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Voya Multi-Asset Perspectives
U.S. Economic Growth Still Drives Global Expansion
U.S. economic growth continues to drive global expansion: recently,
second-quarter U.S. GDP was revised up to 4.2% and the Atlanta
Federal Reserve raised its third quarter GDPNow forecast to 4.4%.
Corporate capital expenditures are growing at a healthy rate,
reflecting the ongoing strength in U.S. corporate earnings. The August
ISM report showed manufacturing PMI rising to 61.3, up 3.2 points
from July (Figure 1). New orders reached 65.1, having run above 60
since May 2017. Although the outlook for trade is still highly uncertain,
fears that tariffs will cause U.S. growth to stall have not materialized.
Consumers seem unconcerned: confidence is at its highest since
2000; what’s more, the NFIB Small Business Optimism index is at an
all-time high. Productivity growth is on an upward trend, which helps
contain inflation and extend the economic cycle.
The relentless rise of the U.S. dollar gave up some ground in August
on renewed hope of a de-escalation in trade tensions. Extended long
positioning in U.S. dollars and an interpretation of some modestly
dovish language from the Fed helped too.

The Fed is on path to raise interest rates two more times before the
end of the year. July’s U.S. Personal Consumption Expenditures (PCE)
reading, the Fed’s preferred measure of inflation, reached its highest
level since 2012. Although real wage growth flattened in the period,
tight labor markets and rising nominal GDP growth give the Fed
reasons to move forward as projected. Nonetheless, the potential for
a pause in rate hikes next year appears to be on the horizon. At the
annual Jackson Hole meeting, Fed Chairman Jerome Powell said he
does not see an elevated risk of overheating that would require the
Fed to tighten policy aggressively. Recent communications suggest
the Fed remains indifferent about any spillover effects of volatility in
emerging markets.
Volatility has been low in the fixed income market, considering trade
tensions and U.S. economic strength. Ten-year U.S. Treasurys have
moved sideways in a 25-basis-point range since June. This tells us the
bond market is expecting tariffs, if implemented, to have only a small
impact on U.S. inflation or growth.

Tactical Indicators
Figure 2. U.S. Stock Valuations Still Look Reasonable
S&P 500 Price vs. P/E Ratio

Economic Growth (positive):

Strong ISM reading reflects continued U.S.
business expansion

3,000
2,800
2,600
2,400
2,200
2,000
1,800
1,600
1,400
1,200
2013

Fundamentals (positive):

Despite rising wage pressures, U.S. profit margins
remain resilient

Valuations (neutral):

Strong earnings growth has kept valuations
reasonable (Figure 2)

Sentiment (neutral):

While some indicators suggest markets are oversold,
the Voya sentiment indicator remains neutral (Figure 3)
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Figure 3. Market Sentiment May Not be so Negative as Certain
Indicators Suggest
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Figure 1. U.S. Manufacturing Continues to Power Forward
ISM Manufactoring PMI
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Portfolio Positioning
Equities
U.S. Large Cap

Recent contraction in multiples and robust earnings create relative attractiveness versus
fixed income

U.S. Mid Cap

Tax reform is fully incorporated into prices from an after-tax profit standpoint

U.S. Small Cap

Large- and small-cap performance divergence appears to be petering out as financial
conditions tighten

International Equities

Labor market slack and low inflation, coupled with stabilization in European growth, should
support equities
Less accommodative Fed policy and overseas geopolitical angst is leading to U.S. capital inflows and
a resilient U.S. dollar. Although we expect EM volatility to stabilize and markets to move higher, we
prefer U.S. assets

Emerging Market Equities
REITS

Rising interest rates, full valuations and mature real estate cycle have us underweight

Commodities

Prices are cheaper after large declines in July but trade tensions between the U.S. and China, as
well as uncertainty in emerging market growth, have us neutral

Fixed Income
U.S. Core Fixed Income

Tighter Fed policy and stronger economic growth will push yields higher

Non-Investment Grade

Tight spreads offer little value in the face of rising rates. Income potential and floating rate coupon
still make senior loans attractive

International Fixed Income

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

Underweight

Neutral

Overweight

Investment Outlook: Bears and Bulls
Our Voya recession probability model currently forecasts the
likelihood of a U.S. recession over the next 12 months as less than
10%. This provides confidence in our general support for risk assets.
The U.S. has continued to exhibit significant strength relative to
the rest of the world’s equity markets. Earnings strength in the U.S.
has been exceptional this year. The three-month earnings revision
ratio suggests more upward than downward revisions to estimates.
More recently, the index’s blistering pace has been decelerating;
nonetheless, in terms of visibility, the U.S. retains the lead over
other markets.

From an economic standpoint, Europe seems to be rebounding after
a weak first half of 2018. The year-to-date weakness in the euro
will likely support growth over the next year. Economic surprise
indexes have already turned up, which is consistent with our view
that European data are on the mend. We think that if the U.S. dollar
can steady, then European equities have a decent chance to play
catch-up to U.S. stocks into the end of the year. Having seen the
largest outflows of any region over the last six months, Europe
appears unloved and undervalued just as the growth news flow is
starting to pick up.

Our sub-asset class preferences remain directionally the same.
However, we have again reduced our near-term outlook for
emerging-market equities. Global current activity indicators still
point to a flattening of modest improvement in growth outside the
U.S. Chinese authorities have begun simulative programs such as
tax cuts and reducing reserve requirements. In our view, it may take
another three-to-six months for these policy changes to influence any
improvement in Chinese data.

From a seasonality perspective, September and October can be
especially volatile for equities; this year is unlikely to be an exception
to that historical generalization. The comment period on the trade
tariffs against China is concluding and the U.S. mid-term elections
put some near-term uncertainty into the markets. Notwithstanding
these considerations, strong U.S. economic fundamentals and the
expected path of interest rates keep us overweight in equities and
underweight in fixed income.
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Past performance does not guarantee future results.
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. Fund holdings are fluid and are subject to daily change based on market conditions and other factors.
Voya Investment Management Co. LLC (“Voya”) is exempt from the requirement to hold an Australian financial services license under the Corporations Act 2001 (Cth) (“Act”)
in respect of the financial services it provides in Australia. Voya is regulated by the SEC under U.S. laws, which differ from Australian laws.
This document or communication is being provided to you on the basis of your representation that you are a wholesale client (within the meaning of section 761G of the Act),
and must not be provided to any other person without the written consent of Voya, which may be withheld in its absolute discretion.

Multi-Asset Strategies and Solutions Team

Paul Zemsky, CFA
Chief Investment Officer,
Multi-Asset Strategies

Voya Investment Management’s Multi-Asset Strategies and Solutions (MASS ) team 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
Barbara Reinhard, CFA is designed to capture market anomalies and reduce portfolio risk.
Head of Asset Allocation,
Multi-Asset Strategies
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