
MARKET REVIEW 
The first quarter of 2023 had enough drama for a full year. While it delivered 
positive total returns again for the investment grade bond market, that outcome 
was still unlikely as late as the first week of March, when banking sector stress 
prompted a massive rally in the Treasury market that drove rates considerably lower.

Interest rates declined over the full quarter, as the wrenching March shift to lower 
rates overpowered the shift to higher rates (and a more extreme inverted yield 
curve) that the market endured through the end of February. Recall how rates 
moved over the quarter:

12/30/22 03/31/23 1Q23

 2-year 4.43 4.03 -0.40

 5-year 4.01 3.58 -0.43

10-year 3.88 3.47 -0.41

30-year 3.97 3.65 -0.32
   Source: Bloomberg

January saw rates decline modestly, with the curve flattening (into a deeper inversion). 
Fears of imminent recession persisted, as Institute for Supply Management survey 
data (manufacturing and services) slipped into contractionary territory while retail 
sales and industrial production data also came in below consensus expectations. 
Longer term Treasury yields declined in anticipation of an economic slowdown.

In contrast, February saw rates reverse and rise considerably, again with the curve 
flattening (and deeper inversion). This was largely the result of a return to stronger 
data releases, with the February 3 employment report showing another 500,000+ 
payroll gains that quickly revised the macro backdrop. Recession fears dissipated, 
and the market narrative pivoted to anticipating either a soft landing or no landing 
at all, implying that the economy’s resilience would keep a recession at bay. Shortly 
thereafter, another higher-than-expected inflation report reinforced the expectation 
that the Federal Reserve (Fed) would continue to hike rates and the terminal rate 
would probably exceed the 5.125% level the Federal Open Market Committee 
(FOMC) offered in its December “dot plot.”

Entering March, the yield curve inversion peaked at -108 basis points (bps) on 
March 8 and the 2-year Treasury closed at 5.07%. This coincided with Chair 
Jerome Powell’s Capitol Hill testimony, where he intimated that the Fed’s terminal 
value for the tightening cycle was likely higher than estimated in December (higher 
than 5.125%). Shortly thereafter, the market pivoted again. Only days after 
Powell’s testimony, two regional banks collapsed, heightening fear that the historic 
tightening cycle underway since March 2022 had finally begun to break things. 

Silicon Valley Bank (SVB) and Signature Bank came under FDIC control, Silvergate 
Bank went into a voluntary liquidation, and all three highlighted the stress bank 
balance sheets were under after 450 bps of rate hikes (through end of February). 
Market participants immediately braced for additional banking sector damage. 
Regional banks in particular were under intense scrutiny while the large money 
center banks were seen in a marginally better light.

Amidst the volatility of March, the FOMC still raised the target rate by 25 bps (the 
second 25 bps rate hike of the quarter), highlighting its ability to manage the price 
stability mandate via the interest rate target tool and the financial stability issues 
highlighted by the recent bank failures through its macro prudential tools (in this 
latest instance, the Bank Term Funding Program, or BTFP).The latest hike brought 
the target rate range to 4.75% – 5.00%. The March “dots” implied no change 
from the December estimate for the terminal rate at 5.125%—implying only one 
more rate hike.

The banking sector stress clearly changed the FOMC’s calculus, given Powell’s 
early-March statement that the terminal rate was likely going to be higher than the 
December estimate. Powell stated at the March press conference that the tighter 
credit conditions that would result from the reginal banking stress were equivalent 
to at least one rate hike, and possibly more.

 

PERFORMANCE 
In an environment of increased market volatility and yield curve gyrations, the 
Virtus Seix Total Return Bond Fund (I shares) returned +3.36%, outperforming  
the Bloomberg U.S. Aggregate Bond Index benchmark return of +2.96%. The 
Fund’s allocations to the corporate and securitized sleeves were the primary and 
secondary contributors to relative performance, respectively. Yield curve positioning 
and the Treasury Inflation-Protected Securities allocation were modest detractors 
from relative performance, while the continued avoidance of any allocation to the 
traditional Government-related sector was neither a contributor nor a detractor. The 
Fund’s Markit HYCDX position was a slight detractor during the quarter.  

STRATEGY 
The Fund’s overall allocations to the primary spread sectors shifted little over the 
past quarter and continued to reflect a more cautious approach to the credit sector. 
The Fund’s weighting to the investment grade corporate sector was unchanged at 
0.7X the Index on a percentage of duration contribution basis. Additionally, the 
Fund’s allocation to individual high yield credits was eliminated during the quarter. 
Overall, the Fund’s allocation to the securitized sector (residential mortgage-backed 
securities, asset-backed securities, commercial mortgage-backed securities) was 
modestly reduced, as the U.S. Treasury allocation (nominals) increased slightly. 
The TIPS allocation was unchanged. The Fund continued to hold a short position 
in the Markit High Yield CDX Index.

OUTLOOK  
Uncertainty is on the rise as the March volatility and banking sector stress factor 
into the market’s expectation for the path of the economy, monetary policy, and 
asset class performance. Expectations for the final rate hike change daily, but odds 
for it to occur at the May meeting remain near 50% as Q2 gets underway. Despite 
the Fed’s guidance that rates need to remain very restrictive for some time—higher 
for longer—the market has returned to pricing in rate cuts in 2023. Since the 
initial shock of the early March bank failures, expectations have oscillated from two 
to four rate cuts by the end of the calendar year. The market has pivoted to pricing 
in rate cuts in 2023 many times over the past year.

