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MARKET REVIEW
After a volatile 2022, U.S. stock markets were off to a strong start 
in the first quarter, driven largely by price/earnings expansion as 
investors became willing to pay more for company profits. Growing 
focus on looming recession risks drove bond yields lower, shifting 
attention back to stocks, particularly large-cap securities and 
mega-cap technology names. 

However, as economic slowdown concerns continued to mount, 
value securities came under increasing pressure, compressing 
some of their earlier quarter gains. Market anxiety was further 
escalated by turmoil in the banking segment and stubbornly 
higher-than-expected inflation numbers that suggested the 
Federal Reserve (Fed) was likely to continue its tightening cycle.

The Russell 2000® Value Index fell 0.66% in the period, with the 
largest sector increases in information technology (+12.88%) and 
consumer discretionary (+11.12%). Healthcare (-6.16%) and 
financials (-10.97%) were the weakest performing sectors. 

PERFORMANCE

The Virtus Ceredex Small-Cap Value Equity Fund gained 3.79% 
(Class I) in the quarter while the Russell 2000 Value Index’s 
return fell 0.66%. An overweight position and stock selection 
in industrials and information technology, stock selection in 
healthcare, and an underweight financials position were all 
large performance contributors. Stock selection in energy and 
communication services detracted from performance.

Academy Sports & Outdoors and SKF AB were among the strongest 
stock contributors.

 > Sporting goods chain store Academy Sports & Outdoors 
continued to benefit from strong consumer demand for its 
products. We purchased the stock during last year’s market 
volatility, and it has performed well for the portfolio. We held 
steady with the position as the company continues to offer  
great store growth potential, a good management team, and 
differentiated positioning in the overall consumer market.

 > Bearing and seal manufacturer SKF AB rose on its better-than-
expected forward-looking guidance, driven by an improving 
European market outlook. The state-of-the-art company 
remains the dominant player in its market segment, and the 
stock enjoyed a strong rebound trading off recession-like 
valuations. We continued to hold the position but are monitoring 
it after the price gains.        

SLM and First Interstate BancSystem were among the largest 
stock detractors.

 > Consumer banking company SLM, best known for its education 
loan business Sallie Mae, fell on disappointing earnings and  
the general financial sector selloff in the wake of Silicon Valley 
Bank’s collapse.  
      

 > Financial holding company First Interstate BancSystem also got 
caught up in the financial sector turmoil. We maintained both 
positions as we expect shares to recover as markets move past 
the current banking crisis, which appears isolated to a small 
number of institutions.   

PORTFOLIO CHANGES 
Portfolio additions included Columbia Banking and PotlatchDeltic. 
We exited National Instruments and First Citizens BancShares.

 > We bought financial holding company Columbia Banking System 
given the attractive synergies of its recent merger with Umpqua 
Bank, which combined two of the Pacific Northwest’s premier 
financial institutions.

 > We purchased timber real estate investment trust PotlatchDeltic, 
which we believe was oversold on concerns about softening new 
home sales.

 > We sold technology firm National Instruments and bank holding 
company First Citizens BancShares after the stocks reached our 
price targets.

 
OUTLOOK

At this point in the cycle, our focus has remained squarely  
on earnings and whether companies have been successfully 
able to reset investor expectations lower. One of our biggest 
concerns is if sticky input cost increases are likely to continue 
pressuring margins—and by how much. 

Inflation is beginning to soften, just not as quickly as markets 
expected. Consequently, it looks like the Fed may be approaching 
the end of its interest rate hikes, although we think investors 
hoping for cuts anytime soon may be disappointed. 

On the plus side, we still are not seeing much sign of broad 
recession. While macro risks remain elevated and business 
confidence is relatively low, consumers continue to spend and 
remain generally healthy. The labor market has continued to be 
resilient, albeit softening, and layoffs largely have been centered 
around a handful of sectors. It appears that the economy may 
be more realistically facing a rolling recession scenario that 
works through select industries, as has been the case for the 
past several quarters. 

