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An unexpected shock in the banking sector has stress-tested the economy and policymakers. Both initially
passed. But the impact on lending and credit conditions remains unclear and increases the likelihood of a
mistake by the Fed going forward.
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Economic growth (mixed)

Housing and manufacturing are struggling, with U.S.
PMIs moving deeply into contraction (46.3 in March), but
the service sector continues to expand. We see early
signs of weakness in the labor market, which is the last
factor prolonging inflation and averting recession.

Fundamentals (neutral)

Consensus earnings expectations for 2023 and 2024 seem
optimistic but well understood by market participants. We
forecast S&P 500 Index earnings will be ~$200 per share
for full-year 2023.

Valuations (negative)

Falling bond yields make equities relatively attractive,
but U.S. valuations are not cheap. The equity risk
premium is still above its long-run average.

Sentiment (positive)

Market based sentiment indicators are generally
bearish, a contrarian “buy” indicator.

INVESTMENT MANAGEMENT

After the banking sector shock in March, FOMC projections
and the fed funds futures markets imply starkly different
interest rate paths for 2023. The former suggest further
hikes are on the horizon, whereas the latter suggest multiple
rate cuts.

Service sector inflation persists. Sticky prices tied to tight
labor markets and strong wages have supported consumer
spending and propped up GDP. There are signs service
inflation is starting to decelerate. The question is: Can
inflation fall faster than nominal GDP? If it can, we might be
able to avoid a recession this year.

U.S. equity market fundamentals are neutral. Revenues
and margins are under pressure for some sectors, but there
has been a lot of right-sizing of resources in the technology
sector, which has been a leader this year. Earnings will
struggle to meet estimates but the trough will come sooner
than the consensus expects.

Concerns are brewing that sticky inflation and declining
money growth could stifle recent European equity
outperformance. European stocks have caught some lucky
breaks, e.g., a warm winter and subdued energy prices, but
back-to-back quarters of negative GDP growth and lack of
progress with structural challenges underscore risks.

Currency dynamics could diverge by country, with emerging
market currencies better positioned to strengthen, but the
United States’ perceived “safe-haven” status still supports the
U.S. dollar.

We continue to favor high quality fixed income given high
base rates, reasonable spreads and risks of impending
recession.
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Portfolio positioning

Fundamentals appear mixed, but lower bond yields and the disinflationary impulse from 2022 monetary policy tightening should
provide near-term support to risk assets. Voya recommends balancing risk-seeking positions with high quality tilts.
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Larger U.S. firms are better positioned to withstand prolonged inflationary pressures and have more durable earnings streams
US. large cap O_O_. than companies of other sizes or regions.
O O . Small caps continue to trade at a sizable discount to large caps but probably will lag in a risk-off period, given their exposure
U.S. small cap to regional banks, which are vulnerable to further weakness.
International O_O_O Europe’s recent equity market performance has become detached from fundamentals and Japan faces a difficult monetary

policy crossroads with uncertain, but probably unfavorable outcomes either way.
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Emerging markets

China’s reopening has jump started activity and recent regulatory developments could prove to be positive for investors, but
geopolitical overhang keeps us neutral. The U.S. dollar could be a swing factor that shifts us long.

REITs 02020

REITs are battered and beaten, but the near-term outlook for commercial real estate is still unfavorable.
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Commodities

Precious metals may provide some diversification, but the basket approach should struggle in a global slowdown or
recession.
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US core

Investment grade fixed income offers attractive carry with reasonable risk and provides a degree of protection against reces-
sion. Duration is less appealing after a big drop in yields.
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Inflation (TIPS)

Disinflation is underway, but TIPS curve is too expensive, especially on the front end.
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Non-investment grade

High yield spreads have widened and should provide cushion for patient investors. Any default cycle because of tightening
lending standards should be mild.

Low relative yields and stiff inflation headwinds from Europe keep us favoring U.S. fixed income. Emerging market debt looks
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International X ’
more interesting.

Underweight O Neutral . Overweight .

Investment 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 approximately 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
abrupt change from the beginning of March (Exhibit 1). 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. U.S. job openings

Exhibit 1. Market implied policy rates forecast cuts before year-end
Fed funds rate curve, actual and implied future curves
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As of 4/6/23. Source: Bloomberg, Federal Open Market Committee projections materials
(https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20230322.htm).

