain a neutral duration posture and favor quality investment grade bonds given yield pickup over sovereign bonds and
limited downside risk due to Fed backing

Inflation (TIPS)

Deflationary pressures may persist for several years

Non-Investment Grade

Government funding programs combined with state re-openings should tighten spreads further; the default profile may be a
near-term headwind, but policy support makes the asset class attractive

International

Low absolute and relative yields lead us to favor U.S. bonds

Underweight

Neutral

Overweight

Investment Outlook
For over six months, the world has anxiously awaited the time
when coronavirus is no longer a significant threat to population
health and people can resume their normal way of life. With worst
case scenarios averted, infections somewhat contained, expanded
testing and improved treatments, markets are fast forwarding to
the end, which is almost sure to be sometime next year when an
effective vaccine(s) is expected to be widely distributed. While there
have been several recent roadblocks among the leading candidate
vaccines, we still interpret the balance of data as promising. There is
also a revitalized narrative around “herd immunity” that seems a lot
more plausible than it did the first time around with a clear decline
in the global death rate (Figure 2), and successful avoidance of
secondary surges following initial hotspot outbreaks and a declining
case count in Sweden, which elected to pursue an unconventional
strategy from the start. Undoubtably, there are flare-up risks
associated with increased mobility as kids get back to school and
potential seasonal elements to the virus, but the pandemic is widely
expected to end in 2021, probably sometime in the first half. An end
date on the horizon is certainly a good thing for stocks. What’s more,
easy money policies from global central banks are likely to extend
several years beyond that.
The ultra-dovish path laid out by the Federal Reserve is likely to
be followed by other major central banks, including the European
Central Bank and Bank of Japan, whose economies also are
grappling with structural deflationary headwinds. Although

breakeven inflation rates have hooked up recently (Figure 3), they
remain at or below pre-pandemic levels, even after some of the
most aggressive government intervention in history. What we saw
throughout the last cycle is that central bank action alone may not
be sufficient to pull inflation higher. As Fed Chairman Jerome Powell
has repeatedly implied, fiscal stimulus will be needed to sustain
the recovery and elevate inflation to the Fed’s target. In the current
U.S. political climate, passing the next stimulus bill has proven
difficult. Therefore, in the near term, we don’t anticipate an increase
in government spending to a level that would incite a swift rise in
inflation. As a result, we continue to hold an underweight to U.S.
Treasury inflation-protected securities (TIPS) and commodities.
The government’s appetite for spending could change depending
on the results of the elections. Of course, polls should be looked at
very skeptically after the 2016 predictions and outcome, but as of this
writing most project the democrats will win the house, senate and
executive branches. Most betting markets have Biden in the lead too,
yet stocks seem unphased. The general consensus, with which we
agree, is that the market would prefer Trump and his pro-business
attitude, but would make do with Biden, given that his stated polices
aren’t terribly progressive and stocks did fine under the last two
Democrat Presidents. Either way, results seem destined to be
contested, which won’t be well received by investors, but hopefully
the uncertainty won’t last for long.
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Multi-Asset Strategies and Solutions Team
Voya Investment Management’s Multi-Asset Strategies and Solutions (MASS) team, led by
Chief Investment Officer Paul Zemsky, manages the firm’s suite of multi-asset solutions
designed to help investors achieve their long term objectives. The team consists of
26 investment professionals who have deep expertise in asset allocation, manager selection
and research, quantitative research, portfolio implementation and actuarial sciences. Within
MASS, the asset allocation team, led by Barbara Reinhard, is responsible for constructing
strategic asset allocations based on their long term views. The team also employs a tactical
asset allocation approach, driven by market fundamentals, valuation and sentiment, which is
designed to capture market anomalies and/or reduce portfolio risk.
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