
MARKET REVIEW 

The high yield market bounced back in the first quarter of 2023 
following a difficult 2022. The ICE BofA US High Yield Index (H0A0) 
returned 3.72%. The market was led by CCCs, which returned 
4.85% as measured by the ICE BofA CCC & Lower US High Yield 
Index (H0A3). This was followed by Bs, which increased 3.81% as 
measured by the ICE BofA Single-B US High Yield Index (H0A2) 
and BBs, which returned 3.37% as measured by the ICE BofA BB 
US High Yield Index (H0A1). A notable segment of outperformance 
was in distressed high yield, which increased 4.51% as measured 
by the ICE BofA US Distressed High Yield Index (H0DI).

While the 1Q23 returns show outperformance of the lower-quality 
segments of the market, a look beneath the surface shows two very 
distinct periods during the quarter: pre- and post-Silicon Valley 
Bank (SVB) concerns/failure. Pre-SVB, which we define as year-to-
date up to March 7, CCCs (H0A3) returned 7.11%, Bs (H0A1) 
returned 3.33%, BBs (H0A1) returned 1.70%, and distressed high 
yield (H0DI) returned 9.82%. Post-SVB, which is defined as March 
7 to the end of the quarter, BBs returned 1.64%, Bs increased 0.46%, 
CCCs declined 2.12%, and distressed high yield dropped 4.83%.

The high yield market began the year with a yield-to-worst (YTW) of 
8.99% and an option adjusted spread (OAS) of 481 basis points 
(bps). OAS tightened to just inside of 400 bps in early February and 
then again in early March. We ended the quarter with a spread of 
458 bps and a YTW of 8.5%. 

Top performing sectors in high yield for the quarter included leisure 
(8.32%), building materials (5.35%), and lodging (5.08%). The 
weakest sectors of the market included telecom (0.47%), cable & 
satellite (0.73%), and diversified financials (3.44%). No sector of 
high yield showed a negative return for the entire quarter (however, 
while banking did show a slight negative return in the Bloomberg  
US Corporate High Yield Index, it is not a separate sector in the H0A0). 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

PERFORMANCE

The Virtus Seix High Income Fund that we sub-advise increased 3.60% 
in 1Q23—3 bps better than the Fund’s benchmark, the Bloomberg 
U.S. Corporate High Yield Bond Index, which increased 3.57%.

The largest contributors to relative performance for the quarter were energy, 
finance, and communications. Top detractors to relative performance 
included technology, consumer non-cyclicals, and consumer cyclicals.

Our longer-term objective is to provide a smoother ride with 
outperformance through the full credit cycle and the strongest 
relative performance generated during periods of dislocation when 
the market is offering a plethora of attractively priced securities.

CURRENT STRATEGY

We continue to find value in the higher quality part of the high yield 
market. Further, we continue to look for and find value in the following 
segments: fallen angels, orphan credits, small cap issuers, sectors  
that do not fit a traditional high yield analysis such as financials, and 
out-of-favor sectors and/or segments of the market.  

OUTLOOK: SUPPORTIVE TECHNICALS AND 
ENDURING FUNDAMENTALS

Similar to 2022, the fundamentals of issuers in the high yield market 
remain strong with interest coverage and leverage at or near the 
all-time best levels. Furthermore, technicals remain resilient as 
issuance is running low relative to years past and the percentage  
of the high yield market being upgraded back to investment grade 
continues to provide support for the high yield market.

We continue to believe that fundamentals will deteriorate through the 
year from the relatively strong levels we have seen from issuers. The 
failure of SVB as well as Signature Bank would seem to increase the risk 
of at least a mild recession at some point over the next year as banks 
look to improve their liquidity profile, which will likely lead to tighter 
credit conditions. Having said that, we do believe that the higher quality 
segment of high yield offers value for long-term fixed-income investors.
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PORTFOLIO MANAGERS
Michael Kirkpatrick
Industry start date: 1991 
Start date as Fund Portfolio 
Manager: 2011

James FitzPatrick, CFA
Industry start date: 1996 
Start date as Fund Portfolio 
Manager: 2013

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. 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. Foreign Investing: Investing in foreign securities subjects the fund to additional risks such as increased 
volatility; currency fluctuations; less liquidity; less publicly available information about the foreign investment; and political, regulatory, economic, and market 
risk. 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 0.92%. The net expense ratio is 0.68%, 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 Bloomberg U.S. Corporate High Yield Bond Index measures fixed rate non-investment grade debt securities of U.S. corporations, 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 ICE BofA U.S. High Yield Index (H0A0) tracks the performance of U.S. dollar-denominated below investment grade rated corporate debt publicly issued in the US domestic market. To qualify 
for inclusion in the index, securities must have a below investment grade rating and an investment grade rated country of risk. The ICE BofA BB U.S. High Yield Index (H0A1) is a subset of 
H0A0 that includes all securities with a given investment grade rating BB. The ICE BofA CCC & Lower U.S. High Yield Index (H0A3) is a subset of is a subset of H0A0 that includes all securities 
with a given investment grade rating CCC or below. The ICE BofA Single-B U.S. High Yield Index is a subset of H0A0 that includes all securities with a given investment grade rating B. The 
ICE BofAML US Corporate Index The Index consists of investment-grade corporate bonds that have a remaining maturity of greater than or equal to one year and have $250 million or more of 
outstanding face value. In addition, the securities in the Index must be denominated in U.S. dollars and must be fixed-rate. The ICE BofA Single-B US High Yield Index (H0A2) subset includes 
all securities with a given investment grade rating B. The ICE BofA U.S. Distressed Index is a subset of the ICE BofA High Yield Index, which includes any performing issues trading at an 
option-adjusted spread over 1000 basis points. The ICE BofA 10+ Year US Cash Pay High Yield Index (J9A0) measures the performance of USD-denominated, noninvestment grade, fixed rate, 
taxable corporate bonds with maturities of 10 years or more.
Seix Investment Advisors is a division of Virtus Fixed Income Advisers, LLC (“VFIA”), an SEC registered investment adviser.

SECTOR DISTRIBUTION                % Fund

Energy 18.28

Bank/Finance/Insurance 13.31

Gaming/Leisure/Entertainment 9.46

Building/Home 5.75

Hotels/Lodging/REITs 5.60

Cable & Satellite TV 5.34

Capital Goods/Aerospace 5.26

Consumer Goods & Retail 4.88

Healthcare 4.71

Telecom 4.09

Automotive/Airlines/Shipping/Rail 3.90

Environmental/Services 3.15

Cash 3.14

Broadcasting/Diversified Media/Publishing 2.83

Supermarkets/Restaurants/Food/Drug 2.74

Utilities 2.23

Technology 2.01

Containers/Paper 1.92

Steel/Metals 1.11

Chemicals 0.28

Sector weightings are subject to change.


