
GENERAL MARKET COMMENTARY

The first quarter marked a reversal of 2022 with equities, 
convertible securities, and high-yield corporate bonds 
advancing in the period. The path to achieving these returns 
was not linear, however. Better-than-feared fourth-quarter 
earnings results and steady economic data drove early strength, 
while hawkish Federal Reserve (Fed) commentary and rising 
terminal rate expectations pressured markets in February. 
March ushered in the unexpected – the two largest U.S. 
bank failures since 2008 and the collapse of Credit Suisse 
in Europe. Headlines rattled markets initially, but investor 
confidence was quickly restored with the Fed and U.S. 
government responding with decisiveness and unprecedented 
speed to tackle the issues facing regional banks and UBS 
stepping in to purchase Credit Suisse. Angst eased further in 
the absence of new regional bank headlines, suggesting 
perceived risk was not systemic, deposit flight was diminishing, 
and existing facilities were addressing bank liquidity needs. 

The Fed raised rates by 25 basis points (bps) twice during the 
quarter. February’s hike was interpreted as hawkish, supported 
by a higher for longer narrative. By March’s Federal Open 
Market Committee (FOMC) meeting, the Fed’s tone had 
shifted, and their statement was adjusted to incorporate less 
hawkish language. Correspondingly, terminal rate expectations 
fell, and the 2-year U.S. Treasury yield dropped sharply.

Economic reports indicated continued growth but at a  
slower pace. Unemployment remained low, services data  
rebounded into expansionary territory, and Citi’s Economic 
Surprise Index touched levels not seen in nearly a year. 
Meanwhile, inflation ticked lower, yet remained above the 
Fed’s desired target.

Against this backdrop, U.S. Treasury yields and the yield 
curve were extremely volatile. The 2-year yield traded below 
4% just days after closing above 5% and banking headlines 
hit. The yield curve’s (2s10s) inversion more than halved as 
a result after inverting the most since the early 1980s.

EQUITIES MARKET ENVIRONMENT

>  The S&P 500® Index returned +7.50% for the quarter.

>  Mega-cap stocks led in the period with the 50 biggest 
stocks in the S&P 500 gaining +11.6% versus +2.3% for 
the remaining 450 stocks.

>  Sector performance was mixed. Long-duration sectors 
including technology, communications services, and 
consumer discretionary outperformed while cyclical and 
defensive sectors such as energy, healthcare, financials, 
and utilities underperformed.

>  The Russell 1000® Growth Index (+14%) outperformed 
the Russell 1000® Value Index (+1%).

>  Equity volatility fell -13.7% to 18.70.

CONVERTIBLE SECURITIES MARKET 
ENVIRONMENT

>  The ICE BofA US Convertible Index returned +3.75% for 
the quarter.

>  Convertible securities were positively impacted by rising 
stock prices and credit spread tightening.

>  Most sectors finished higher in the period, led by technology, 
materials, consumer discretionary, and industrials. Lagging 
sectors included utilities, telecommunications, energy, and 
consumer staples.

>  Investment grade issues outperformed below-investment 
grade issues. Equity sensitive issues outperformed yield 
alternative (busted) and total return (balanced).

>  New issuance rose quarter over quarter with 24 new deals 
pricing $12.9 billion in proceeds.

HIGH-YIELD BOND MARKET ENVIRONMENT:

>  The ICE BofA US High Yield Index returned +3.72% for 
the quarter.

>  BB, B and CCC rated bonds returned +3.37%, +3.81% 
and +4.85%, respectively.

>  Spreads tightened to 458bp from 481bp, the average 
bond price rose more than two points to 88.21 and the 
market’s yield fell to 8.55%.

>  Nearly all industries finished higher for the period. Theaters 
& entertainment, recreation & travel, and transportation 
infrastructure outperformed, whereas media content, 
telecommunications, and banking underperformed.

