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Multi-Asset Perspectives: Peak inflation but slower growth

Weak global growth for the year ahead appears almost certain. The outlook for capital markets is anything but.

Tactical indicators Stocks and bonds finish a hard 2022 on a high note. The major 
stock indexes overcame negative returns in December to end 
the fourth quarter with strong gains in what was otherwise an 
abysmal year. International stocks outperformed US equities, 
with Europe and the UK leading the way higher. Despite the 
continued negative overhang of the war in Ukraine contributing 
to energy supply challenges and painfully high inflation, the 
European region staged a remarkable rally. 

Many signs suggest Europe is most at risk of a recession, but the 
costs of the energy supply shock haven’t been as bad as feared 
(yet) due in part to a warmer-than-usual winter. In addition, central 
banks have made it abundantly clear they are committed to 
stabilizing prices, which investors have viewed favorably. 
Moreover, and importantly for emerging markets, the US dollar 
sold off hard from its September peak, releasing some of the 
pressure that had built up over the epic period of strength that 
began in the first half of 2021. 

The dollar weakness was welcome relief for non-dollar assets — 
and particularly for emerging market bonds, which generated 
large gains in the final three months of the year. Long-term US 
Treasury prices fell, whereas investment grade and high yield 
corporate bonds rose on tighter spreads.

Underweight           Neutral           Overweight         

Portfolio positioning

Equities Underweight

US large cap Larger US firms are better positioned to withstand prolonged inflationary pressures and have more durable earnings streams 
than companies of other regions or sizes.

US small cap Small caps continue to trade at a sizable discount to large caps but could lag if investors take a more defensive posture.

International Europe is likely to enter a recession as it contends with energy supply issues and heightened geopolitical risks. Japan’s 
easing of yield curve control signals that it may be removed when management of the BoJ changes at the end of 1Q23.

Emerging markets We have upgraded EM with China’s zero-Covid policy headwinds abating, a better inflation backdrop, and fewer geopolitical 
and currency headwinds from the US.

REITs REITs remain expensive; we see other income investments as better alternatives.

Fixed income Overweight

US core Higher rates should depress economic activity and begin weighing on long-term bond yields. Duration should outperform in 
this scenario and serve as a hedge to equity beta as rates start to normalize.

Inflation (TIPS) Given our view that the Fed is near the end of its tightening cycle and that inflation could fall quickly, we find nominal yields to 
be more attractive than real yields.

Non-investment grade High yield spreads have widened but do not provide sufficient compensation for the likely rise in defaults that will accompany 
the looming recession.

International Low relative yields and stiff inflation headwinds from Europe keep us favoring US fixed income.

Economic growth (negative)
The US labor market has proven resilient in the face of 
aggressive monetary tightening, but other areas of the 
economy (housing, manufacturing, etc.) are struggling. 
We believe a mild, brief recession remains a risk in 2023, 
but growth for the full year may still be achievable.

Fundamentals (neutral)
Consensus earnings expectations for 2023 and 2024 seem 
overly optimistic given our relatively low growth outlook.

Valuations (neutral) 
US equity valuations look reasonable, with forward P/E 
ratios hovering around their long-term average. But with 
corporate bond yields and equity earnings yields at 
similar levels (Exhibit 2), bonds look relatively attractive 
on a risk-adjusted basis.

Sentiment (neutral) 
Some technical indicators have improved, but most 
institutional investors remain bearish on stocks, and the 
BofA Global Fund Manager Survey shows cash balances 
remain at historically high levels.
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Inflation has peaked and should continue to head lower. 
Inflation progression and policymakers’ responses will continue to 
be among the principal global macro drivers in the year ahead. 
Although inflation remains unacceptably high, data suggests it 
has peaked, with meaningfully lower core goods and energy 
prices. Income-sensitive components of the price index baskets, 
such as shelter and services, are proving stickier given the still 
strong labor market and high personal income. However, we are 
beginning to see the effects of declining demand, with wage 
gains cooling (Exhibit 1), which we expect will continue. This 
combination will contribute to a steady fall in inflation to the low 
single digits by the end of the year.

