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Fund Performance Summary 

In the first quarter of 2023, the Victory High Yield Fund (the “Fund”) 
returned 3.3% on a gross basis, underperforming its benchmark, 
the Bloomberg US Corporate High Yield Bond Index1 (the “Index”), 
which returned 3.6%.  

Positions contributing to the Fund’s performance relative to the 
Index in the quarter included investments in the healthcare sector 
(both on an allocation and selection basis), the gaming sector, and 
the building products sector. An underweight allocation and 
security selection in the telecommunications sector outperformed 
as well. Investments in the media (broadcasting) and consumer 
products sectors detracted from performance relative to the Index, 
and an underweight in chemicals slightly dragged on performance 
for the Fund as well.  

Market and Portfolio Overview 

The year started with a sharp rebound in the asset class from 
December’s sell-off. The level of volatility receded, and the 
valuation of high yield bonds attracted investors as the theme of 
higher-quality high yield grew louder. We believe the current state 
of the US high yield market is higher quality and better balanced 
than previous cycles, even heading into a recessionary period. 
There is a better mix of ratings quality and an extremely low 
upcoming maturity wall, and interest coverage ratios are quite 
strong even in this phase of rate hiking. Management teams were 
prudent in locking in lower coupons and dealing with their capital 
needs in the (very) low interest rate period coming into 2022. 

To start the year, high yield investor demand was rewarded with 
overall positive earnings data for the Q4 2022 earnings season, 
mitigating one of the larger near-term risks to investors. Some 
sectors and names are struggling, but in general, credit 
fundamentals are tracking better than bearish fears, while credit 
valuations, particularly in the below-investment-grade space, 
remain compelling. These valuations are partly due to continued 
organic growth, even in the face of inflation and hesitant demand, 
and from corporate deleveraging actions. We continue to see a 
growing share of issuers prepay debt and increase cash flow in the 
face of the current macro environment, which we think is a strong 
signal and a company’s most direct response to recessionary 
threats. However, we could still see the pace of credit rating 
downgrades pick up slightly, but this follows a two-year upgrade 
cycle, and we will probably see the default rate move higher. The 
scrutiny on the default rate must be taken in the context that at 
quarter end, defaults were at 1.6%, which is historically low. 
Expectations as high as 5%-6% have been expected and are 
largely reflected in the asset class current average price trading 
below 88% of par and -11.3% total return in 2022.  

In the larger market and economic landscape, our asset class and 
others were getting comfortable with peak inflation in the rearview 
mirror, even though the pace of inflation has not fallen as fast as 
desired. Even volatility levels and trading illiquidity seemed to have 
shown 2022 was worse than the start of 2023. This landscape left 
the focus on when peak short-term rates would be reached, and 
the Federal Reserve (“Fed”) even began to signal a pause in hikes 
was coming soon during February. Yet like many previous market 

cycles, a tipping point was reached with the US regional banking 
crisis, and this spread to the European solvency fears of Credit 
Suisse. The Fed was forced to inject more liquidity, stabilize the US 
deposit system, and put its focus on inflation on equal footing with 
being the lender of last resort, while watching its Swiss regulatory 
counterpart orchestrate a forced banking merger. Fortunately, the 
US regional banking crisis was an issue of duration risk and not 
credit risk, which is easier to contain and reflected in the markets 
today. While contagion was taken off the table, consequences were 
not, and debt and equity capital in many of these names 
experienced heavy losses. Of note, the Fund had zero banking 
exposure before or during this regulatory intervention. Yet, all this 
resulted in our high yield sector, the Fund, and most risk asset 
classes resetting expectations and levels in March from the healthy 
start to the year. 