>  New issuance moderated over the quarter with 54 issues 
priced, raising $40.5 billion in proceeds. Refinancing was 
the greatest use of proceeds.
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Storm Navigation—Addressing Fears of Both Equity and Rate 
Volatility After 1Q Gains in Equities, Convertibles, and High Yield

As of July 2022, Voya Investment Management (Voya IM) acquired the investment personnel and assets related to certain strategies from Allianz Global Investors (AllianzGI). 
All historical performance data, data analysis and other information provided for periods prior to July 25, 2022, were prepared by AllianzGI. 
Virtus Investment Partners is the manager for the Virtus Income and Growth Fund and Voya IM is the sub-advisor.
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>  Trailing 12-month default rates rose but remained low at 
1.27% and 0.97% on a dollar- and issuer-weighted basis, 
respectively.

OUTLOOK

While comparisons have been made to the financial crisis of 
2008, there are key differences. 2008 was a credit crisis. 
Today, banks are better capitalized; leverage is lower; 
liquidity is higher; and risk appears isolated to just a few 
regional banks (rather than across the entire industry) that 
mismanaged duration risk and assumed deposits were sticky. 
Moreover, the assets purchased with deposits were very 
liquid, unlike the illiquid assets on bank balance sheets in 
2008. Another key difference: the Fed and U.S. government 
responded with unprecedented speed to current events, 
unlike 2008. 

Until the extent of bank stress spillover is well understood, it 
is difficult to estimate the impact on the overall economy. 
Credit accessibility—a potential downstream effect—could 
impact spending and hiring, potentially curbing growth. 
Lagged effects of policy tightening and the durability of 
household balance sheets are additional risks.

Tightening financial conditions have the same effect as rate 
increases and therefore can serve as a substitute, allowing 
the Fed to be less hawkish. The most recent FOMC statement 
reinforces this view by replacing “ongoing increases” with 
“some additional policy firming may be appropriate.” 
Additionally, terminal rate expectations have fallen with 
odds pointing to more than 50 bps of cuts by year-end, and 
the 2-year U.S. Treasury yield—a directional indicator of the 
Fed funds rate historically—has dropped sharply from its 
peak. Finally, inflation continues to recede, also aligning 
with a less aggressive Fed in the future.

Inflation’s trajectory remains subject to the interplay between 
slowing demand and disinflationary pressures from the 
goods-producing side of the economy and stronger demand, 
labor shortages, and cost pressures tied to the services-
providing side of the economy.

Above mentioned risks could also have an impact on 
corporate profitability, pushing out the bottoming process of 
forward earnings estimates. However, the stock market—a 
discounting mechanism—tends to trough in anticipation of 
earnings inflecting. Moreover, 2024’s higher earnings 
estimate will continue to take on greater relevancy and is 
already influencing the forward price-to-earnings multiple. 
In the near term, macro surprise momentum, a low earnings 
bar, and resilient top lines favor a better-than-expected first-
quarter earnings season.

Our market outlooks remain unchanged. Equity volatility—
both upside and downside—could continue to persist, partly 
fueled by skewed sentiment and positioning. Currently, 
pessimism among individual investors remains elevated, and 
this tendency is reflected in current positioning with money 
market funds attracting outsized inflows. Typically, these 
datapoints can serve as contrarian indicators. Following 
outsized market movements, skewed sentiment and positioning 
may dampen further gain/losses.

The Fed hiking cycle appears to be nearing an end which 
could be a positive development for stocks. Per Goldman 
Sachs, U.S. equities generally rallied in the months following 
the end of past Fed tightening cycles. In the three months 
following the peak Fed funds rate, the S&P 500 Index 
returned +8% (average), rising in five of six episodes. On a 
12-month basis, the S&P 500 Index returned +19% 
(average), rising in five of six episodes.

Similarly, interest rates have rolled over with the 10-year U.S. 
Treasury yield trading nearly 1% below October’s peak. The 
U.S. dollar has also weakened significantly after topping in 
September. Higher interest rates and dollar strength were two 
perceived headwinds for the U.S. stock market exiting 2022.

