
Q1 2023: A Shifting Landscape Amid Regional Bank Failures
and Monetary Policy Uncertainty
The first quarter of 2023 witnessed significant shifts in monetary
policy expectations and financial markets, prompted by the
collapse of two U.S. regional banks (Silicon Valley Bank and
Signature Bank), as well as Credit Suisse, the second-largest
bank in Switzerland. To avoid a larger banking crisis, federal
regulators in the U.S. took extraordinary measures to protect all
deposits at both regional banks and to provide loans of up to one
year for banks pledging U.S. government-related notes and
bonds as collateral. Emphasizing its dedication to combating
persistent inflation while acknowledging the potential impacts of
the banking turmoil on credit availability and future policy
decisions, the Federal Reserve raised the federal funds rate by 25
basis points at both its February and March meetings. Interest
rates experienced notable volatility through the quarter, with the
2-year U.S. Treasury yield-to-maturity trading within a 151-basis-
point range and the 10-year U.S. Treasury yield-to-maturity
fluctuating within an 80-basis-point range. The S&P 500® Index
traded within a 10% range. Despite these challenges and
heightened volatility, markets ended Q1 with solid returns across
various indices:

Market volatility is justified given the high degree of uncertainty in
the interplay between the lagged impacts of tighter monetary
policy, a regional banking crisis, and ongoing secular changes in
the global economy including de-globalization and rising
protectionist measures, the shift to renewable energy, and tight
labor market conditions. The exact consequences of the banking
turmoil on lending and credit remain unknown for now and will
take time to assess. However, the potential disinflationary risks of
a substantial credit contraction could influence the Fed’s
approach to tackling inflation, even if macroeconomic data
continues to show resilience. Bond markets seem to be adopting
a skeptical stance toward buoyant economic indicators. Federal
funds futures prices suggest that investors anticipate at most one
more quarter-point hike in May before the Fed transitions to a
path of lower policy rates in response to economic pressure. The
widening gap between market expectations for rate cuts and the
Fed’s 2023 projections has reached its highest point in this
tightening cycle. Despite the current financial system flux, the Fed
has largely maintained its economic forecasts, with the dot plot of
policymaker projections indicating a peak of around 5.1% for
2023. The lack of change perhaps indicates the difficulty of

making reliable forecasts with an unstable economy.
Using history as a guide, a hiking cycle of this magnitude is
followed by recession. After reaching the peak rate, the Fed on
average cuts 75 basis points within one year, so we don’t think
front-end yields are unreasonably priced. However, there is
significant risk that core inflation remains above the 2% target
(perhaps in the low-to-mid 3s) due to secular changes discussed
previously. If that turns out to be true, long rates will need to
move higher from here. Given the level of uncertainty, we
maintain a sense of humility and caution with that call. We are
maintaining thoughtful overweight positions in corporate bonds in
companies with strong balance sheets where the business model
can withstand higher interest costs and a slowing economy. We
are also overweight commercial mortgage-backed securities that
are well-structured and seasoned securities, providing ample
credit protection, reasonable loan-to-value ratios, and limited
exposure to the office sector.
Victory INCORE Total Return Bond Fund
The Fund returned 2.35% (A Shares, without sales charge) during
Q1, underperforming the Bloomberg U.S. Aggregate Bond Index
benchmark at 2.96%. For the trailing twelve months, the Fund
returned -5.88%, underperforming the Bloomberg U.S. Aggregate
Bond Index benchmark at -4.78%. The Fund’s shorter relative
duration position (meaning less interest rate risk than the
benchmark), as well as its currency position and overweight
allocations to investment-grade convertible bonds, commercial
mortgage-backed securities (CMBS), and a small position in
Silicon Valley Bank notes (which was sold), contributed negatively
to relative performance for the quarter. We continue to maintain
overweight positions in investment grade and high yield corporate
bonds, as well as CMBS. Our focus is on companies with solid
balance sheets where the business model can withstand higher
interest costs and a slowing economy. Our focus in CMBS is on
well-structured and seasoned securities that provide ample credit
protection, reasonable loan-to-value ratios, and limited exposure
to the office sector.

Victory INCORE Total Return Bond Fund  
Quarterly Commentary

As of March 31, 2023

1Not FDIC Insured • May Lose Value • No Bank Guarantee   

Index/Rate YTM Total Return Excess 
Return

Federal Funds Rate 4.75% 1.13% n/a

U.S. Treasury 2-year 4.20% 1.46% n/a

U.S. Treasury 10-year 3.47% 3.76% n/a

Bloomberg U.S. Aggregate Bond Index 4.40% 2.96% -0.09%

Bloomberg U.S. Corporate Bond Index 5.17% 3.50% 0.20%
Bloomberg U.S. Corporate High Yield Bond 
Index 8.59% 3.57% 1.23%