Exhibit 1: Wage gains are beginning to cool
Atlanta Fed wage tracker, 3-month moving average

Central banks are committed to their current paths. While we 
are confident inflation is moving in the right direction, developed 
market central banks have made it clear that they are not satisfied 
with their progress so far. We do not foresee a shift in the central 
bank policy prescription. With more tightening in store and explicit 
declarations that there will be no rate cuts in 2023, a contraction 
in developed market growth seems likely. Whether or not a US 
recession is formally affirmed, we are experiencing a slowdown 
that has impacted asset prices. The economy is likely to 
deteriorate further from here. We don’t anticipate an especially 
severe downturn, but instead think the second half of this year will 
see moderate inflation, more normal interest rates and slow but 
positive growth. Eventually, we think investors will come around 
to this view and that equities will begin to discount such a 
scenario. However, this picture seems a long way off given the 
challenging current macro environment facing stocks.

Equities face a host of challenges in 1H23 that keep us 
tactically underweight. Top-line revenues should fall along with 
demand, and the prolonged period of rising costs is likely to 
erode profit margins — including those of US large cap 
companies, which have thus far been relatively successful in 
maintaining pricing power. Although valuations are well off their 
peaks, US stocks aren’t cheap, with the forward P/E on the S&P 
500 sitting around its 25-year average and corporate bond yields 
roughly equal to earnings yields (Exhibit 2). There are also 
numerous unresolved downside risks. In this setting, we conclude 
that a more tactical approach is warranted and hold a neutral 
position in stocks to maximize flexibility as we await more clarity.
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As of 11/30/22. Source: Federal Reserve Bank of Atlanta. The Atlanta Fed’s Wage Growth Tracker 
is a measure of the nominal wage growth of individuals. It is constructed using microdata from the 
Current Population Survey (CPS) and is the median percent change in the hourly wage of individuals 
observed 12 months apart.

Exhibit 2: Historical equity valuations look reasonable, but bonds have become relatively more attractive
S&P 500 P/E next 12 months (NTM)
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Exhibit 3: Treasury yields tend to peak along with the fed  
funds rate
US Treasury yields and federal funds rate

As of 01/04/23. Source: Bloomberg, Piper Sandler Companies.

The bond bear market is likely over. Following one of the 
worst years on record, bonds now look attractive. Positive real yields 
across the interest rate curve present attractive carry for the first time 
in years. With the Fed hiking cycle near its end, we expect the hand-
off from inflation risk to growth risk should force yields lower (Exhibit 
3), and we’ve therefore extended duration. Additionally, the volatility 
in rates and the correlation between stocks and bonds should 
normalize, helping bonds resume their role as a ballast within multi-
asset portfolios.

The US looks comparatively favorable to its competitors. The US is 
further along in the inflation fight and still more geopolitically 
insulated compared to the Eurozone, which faces an increased 
probability of a decline in output. The strong fourth-quarter rally 
staged by European stocks only serves to further dissuade us from 
allocating more to the region. 

Exhibit 4: The US dollar typically strengthens in global recessions and 
during risk-off periods
US Dollar Index (DXY)

As of 01/03/23. Source: Bloomberg.

China also closed out the year on a high note, but we are more 
upbeat on developments there. The move away from zero-Covid 
and the seeming relaxation of tensions with the US are positives. 
Furthermore, China hasn’t overheated like the rest of the world. This 
economic improvement makes emerging markets more attractive 
overall and offers the potential for a surprise to the upside. While 
the US dollar is less likely to be a headwind to international assets 
(Exhibit 4), the currency should retain its defensive properties in risk-
off scenarios.

In sum, we believe the global economic slowdown will make 2023 
more difficult than 2022 for individuals and companies, especially if 
there an outright recession unfolds. However, we are confident that 
long-only multi-asset investors will have a more friendly environment 
in which to operate and that globally diversified mixes of stocks and 
bonds should make up the lion’s share of most portfolios (despite 
the lack of diversification benefits last year). We believe it is an 
approach that should continue to pay off in the long run.
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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 (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. Fund holdings are fluid and are subject to daily change based on market conditions and other factors.
The distribution in the United Kingdom of this Market Insight and any other marketing materials relating to portfolio management services of the investment vehicle is being addressed to, 
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”); (ii) persons falling within any of the categories of persons described in Article 49 
(“High net worth companies, unincorporated associations etc.”) of the Financial Promotion Order; and (iii) any other person to whom it may otherwise lawfully be distributed in accordance with 
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 
document. If you are in doubt about any of the contents of this insight, you should seek independent professional advice. 
This material may not be reproduced in whole or in part, in any form whatsoever, without the prior written permission of Voya Investment Management.
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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.

Barbara Reinhard, CFA 
Head of Asset Allocation, 
Multi-Asset Strategies