This has offered us the opportunity to invest in a number of 
oversold stocks in beaten-up market segments at what appear 
to be very attractive valuations. Indeed, our fundamental research 
continues to identify considerable investment potential as market 
expectations have lowered and stock correlations have started 
to expand.
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PORTFOLIO MANAGERS
Brett Barner, CFA
Industry start date: 1985 
Start date as Fund Portfolio 
Manager: 1995

Charles E. Carter, CFA
Industry start date: 2001 
Start date as Fund Portfolio 
Manager: 2023

Don Wordell, CFA
Industry start date: 1996 
Start date as Fund Portfolio 
Manager: 2023

Notes on Risk: Equity Securities:  The market price of equity securities may be adversely affected by financial market, industry, or issuer-specific events. Focus on 
a particular style or on small, medium, or large-sized companies may enhance that risk. Value Stocks: Value stocks are subject to the risk that the broad market 
may not recognize their intrinsic value. Sector Focused Investing: Events negatively affecting a particular industry or market sector in which the portfolio focuses 
its investments may cause the value of the portfolio to decrease. Market Volatility: The value of the securities in the portfolio may go up or down in response to 
the prospects of individual companies and/or general economic conditions. Local, regional, or global events such as war, terrorism, pandemic, or recession could 
impact the portfolio, including hampering the ability of the portfolio’s manager(s) to invest its assets as intended. Prospectus: For additional information on 
risks, please see the fund’s prospectus.
The commentary is the opinion of the subadviser. 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.

Please consider a Fund’s investment objectives, risks, charges, and expenses carefully before investing. For this and other information about 
any Virtus Fund, contact your financial professional, call 800-243-4361, or visit virtus.com for a prospectus or summary prospectus. Read it 
carefully before investing.
Not insured by FDIC/NCUSIF or any federal government agency. No bank guarantee. Not a deposit. May lose value. 
Distributed by VP Distributors, LLC, member FINRA and subsidiary of Virtus Investment Partners, Inc.
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Performance data quoted represents past performance. Past performance does not guarantee future 
results. Investment return and principal value will fluctuate so that shares, when redeemed, may be 
worth more or less than their original cost. Current performance may be lower or higher than the 
performance data quoted. Please visit virtus.com for performance data current to the most recent month 
end. This share class has no sales charges and is not available to all investors. Other share classes have 
sales charges. See virtus.com for details.
The fund class gross expense ratio is 1.20%. The net expense ratio is 1.15%, which reflects a contractual 
expense reimbursement in effect through 4/30/2023.
Average annual total return is the annual compound return for the indicated period and reflects the change in share price and 
the reinvestment of all dividends and capital gains. Returns for periods of one year or less are cumulative returns.

Index: The Russell 2000® Value Index is a market capitalization-weighted index of value-oriented stocks of the smallest 2,000 
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 index is unmanaged, its returns do not reflect any fees, expenses, or sales charges, and is 
not available for direct investment.

TOP TEN HOLDINGS % Fund

Perrigo Co. PLC 3.36

Academy Sports & Outdoors Inc. 2.99

Stantec Inc. 2.58

Ritchie Bros Auctioneers Inc. 2.45

Dolby Laboratories Inc. 2.42

Power Integrations Inc. 2.26

DENTSPLY SIRONA Inc. 2.06

Skf Ab 1.92

EMCOR Group Inc. 1.91

Colliers International Group Inc. 1.87

Holdings are subject to change.

TOP FIVE CONTRIBUTORS % Contribution

Academy Sports & Outdoors Inc. 0.60

Skf Ab 0.50

Stantec Inc. 0.48

Dolby Laboratories Inc. 0.44

National Instruments Corp. 0.42

TOP FIVE DETRACTORS  % Contribution

SLM Corp. -0.37

First Interstate BancSystem Inc. -0.37

Comerica Inc. -0.36

Bank of Hawaii Corp. -0.34

Cullen/Frost Bankers Inc. -0.27

% Contribution: Absolute weighted contribution.

To obtain the top/bottom holdings calculation 
methodology, call 800-243-4361.