ICE BofA Investment Grade U.S. Convertible 
Index 2.52% -0.47% n/a

S&P 500® Index 5.35% 7.50% n/a

Source: Bloomberg
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Investment Performance (%)
Average Annual Returns as of March 31, 2023 
Victory INCORE Total Return Bond 
Fund

Inception 
Date Q1 2023 YTD 1 Year 3 Year 5 Year 10 Year Since 

Inception
Expense Ratio
Gross Net

A Shares, without sales charge 12/9/92 2.35 2.35 -5.88 -1.98 0.54 1.09 4.05 1.20 0.85
A Shares, with sales charge (max. 
2.25%) 12/9/92 0.05 0.05 -7.98 -2.71 0.09 0.86 3.97 1.20 0.85

Y Shares 12/1/91 2.41 2.41 -5.63 -1.73 0.78 1.34 4.30 0.65 0.60
Bloomberg U.S. Aggregate Bond 
Index – 2.96 2.96 -4.78 -2.77  0.91 1.36 – – –

Morningstar Percentile Rank – 91 91 69 77 76 80  – – –
Number of Funds in Morningstar 
Category – 635 635 613 554 508 365 – – –

Past performance does not guarantee future results. The performance quoted represents past performance and current performance may be
lower or higher. The investment return and principal value will fluctuate so that an investor’s shares, when redeemed, may be worth more or less
than the original cost. To obtain performance information current to the most recent month-end, visit www.vcm.com. Returns include reinvestment
of dividends and capital gains. Performance for periods greater than one year is annualized. Other share classes are available. Fee waivers and/or expense
reimbursements were in place for some or all periods shown, without which Fund performance would have been lower. Net expense ratio reflects the
contractual waiver and/or reimbursement of management fees through October 31, 2023.
Source: Victory Capital dataanalyzed through Zephyr, andMorningstar.
Morningstar Category: Intermediate Core-PlusBond.
Morningstar Percentile Rankbasedon A Shares.

Carefully consider a fund’s investment objectives, risks,
charges and expenses before investing. To obtain a
prospectus or summary prospectus containing this and other
important information, visit www.vcm.com/prospectus. Read it
carefully before investing.
Not all share classes are available to all investors.
All investing involves risk, including the potential loss of principal.
Fixed income securities are subject to interest rate, inflation, credit and
default risk. The bond market is volatile. Bonds and bond funds will
decrease in value as interest rates rise and vice versa. Credit risk refers to
the possibility that debt issuers may not be able to make principal and
interest payments or may have their debt downgraded by ratings agencies.
High yield securities may be more volatile, be subject to greater levels of
credit or default risk, and may be less liquid and more difficult to sell at an
advantageous time or price than higher-rated securities of similar maturity.
Mortgage-backed securities (MBS) and asset-backed securities (ABS) are
subject to credit, prepayment and extension risk and may react differently
to changes in interest rates than other bonds. Small movements in interest
rates may quickly and significantly reduce the value of certain MBS and
ABS. The market price of the MBS in a mortgage dollar roll transaction may
drop below their future purchase price. In addition, investment in mortgage
dollar rolls may significantly increase the Fund’s portfolio turnover rate. The
market value of a security issued on a when-issued, to-be-announced
(TBA) or delayed-delivery basis may change before the delivery date, which
may adversely impact the Fund’s net asset value. There is also the risk that
a party fails to deliver the security on time or at all. International
investments may involve risk of capital loss from unfavorable fluctuation in
currency values, from differences in generally accepted accounting
principles or from economic or political instability in other nations.
Derivatives may not work as intended and may result in losses. The value
of your investment is also subject to geopolitical risks such as wars,
terrorism, environmental disasters, and public health crises; the risk of

technology malfunctions or disruptions; and the responses to such events
by governments and/or individual companies.
The opinions are as of the date noted and are subject to change at any
time due to changes in market or economic conditions. The comments
should not be construed as a recommendation of individual holdings or
market sectors, but as an illustration of broader themes.
The Bloomberg U.S. Aggregate Bond Index measures the investment
grade, USD-denominated, fixed-rate taxable bond market. The index
includes Treasuries, government-related and corporate securities, MBS,
ABS and CMBS.
The Morningstar percentile ranking is based on a fund’s average annual
total return (excluding sales charges) relative to all funds in the same
category. The highest (most favorable) percentile rank is 1%, and the
lowest (least favorable) percentile rank is 100%. ©2023 Morningstar, Inc.
All rights reserved. The information contained herein: (1) is proprietary to
Morningstar and/or its content providers; (2) may not be copied or
distributed; and (3) is not warranted to be accurate, complete, or timely.
Neither Morningstar nor its content providers are responsible for any
damages or losses arising from any use of this information. Past
performance is no guarantee of future results.
Distributed by Victory Capital Services, Inc., an affiliate of Victory Capital
Management Inc., the Fund’s investment adviser.
©2023 Victory Capital Management Inc.
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