U.S. convertible securities should continue to provide 
benefits to investors, including an attractive asymmetric 
return profile and lower interest rate sensitivity relative to 
core fixed income. After a challenging 2022, the universe 
looks vastly different compared to the past decade. Today, 
many securities offer high yields and most exhibit defensive 
characteristics given lower deltas and closer proximities to 
bond floors. This dynamic may allow for greater downside 
protection if equity volatility rises in 2023. If the prices of 
underlying stocks advance, convertible securities are 
positioned to participate in the upside. Higher financing 
costs will serve to benefit new issuance which could reach 
$45-50 billion, according to market strategists.

U.S. high yield’s risk/reward opportunity is compelling. In 
addition to a favorable technical backdrop (due to robust 
rising star volume and a less active primary market in 2022 
following record new issuance in 2020 and 2021), credit 
statistics and fundamentals are healthy, near-term refinancing 
obligations remain low, and managements continue to 
prioritize debt reduction. As a result, defaults are expected 
to normalize but not significantly exceed historical averages. 
A supportive commodity price backdrop also substantiates 
this view. With the market trading at a deep discount to face 
value, high-yield bonds offer very attractive total return 
potential and higher spreads that compensate for risks. 
Notably, there are no instances of the asset class producing 
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The Russell 1000® Growth Index is a market capitalization-weighted index of growth-oriented stocks of the 1,000 largest companies in the Russell Universe, which comprises the 3,000 
largest U.S. companies. The index is calculated on a total return basis with dividends reinvested. The Russell 1000® Value Index is a market capitalization-weighted index of value-
oriented stocks of the 1,000 largest companies in the Russell Universe, which comprises the 3,000 largest U.S. companies. The index is calculated on a total return basis with dividends 
reinvested. The ICE BofA US Convertibles Index tracks the performance of publicly issued U.S. dollar denominated convertible securities of U.S. companies. The index is calculated on 
a total return basis. The ICE BofA US High Yield Index tracks the performance of below investment grade U.S. dollar denominated corporate bonds publicly issued in the U.S. domestic 
market and includes issues with a credit rating of BBB or below. The index is calculated on a total return basis. The S&P 500® Index is a free-float market capitalization-weighted index 
of 500 of the largest U.S. companies. The index is calculated on a total return basis with dividends reinvested. The CBOE Volatility Index, known by its ticker symbol VIX, is a popular 
measure of the stock market’s expectation of volatility implied by S&P 500 index options. The indexes are unmanaged, their returns do not reflect any fees, expenses, or sales charges, and 
they are not available for direct investment.

The commentary is the opinion of Voya Investment Management. This material has been prepared using sources of information generally believed to be reliable; however, its accuracy 
is not guaranteed. Opinions represented are subject to change and should not be considered investment advice or an offer of securities.

Past performance is no guarantee of future results. 

All investments carry a certain degree of risk, including possible loss of principal.

Mutual Funds, ETFs, and Virtus Global Funds are distributed by VP Distributors, LLC, member FINRA and 
subsidiary of Virtus investment Partners, Inc.
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Voya Investment Management strives to help investors push what’s possible. As the asset management business of Voya 
Financial (NYSE: VOYA), Voya IM seeks to understand and anticipate client needs, delivering differentiated solutions 
across public and private fixed income, equity, and multi-asset platforms, including private markets and alternatives.

back-to-back negative annual returns and forward 12- and 
24-month return projections based on the current yield have 
been consistent with mid to high single digits.

A covered call options strategy can benefit from elevated or 
rising equity volatility by collecting premiums that translate 
into attractive annualized yields.

Collectively, these three asset classes can provide a steady 
source of income and a compelling participate and protect 
return profile. Additionally, they serve as a diversification 
tool, historically offering outperformance relative to core 
fixed income in a rising interest rate environment.

Today’s investing environment is characterized by high 
uncertainty, pessimistic sentiment, fears of both equity and 
rate volatility, and rising inflation. The Income and Growth 
strategy is a solution designed to address these risks, aiming 
to provide high monthly income, the potential for capital 
appreciation, less volatility than an equity-only fund, and a 
low correlation to rate-sensitive investments.


