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Leveraged loans again demonstrated “through-the-cycle” appeal  
in 1Q 2023, returning 3.11% (as represented by the Credit Suisse 
Leveraged Loan Index) versus 3.84% for the JPMorgan US High 
Yield Index, and 2.74% for the Russell 2000® Index. During a 
difficult 2022, leveraged loans lost only 1.06% according to the 
Credit Suisse Leveraged Loans Index, while rising interest rates 
pushed other fixed income peers to produce materially more 
negative returns, including Treasuries, investment grade bonds, 
and high yield bonds. Importantly, loans are primarily secured 
credit versus the primarily unsecured high yield market. We 
believe security provides a critical level of protection that makes 
the loan market especially attractive in this phase of the 
investment cycle. 

According to JPMorgan, year-to-date funds flows through March 
31, 2023, were negative $8.3 billion for actively managed funds 
and negative $1.0 billion for loan ETFs. Collateralized loan 
obligation (CLO) activity, an important loan market demand 
component, continued to gain strength with 78 U.S. CLOs pricing 
$33.9 billion, up from $22.8 billion in 4Q 2022, and in line with 
$33.8 billion in 3Q 2022. Historically, BB loan pricing near 
$98.75, and B near $94.00, provide attractive CLO equity 
returns, which in turn bolsters loan secondary market demand.  
In 2022, CLO issuance excluding refinancing was $127.5 billion, 
according to JPMorgan, which was the third highest issuance ever.

Ongoing credit and equity volatility driven by rising interest rates, 
easing inflationary pressures, lingering recessionary concerns,  
and geopolitical challenges still pressure risk assets, including 
leveraged loans. Tightening credit markets typically lead to higher 
default rates. The loan market default rate was at a cycle low at 
0.65% in 2021, rose to 1.59% in 2022, and continued rising to 
2.22% in 1Q 2023. According to JPMorgan, the long-term average 
default rate for leveraged loans is 3.1% and 3.2% for high yield bonds.

According to JPMorgan, new issue activity in 1Q 2023 totaled 
$70.3 billion, up from 4Q 2022’s $34.5 billion, and 3Q 2022’s  
$24.0 billion, which was the lowest quarter since 1Q 2010 
(during recovery from the Global Financial Crisis). Improving 
market sentiment for risk assets in 1Q 2023 encouraged issuers 
and investors to become more constructive.

PERFORMANCE
The Fund that we subadvise returned 2.81% (net), which was 
modestly below its benchmark, the Credit Suisse Leveraged Loan 
Index, which returned 3.11% in 1Q 2023. As of April 14, 2023, 
the JPMorgan Leveraged Loan Index yields 9.11% to maturity,32 
basis points (bps) tighter than the past three months, and 47 bps 
wider than the 8.64% offered by the JPMorgan US High Yield Index. 
Last quarter, the loan index was 83 bps wider than the high yield 
index. According to JPMorgan on April 14, 2023, the average loan 
price was $94.03 overall, $98.58 for BB loans, $94.64 for B loans, 
and $76.22 for Split B/CCC loans. Over the last three months,  
the average loan price improved $0.26, driven by increases in 
each category. 

We are disappointed with our 30-bps underperformance in 1Q  
in another volatile quarter, which again began weak and finished 
strong. Our conservative positioning resulted in underperformance  
in the quarter. We continue to position defensively in anticipation 
of softer earnings. Our portfolio reviews focus on potential credit 
stresses, including interest rate increases, higher energy prices, 
wage inflation, and demand slowdowns. 

In 1Q 2023, the Fund benefited from sector performance in 
services, utilities, and chemicals, which offset underperformance 
in energy, broadcasting, and food & drug. On a ratings basis, the 
portfolio benefited from credit selection in BB, B, and Split B, 
partially offset by credit selection in Split B, CCC/Split CCC, and 
Split BB. The top performing credits were Longview Power (utilities),  
Allen Media (broadcasting), and Asurion (financial). The top detractors  
were Team Health (healthcare), Liberty Interactive (diversified media), 
and Blackbrush (energy). 