High Yield Market Outlook 

As we look into the second quarter and next earnings season, we 
are positioning the portfolios around two main tenets in our outlook. 
We favor (1) companies which have shown the ability to pass along 
cost inflation or have their goods or labor supply imbalance 
resolved, and (2) publicly owned companies over private equity, 
since they tend to have the larger and more liquid capital structures 
with the benefit of junior capital behind them. The inflation 
positioning is reflected in our view on sectors such as airlines, 
energy, leisure, and gaming. Even the healthcare sector looks 
attractive to us from a valuation perspective due to the oversold 
2022 experience and the sequentially improving labor dislocation 
in that sector. Our public-over-private preference is aligned with the 
default outlook. We think defaults will unfold at a higher rate in the 
private-equity-backed leveraged buyout (LBO) names. These 
credits are vulnerable to worse metrics due to their interest 
coverage declining, and they have fewer levers to pull for access 
to capital. We are seeing this play out currently with the shift of 
LBOs starting to migrate to private capital solutions and access, 
which adds to the overall health of the US high yield industry. We 
have the Fund positioned favorably to the Index on a publicly 
traded backing with exposure of just 45% private equity issuers vs. 
55% for the Index. We also have a particularly negative view of the 
technology and telecommunications sectors, which both have 
above-average leverage and a high share of LBO credits.  

While markets have reset here, we remain cautiously positive due 
to the outsized real rate of return the high yield asset class is 
producing, with the Fund’s 9.1% current yield as of March 31, along 
with its total return potential from an average price of 82% of par. 
Risks remain, we believe the market will continue to experience 
turbulence, and that the Fed still has a narrow lane to achieve price 
stability and financial market stability while not triggering a deep 
recession. US high yield can provide outsized current yield while 
the default rate expectations and entry price level reflect 
recessionary expectations. On a spread basis, US high yield can 
look just average, but on a price, yield and fundamental 
composition basis, it remains cautiously attractive to us.  
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VICTORY HIGH YIELD FUND As of March 31, 2023 

*As of the Fund’s inception date, 9/1/98. 

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. Fee waivers and/or expense reimbursements were in place for some or all periods shown, without which 
Fund performance would have been lower. Performance for other share classes will vary.  
Net expense ratio reflects the contractual waiver and/or reimbursement of management fees through April 30, 2023. 
 

 
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. 
All investing involves risk, including the potential loss of principal. 
Other share classes available. Not all share classes are available to all 
investors. 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 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. Convertible securities rank senior to the issuer’s common stock but may 
be subordinate to senior debt obligations. In part, the total return for a 
convertible security may depend upon the performance of the underlying 
stock into which it can be converted. Synthetic convertibles may respond 
differently to market fluctuations than traditional convertible securities. 

They are also subject to counterparty risk. 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. 
1 The Bloomberg US Corporate High Yield Bond Index is generally 

considered to be representative of the investable universe of the U.S. 
dollar–denominated high-yield debt market. 

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.  
Park Avenue Institutional Advisers LLC is the sub-adviser to the Fund. The 
Fund is distributed by Victory Capital Services, Inc. (“VCS”). Victory Capital 
Management Inc. (“VCM”), an affiliate of VCS, is the investment adviser to 
the Funds. Neither VCS nor VCM are affiliated with Park Avenue 
Institutional Advisers LLC. 
For more information about separate accounts and mutual funds, 
contact Victory Capital Management at 800.991.8191 or visit 
vcm.com. 
©2023 Victory Capital Management Inc. 
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Performance 
AVERAGE ANNUAL TOTAL RETURNS (%) AS OF 3/31/23 
 

Victory High Yield Fund  
(Class A – GUHYX)  QTR 1-YR 3-YR 5-YR 10-YR 

Since 
Inception* 

Expense 
Ratio (%) 

without sales charge 3.33 -10.96 4.07 2.19 3.39 5.04 Gross Net 

with maximum sales charge (2.00%)  1.02 -12.98 3.29 1.72 3.15 5.04 1.08 1.00 

Bloomberg US Corporate High Yield Bond Index1  3.57 -3.34 5.91 3.21 4.10 6.15  
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