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Voya High Yield SMA Strategy

Seeks total return, balancing 
income and diversification 
potential

Key takeaways

  ■ 	The Bank of America Merrill Lynch High Yield Master II Index (the Index) returned 1.09% for 
the quarter.

  ■ 	The SMA Strategy outperformed the Index on a net asset value (NAV) basis during the 
quarter, primarily due to its higher quality focus. 

  ■ 	Strong fundamental factors will continue to support tight spreads, while periods of volatility 
spurred by expectations of lower growth and post-election policies changes will provide 
opportunities to episodically add risk.

Portfolio review 

The second quarter of 2024 was marked by a series of evolving and, at times, 
conflicting economic signals. The interplay between labor market dynamics, inflation 
and consumer behavior painted a complex picture for investors and policymakers alike. 
The quarter began with a significant upside surprise in the March Non-Farm Payroll 
(NFP) report, contradicting other employment indicators such as Institute for Supply 
Management (ISM) Employment and National Federation of Independent Business (NFIB) 
hiring intentions. Notably, job growth was primarily concentrated in part-time employment, 
potentially masking broader weakness that was evidenced by a decline in full-time 
employment that had been ongoing since peaking in May 2023. One month later, NFP 
missed to the downside, which helped to quell reflation fears but was still strong enough 
to avoid igniting concerns of a recession. Altogether, the trend over the quarter signaled 
a return to a more “balanced” labor market, with the pace of wage gains slowing, the quit 
rate declining, and the unemployment rate tick up modestly off of extreme lows.

Similarly, consumer spending, which has led growth over the last several quarters, 
showed signs of weakening, with only modest growth numbers reported in both 
personal spending and retail sales data. Major retailers like Walmart, Target and Dollar 
Tree reported cautious outlooks in their earnings reports, reflecting the strain on lower-
income consumers. Rising credit card delinquencies and a low savings rate further 
underscored the financial challenges facing some consumers.

The disinflationary narrative, which came into question in 1Q24 following a series of 
upside surprises, regained credibility in 2Q24 as the data came in mostly in line with 
expectations. That said, U.S. Federal Reserve officials maintained a cautious stance, and 
emphasized that no immediate rate cuts were necessary. The Fed's updated dot plot in 
mid-June revealed a relatively hawkish stance, projecting only one rate cut through the 
end of the year, compared to three in the March projection.

Strategy overview

The Voya High Yield SMA (the SMA) 
strategy seeks to maximize total return 
over a full market cycle by taking a broadly 
diversified and well-balanced approach 
to discovering risk-adjusted opportunities 
within the below investment grade (IG) 
corporate bond sector.
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The Bank of America Merrill Lynch High Yield Master II Index is a market value-weighted index consisting of U.S. dollar-denominated, non-investment grade bonds not currently in default and 
limits any individual issuer to a maximum of 2% benchmark exposure.

All investing involves risks of fluctuating prices and the uncertainties of rates of return and yield inherent in investing. High-Yield Securities, or “junk bonds”, are rated lower than investment-grade 
bonds because there is a greater possibility that the issuer may be unable to make interest and principal payments on those securities. The strategy may use Derivatives, such as options and futures, 
which can be illiquid, may disproportionately increase losses and have a potentially large impact on performance. Foreign Investing does pose special risks including currency fluctuation, economic 
and political risks not found in investments that are solely domestic. Risks of foreign investing are generally intensified in Emerging Markets. As Interest Rates rise, bond prices may fall, reducing the 
value of the share price. Debt Securities with longer durations tend to be more sensitive to interest rate changes. Other risks of the Fund include but are not limited to: Credit Risks; Other Investment 
Companies’ Risks; Price Volatility Risks; Inability to Sell Securities Risks; and Securities Lending Risks. This information is proprietary and cannot be reproduced or distributed. 

Certain information may be received from sources Voya Investment Management (“Voya IM”) considers reliable; Voya IM does not represent that such information is accurate or complete. 
Certain statements contained herein may constitute “projections,” “forecasts” and other “forward-looking statements” which do not reflect actual results and are based primarily upon applying 
retroactively a hypothetical set of assumptions to certain historical financial data. 

