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A Strong Month, a Persistent Cycle
April proved to be another good month for global equities. The United
States led the way with gains of 4.0% for the S&P 500 index, followed
by international developed markets at 2.8% and emerging markets at
2.1%. Within fixed income, U.S. 10-Year Treasurys fell 0.6%; credit-related
indexes fared well, with high yield gaining 1.4% and senior loans 1.7%.
We continue to believe the equity market is in a late-cycle environment,
which becomes harder to navigate as concerns of recession start to rise.
What leads us to believe it is late cycle? Three important factors are the
decline in the unemployment rate (Figure 1), bubbling wage growth and
peak profit margins; but the two missing ingredients for a classic, latecycle environment are rising inflation and financial market excesses. The
absence of those last two factors is particularly important, because they
are the ones central banks tend to lean into when tightening monetary
policy. Notwithstanding a pick-up in those factors, we think the cycle can
persist into late 2020.
We rotated our portfolios a bit more toward U.S. large caps during April.

We believe small- and mid-cap companies are feeling the pinch of rising
wages. Rising wages are not an intrinsically negative development, but
because we are seeing more wage growth in the small- and mid-cap
segments, and because these companies carry higher levels of leverage,
they are more susceptible to increasing cost pressures. Holding higher
allocations to large caps is a theme we expect to maintain in portfolios
over the next year as the cycle continues to age.
Despite the broad-based rally in financial assets that has unfolded over
the course of this year, investors have been steadily buying bonds and
selling equities. We think this is largely a reflection of skittish sentiment,
having just been through a gut-wrenching sell-off in late 2018. In spite
of poor flows, we find comfort in data points such as global earnings
revisions (Figure 2). Over the past two months they have stopped declining
and shown much needed stabilization; the U.S. and emerging markets
have seen the strongest revisions. We maintain our positive risk position
toward the U.S. and emerging markets where we have the most visibility
on monetary policy and earnings.

Tactical Indicators
Economic Growth (neutral):

U.S. growth slowdown is a necessary part of the convergence
toward trend

Fundamentals (improving):

Figure 2. Global earnings expectations have improved
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The majority of our preferred sentiment indicators are
fluctuating in neutral territory
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Figure 3. Current activity indicators are looking up, led by
emerging markets
Goldman Sachs World and EM Current Activity Indicators

Figure 1. The U.S. unemployment rate has declined to a
cycle low of 3.6%
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Portfolio Positioning
Equities
U.S. Large Cap

Reasonable valuations and earnings yields 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

Susceptible to increasing operating costs because of high leverage

International Equities

We expect a stable dollar, continued weak activity in the Eurozone and accommodative monetary
policy both there and in Japan

Emerging Market Equities

With less EM currency volatility and more policy support, we expect the growth outlook to
brighten and equity performance to begin converging to DM

REITS

May act as a buttress due to their yield attractiveness during high levels of volatility

Fixed Income
U.S. Core Fixed Income

We favor quality investment grade bonds over high yield as downgrade risk of BBBs could
weigh on spreads

Non-Investment Grade

Senior loans are recovering in the wake of a weak 4Q18

International Fixed Income

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

Underweight

Neutral

Overweight

Investment Outlook
rate to 3.6%, wage growth is not broadly spiraling out of control. We
continue to watch closely to see if our soft-landing scenario unfolds
over this year and into 2020. In our view, a soft landing would support
risk assets broadly.

The April readings of our indicators show global growth continuing
to slow as the benefits of U.S. fiscal policy diminish over the course
of 2019. But we see fading benefits in the U.S. as part of a necessary
process to slow U.S. GDP down to trend growth after a blistering
3% growth rate last year. Engineering a soft landing is a tricky thing
to do: trying to slow the economy raises the risk of overdoing the
tightening and tipping the U.S. into a recession. In this case, the
Federal Reserve already has made progress toward renormalizing
monetary policy by tightening in 2017 and 2018; those actions have
raised short-term interest rates away from zero and closer to the
neighborhood of neutral.

Outside the U.S., we are looking for an upturn in economic data after
the weakness of last year (Figure 3). The Chinese data in March were
better, but we did not get a follow-through improvement in April. We
see that there are a number of easing policy steps already in place,
and think they likely point to economic stabilization after last year’s
surprise slowdown. Europe has been stuck in the economic doldrums.
The European Central Bank is conveying a dovish message similar
to those of other monetary authorities around the world. According
to our data, domestic demand is holding up but the export sector is
still suffering.

The Fed now has some room to wait to see if its policy of snugging
up interest rates has worked. At the heart of the issue is whether
the policy tightening can steady the meaningful decline in the
unemployment rate. Despite the latest drop in the unemployment
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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.
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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
is designed to capture market anomalies and reduce portfolio risk.
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