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 (Exhibit 2).
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


https://www.federalreserve.gov/monetarypolicy/fomcprojtabl20230322.htm
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declining. What’s 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 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 (Exhibit 3). 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 on the buy side. 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 have been tactically long U.S. 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 U.S. stocks is less sanguine, so we are
holding this position loosely. Our portfolios retain home-country
biases 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-tech 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 emerging market
investment is the direction of the U.S. dollar. The potential

for an unwinding of recent U.S. dollar headwinds, including

lower forward rate differentials (Exhibit 4) and negative relative
economic momentum (Exhibit 5) could drive a reversal, but high
starting valuations neutral positioning makes us believe the dollar
will trade in a fairly tight range this year versus a trade-weighted
basket. Nonetheless, positive growth differentials in developing
countries, and fewer inflation problems, may help their currencies
gain ground against it.

Exhibit 2. Employee earnings estimates forecast healthy growth for 2023
U.S. average hourly earnings for all employees, year over year change
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As of 3/31/23. Source: Bloomberg.

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
U.S. 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.

Exhibit 3. Corporate earnings estimates forecast healthy 2023 growth despite economic headwinds

S&P 500 quarterly EPS estimates, U.S. dollars
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Exhibit 4. Recent U.S. dollar headwinds could unwind
Implied change in G10 central bank interest rates, basis points
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As of 4/17/23. Source: Bloomberg. Table data represent three-month overnight index swap
forward curves.

Exhibit 5. Better than expected international growth differentials have
moved against the U.S. dollar

U.S. relative economic momentum versus U.S. dollar index (DXY) six-
month change
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As of 4/17/23. Source: Citigroup, Bloomberg, Voya Investment Management. Relative economic
activity momentum is the differential between U.S. Citigroup economic momentum indexes and
composite of Citigroup economic momentum indexes of the major components of the U.S dollar
index peer basket (euro, yen, British pound, Canadian dollar) countries/regions as a proxy for
international growth momentum. Data covering 4/17/21 — 3/11/22 were impacted by the extreme
outlier Covid period, the making indicator for this period less useful.
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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 25
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 its 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.

Past performance does not guarantee future results.

This market insight 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 (i) 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
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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.
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or directed at, only the following persons: (i) persons having professional experience in matters relating to investments, who are “Investment Professionals” as defined in Article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Financial Promotion Order”); (i) persons falling within any of the categories of persons described in Article 49
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the Financial Promotion Order. The investment opportunities described in this Market Insight are available only to such persons; persons of any other description in the United Kingdom should
not act or rely on the information in this Market Insight.

In addition, please be advised that Voya Investment Management is a non-Canadian company. We are not registered as a dealer or adviser under Canadian securities legislation. We operate in
the Provinces of Nova Scotia, Ontario and Manitoba based on the international adviser registration exemption provided in National Instrument 31-103. As such, investors will have more limited
rights and recourse than if the investment manager were registered under applicable Canadian securities laws.

The Capital Markets Authority and all other Regulatory Bodies in Kuwait assume no responsibility whatsoever for the contents of this Market Insight and do not approve the contents thereof or
verify their validity and accuracy. The Capital Markets Authority and all other Regulatory Bodies in Kuwait assume no responsibility whatsoever for any damages that may result from relying on
the contents of this Market Insight either wholly or partially. It is recommended to seek the advice of an Investment Advisor.

Voya Investment Management does not carry on a business in a regulated activity in Hong Kong and is not licensed by the Securities and Futures Commission. This Market Insight is issued
for informational purposes only. It is not to be construed as an offer or solicitation for the purchase or sale of any financial instruments. It has not been reviewed by the Securities and
Futures Commission.

Voya Investment Management accepts no liability whatsoever for any direct, indirect or consequential loss arising from or in connection with any use of, or reliance on, this insight, which

does not have any regard to the particular needs of any person. Voya Investment Management takes no responsibility whatsoever for any use, reliance or reference by persons other than the
intended recipient of this insight. Any prices referred to herein are indicative only and dependent upon market conditions. Past performance is not indicative of future results. Unless otherwise
specified, investments are not bank deposits or other obligations of a bank, and the repayment of principal is not insured or guaranteed. They are subject to investment risks, including the
possibility that the value of any investment (and income derived thereof, if any) can increase, decrease or in some cases be entirely lost, and investors may not get back the amount originally
invested. The contents of this insight have not been reviewed by any regulatory authority in the countries in which it is distributed. The opinions and views herein do not take into account

your individual circumstances, objectives, or needs and are not intended to be recommendations of particular financial instruments or strategies to you. This insight does not identify all the
risks (direct or indirect) or other considerations which might be material to you when entering any financial transaction. You are advised to exercise caution in relation to any information in this
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