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Investment Implications of the
Israel-Hamas War

The horrific violence that has erupted between Israel and Hamas is likely to
reverberate across the Middle East and the world for years to come.

As we mourn the tragic loss of life, we also have a duty to
make objective assessments about possible effects on
the economy and financial markets.

A key question is whether the conflict can be contained
between Israel and Hamas (and potentially Hezbollah

to the north), or if Iran will be drawn into direct conflict,
spurring broader international involvement. Many nations
have deep motivations to avoid such an escalation but
the risk cannot be ignored.

Here are a few thoughts on markets in each scenario.

Containment

Markets are cautiously watching and waiting. In the
days since the attacks, the major stock indexes have
trended generally higher, perhaps expecting that
heightened geopolitical risk may tilt the Federal Reserve
away from raising rates again this year. Gold has rallied
in a flight to safety, while bond yields have retreated. Qil
prices rose initially but have since settled. The U.S. dollar
cemented its safe haven status, strengthening over the
past week.

Further volatility (and more defensive posturing) is
likely. The market’'s muted response thus far seems to
reflect a generalized anxiety about what's coming next.
As the situation unfolds, we expect periods of heightened
volatility in global equities and a rotation out of riskier
asset classes (including certain emerging markets) and
sectors (tech) toward industries such as defense.

Stock and bond movements diverge. Prior to the events,
stocks and bonds had been generally rising and falling
together, driven by the extreme focus on the negative
impact that sustained inflation, a higher-for-longer fed
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funds rate, and higher borrowing costs have on profit
margins. Although it's a small data set, pricing since
the attacks has been influenced more by risk appetite,
leading bonds to move in the opposite direction of
stocks! We believe long-duration Treasury yields are
forming a new top-of-range level, and the uncertainty
brought by this conflict will incrementally add to the
resistance of yields to rise further.

Escalation

Sustained higher energy prices could induce a global
recession. Should the conflict spread, we think energy
markets could be the most impacted—the question is

to what degree. Despite echoes of the current situation

to the 1970s, today’s circumstances differ in several
important ways. Recent acceptance of Israel among some
Arab nations marks a noticeable improvement in relations,
and statements by Hamas suggest that one objective

of the attack was to derail recent diplomatic momentum
between Israel and Saudi Arabia.

That said, widespread conflict could cut off a significant
supply of oil. Roughly 20% of the world’s daily crude oil
production passes through the Strait of Hormuz.2 Any
blockade of this important transportation lane—which
connects the Persian Gulf with the Gulf of Oman and the
Arabian Sea—could spike prices. According to the IMF,
a 10% increase in oil prices would lower global output
by 0.2% the following year and increase global headline
inflation by 0.4%.3

However, the U.S. economy has room to absorb higher
energy prices. If oil were to rise 15-20% from current
levels, it would still be below the $130/bbl high from early
2022. Although this would drive headline inflation and
hurt consumers, it takes time for higher oil prices to pass
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through to core inflation—its price is less volatile than the
overall market. The U.S. is now less reliant on energy, and
it's also less energy intensive: Each unit of GDP requires
70% less oil than it did in the 1970s.* Moreover, the Fed
would be unlikely to react to a sudden spike in energy
prices, as such moves are often viewed as transitory.
Meanwhile, increased recession risk could cause the Fed
to take a less restrictive stance sooner than anticipated.

Big picture

We are carefully monitoring events and revisiting our
investment theses to determine the potential impacts

of higher energy prices, lower consumer spending and/
or negative economic growth on portfolio companies
as a result of these developments. For investors, it is
important to remember at times like these that asset
prices are not systematically correlated to geopolitical
risks, especially over time.

While uncertainty creates volatility, the path of global
equities over the decades has remained up and to the
right (Exhibit 1). Meanwhile, we believe bonds currently
offer compelling value, paying higher yields for less risk
than at any point since the aftermath of the 2008-09
financial crisis.®

Exhibit 1: Global crises over the decades
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The S&P 500 Index is an unmanaged index that measures the performance of securities of approximately 500 of the largest companies in the United States. The
Bloomberg U.S. Aggregate Bond Index is an unmanaged index composed of securities from Bloomberg’s Government/Corporate Bond Index, Mortgage Backed
Securities Index and Asset Backed Securities Index; it includes securities that are of investment grade quality or better and have at least one year to maturity. The
MSCI World Index is an unmanaged index that measures the performance of developed world markets. An investor cannot invest directly in an index, and index
performance does not reflect the deduction of any fees, expenses or taxes. Index comparisons have limitations, as volatility and other characteristics may differ from a
particular investment.

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 (i) 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.
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