OUTLOOK

We remain a flexible, nimble, and value-oriented high yield 
manager who focuses on downside mitigation, which you should 
expect from a credit manager. In 1Q, we expect another volatile 
earnings season with sectors, including consumer discretionary 
and retailers likely to remain under pressure, while improving 
supply chain dynamics should benefit automotive, industrials,  
and machinery. Inflationary pressure, though easing, will likely 
continue to pressure near-term margins, while higher interest rates 
are expected to reduce demand for big-ticket items, including 
housing, automotives, and capital goods. Continuing strong 
employment provides encouragement that the widely anticipated 
recession in late 2023 will be mild. Moderating inflationary data 
likely signals the U.S. Federal Reserve (Fed) is near the end of its 
rate hike program, which would be constructive for risk assets, 
including leveraged loans. The Fed repeatedly signals its intention 
to keep rates elevated to ensure inflation is subdued, which 
implies higher-than-normal loan interest rates throughout 2023. 
Unless the U.S. economy falls into a deep recession, we agree with 
the Fed and expect rates to remain elevated, which should benefit loans.

We believe the Fund’s portfolio is positioned to limit downside in 
periods of market dislocation and provide attractive upside when 
credit markets improve. Ongoing market uncertainty allows us to 
add higher quality positions at attractive prices. Current loan 
pricing reflects many market uncertainties and offers a historically 
attractive entry point. According to JP Morgan, when loans trade 
above +8% and/or below a price of $94.00, forward 12-month 
returns have historically averaged +9.1%. 
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PORTFOLIO MANAGERS

George Goudelias
Industry start date: 1987 
Start date as Fund Portfolio 
Manager: 2006

Vincent Flanagan
Industry start date: 1997 
Start date as Fund Portfolio 
Manager: 2011

Eric Guevara
Industry start date: 2000 
Start date as Fund Portfolio 
Manager: 2019

Notes on Risk: Credit & Interest: Debt instruments are subject to various risks, including credit and interest rate risk. The issuer of a debt security may fail to make 
interest and/or principal payments. Values of debt instruments may rise or fall in response to changes in interest rates, and this risk may be enhanced with longer-term 
maturities. Bank Loans: Bank loans may be unsecured or not fully collateralized, may be subject to restrictions on resale, may be less liquid and may trade infrequently 
on the secondary market. Bank loans settle on a delayed basis; thus, sale proceeds may not be available to meet redemptions for a substantial period of time after the 
sale of the loan. High Yield Fixed Income Securities: There is a greater risk of issuer default, less liquidity, and increased price volatility related to high yield securities 
than investment grade securities. 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.
Index since inception performance since 2/28/2006.
The fund class gross expense ratio is 0.72%. The net expense ratio is 0.62%, which reflects a contractual expense reimbursement in effect through 4/30/2024.
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 Credit Suisse Leveraged Loan Index is a market-weighted index that tracks the investable universe of the U.S. dollar denominated leveraged loans. The index is calculated on a total 
return basis, is unmanaged and not available for direct investment. The unmanaged index returns do not reflect any fees, expenses, or sales charges.  
The J.P. Morgan Domestic High Yield Index is designed to mirror the investable universe of the U.S. dollar domestic high yield corporate debt market.  
The J.P. Morgan Leveraged Loan Index is designed to mirror the investable universe of U.S. dollar institutional leveraged loans, including U.S. and international borrowers.  
The Russell 2000 Index® measures the performance of the 2,000 smallest companies in the Russell 3000 Index.  
Seix Investment Advisors is a division of Virtus Fixed Income Advisers, LLC (“VFIA”), an SEC registered investment adviser.  

SECTOR DISTRIBUTIONS               % Fund

Healthcare                                              10.97

Services/Environmental/Other                     9.45

Information Technology                              8.81

Financial                                                  8.43

Chemicals                                                 6.90

Aerospace/Defense/Airlines                         5.74

Housing/Building Materials                         5.63

Telecom Ex Wireless                                  5.43

Cash                                                         4.83

Gaming/Leisure                                         4.60

Energy                                                      4.41

Cable                                                       3.77

Diversified Media                                       3.17

Manufacturing/Capital Goods                      2.85

Retail                                                       2.68

Forest Products/Containers                         2.15

Transportation                                           2.14

Utilities                                                    2.04

Food/Drug/Restaurants                               1.96

Consumer Products/Textiles                        1.32

Broadcasting                                             1.14

Metals/Minerals                                         0.81

Wireless                                                    0.77

Holdings and sector weightings are subject to change.