Data dependency remains the primary overriding theme the Fed attaches to any 
forward-looking policy guidance. And they remain steadfast that the updated dots 
are only the current opinions of all FOMC members—not a formal forecast or 
explicit forward guidance.

Treasury rates have moved lower to start the new year, and as a result, benchmark 
yields across the investment grade market have followed suit:
• Bloomberg Aggregate yield to worst ended Q1 at 4.40%, down from 4.68%  
 at the end of 2022.

• While still attractive given the exceptionally low levels seen over the past   
 decade, the Aggregate y-t-w is well off the 5.21% high of October 20, 2022.

Spread changes over the quarter for the primary investment grade sectors were 
somewhat subdued given the much higher uncertainty the market was facing 
entering Q2.
• Spreads were wider intra quarter amidst the introduction of the banking stress,  
 but for the quarter overall, investment grade corporate credit spreads only   
 widened +8 bps (+138 bps vs. +130 bps).

• PCC (perfect current coupon), a generic spread proxy for the “production” RMBS   
 coupon, widened from +151 bps to +158 bps.

• Even more impressive, the sub-investment grade credit sector saw spreads   
 compress slightly over the quarter—tighter by 14 bps (+455 bps vs. +469 bps).

The economic slowdown that has been underway is expected to persist in 2023.
• However, the resilience of the economy has actually seen the expectation for   
 GDP in 2023 improve to about 1% from a 0.5% estimate at the end of 2022  
 (using the most recent Bloomberg economic survey).

• More critical to the balance of the year will be the tighter credit conditions  
 that will emanate from the recent regional banking stress and any additional   
 collateral damage that materializes from the Fed’s aggressive tightening cycle.
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PORTFOLIO MANAGERS

Perry Troisi
Industry start date: 1986 
Start date as Fund Portfolio 
Manager: 2002

Michael Rieger
Industry start date: 1986 
Start date as Fund Portfolio 
Manager: 2007

 

Carlos Catoya
Industry start date: 1987 
Start date as Fund Portfolio 
Manager: 2015

Jonathan Yozzo
Industry start date: 1991 
Start date as Fund Portfolio 
Manager: 2015

 

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. Foreign & Emerging Markets: Investing in foreign securities, especially in emerging markets, subjects the portfolio to additional risks such as increased 
volatility, currency fluctuations, less liquidity, and political, regulatory, economic, and market risk. ABS/MBS: Changes in interest rates can cause both extension and 
prepayment risks for asset- and mortgage-backed securities. These securities are also subject to risks associated with the non-repayment of underlying collateral, 
including losses to the portfolio. 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. Derivatives: Derivatives may include, among other things, futures, options, forwards and swap agreements and 
may be used in order to hedge portfolio risks, create leverage, or attempt to increase returns. Investments in derivatives may result in increased volatility and the fund 
may incur a loss greater than its principal investment. 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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Seix Investment Advisors

 (12/30/97)

Performance data quoted represents past results. Past performance is no guarantee of future results and current performance may be higher or lower than the 
performance shown. Investment return and principal value will fluctuate, so your shares, when redeemed, may be worth more or less than their original cost. 
Please visit virtus.com for performance data current to the most recent month-end. Class I shares have no sales charge and are not available to all investors. 
Other share classes have sales charges. See virtus.com for details.
The fund class gross expense ratio is 0.56%. The net expense ratio is 0.46%, 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 Bloomberg U.S. Aggregate Bond Index measures the U.S. investment grade fixed rate bond market. The index is calculated on a total return basis. The index is unmanaged, its 
returns do not reflect any fees, expenses, or sales charges, and is not available for direct investment. The Bloomberg U.S. Treasury Bond Index includes public obligations of the US Treasury, 
i.e., US government bonds. Certain Treasury bills are excluded by a maturity constraint. In addition, certain special issues, such as state and local government series bonds (SLGs), as well as 
U.S. Treasury TIPS, are excluded. The Bloomberg U.S. Corporate Investment Grade Bond Index measures performance of investment grade corporate bond funds. The index is calculated on 
a total return basis. The Bloomberg US 60:40 Index is designed to measure cross-asset market performance in the U.S. The index rebalances monthly to 60% equities and 40% fixed income. 
The equity and fixed income allocation is represented by Bloomberg U.S. Large Cap Index and Bloomberg U.S. Aggregate Bond Index, respectively.  The Markit High Yield Credit Default Swap Index 
(HYCDX) is composed of one hundred (100) liquid North American entities with high yield credit ratings that trade in the credit default swap market. The  S&P 500 Index is a free-float market capitalization-
weighted index of 500 of the 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. 
Seix Investment Advisors is a division of Virtus Fixed Income Advisers, LLC (“VFIA”), an SEC registered investment adviser.

SECTOR DISTRIBUTION                 % Fund

U.S. Treasury                                     38.79

Residential MBS                                     33.74

Corporate                                                16.78

Asset-Backed                                            4.28

Commercial MBS                                       3.71

Cash & Equivalents                                    2.79

CDS                                                        -0.07

Sector weightings are subject to change.