Actual results, performance or events may differ materially from those in such statements. Any opinions,projections, forecasts and forward-looking statements presented herein are valid only 
as of the date of this document and are subject to change. Nothing contained herein should be construed as (i) an offer to buy any security or (ii) a recommendation as to the advisability of 
investing in, purchasing or selling any security. Voya IM assumes no obligation to update any forward-looking information.

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. Portfolio holdings are fluid and are subject to daily change based on market conditions and other factors.

BofA Merrill Lynch® indices used with permission, are provided “AS IS”, without warranties, and with no liability. BofAML does not sponsor, endorse, review, or recommend Voya or its products 
or services.

AAA is the highest grade (best) to D which is the lowest (worst) is calculated based on S&P, Moody’s, and Fitch agency ratings. If the ratings from all 3 rating agencies are available, securities 
will be assigned the Median rating. If the ratings are available from only two of the agencies, the more conservative of the ratings will be assigned to the security. If the rating is available from 
only one agency, then that rating will be used. Any security that is not rated is placed in the NR (Not Rated) category. Ratings do not apply to the Fund itself or to the Fund shares. Ratings are 
subject to change.

Past performance does not guarantee future results.
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Markets, like the Fed, were very data dependent. With better 
growth data reported at the beginning of the quarter, spreads 
continued to trade at tight levels and credit sectors posted solid 
excess returns. Interest rates also responding by continuing the 
selloff that was sparked by the hot inflation data in 1Q24, but 
ultimately finished the quarter only slightly higher.

Corporate credit sectors were further supported by 1Q24 
earnings, which again exceeded analyst expectations. While 
leverage and coverage ratios continued to slowly deteriorate, 
aggregate fundamental factors remained acceptable, and ratings 
trends continued to be positive overall. From a technical standpoint, 
both IG and high yield (HY) sectors were well bid due to higher 
all-in yields, despite tight spread levels. The average spread of the 
Index closed out the quarter at 321 basis points (bp) from an option- 
adjusted spread (OAS) standpoint. In addition, primary markets 
have been very active this year across both segments following 
a relatively muted year of issuance in 2023. The IG market has 
already seen about U.S. $850 billion in new supply, while HY supply 
is tracking over $160 billion for the same period.

For the quarter, the SMA Strategy outperformed the Index on a 
NAV basis. The Strategy’s focus on higher quality bonds benefited 
relative performance, as higher-rated segments of the HY market 
outperformed during the quarter.

Current strategy and outlook

From a fundamental perspective, the outlook has undoubtedly 
improved. Inflation has managed to decline without significantly 

impacting growth, and labor markets have managed to rebalance 
without a meaningful uptick in unemployment. We believe inflation 
will continue to trend lower, as the lagged impact of declining 
rent prices will take hold in the coming months, and overcapacity 
in China will keep goods prices in deflation. We expect growth 
to remain positive but will continue at a more measured pace. 
Consumption growth will likely slow due to slowing wage gains 
and higher prices but will remain positive as the wealth effect 
(stock prices and home values at all-time highs) continues to 
be supportive. Similarly, high financing costs will likely curb 
private investment, however this will be at least partially offset by 
investment in artificial intelligence (AI) technology.

Stress on lower income consumers is, unfortunately, a key 
outlier in this otherwise positive dynamic. While not a systemic 
risk, we do think this will allow the Fed to cut rates prior to the 
election. That said, with the labor market still intact and consumer 
spending still supportive in aggregate, along with inflation still 
above 2%, we believe the extent to which the Fed will cut will be 
limited and the pace will be slow.

All of this points to the realization of a soft landing for the 
economy. A scenario thought to be impossible only one year 
ago. While this would otherwise compel us to be more active 
in taking credit risk, spreads remain tight in corporate credit 
sectors. Meanwhile, duration-oriented risks are poised to benefit 
from the implementation of central bank policy and the resulting 
decrease in rate volatility. Strong fundamental factors will continue 
to support tight spreads, while periods of volatility spurred by 
expectations of lower growth and post-election policies changes 
will provide opportunities to episodically add risk.


