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MARKET REVIEW

After a year of historic double-digit losses in both equities and 
fixed income in 2022, stocks and bonds delivered positive returns 
in the first quarter of 2023. The S&P 500® Index returned 
7.50% and the Bloomberg U.S. Aggregate Bond Index returned 
2.96%, a solid start for both benchmarks. Growth stocks,  
led primarily by mega-cap technology stocks, dramatically 
outperformed value stocks, as evidenced by the Russell 1000® 
Growth Index increasing 14.37% versus the Russell 1000® 
Value Index return of 1.01%. The strongest contributors to S&P 
500 returns in the quarter included mega-cap tech companies, 
including Apple, Microsoft, NVIDIA, Tesla, and Meta. Small-cap 
and emerging market stocks lagged the S&P 500 with the 
Russell 2000® Index returning 2.74% and the MSCI Emerging 
Markets Index returning 3.96% in the quarter.

FUND PERFORMANCE

The Virtus KAR Mid-Cap Growth Fund returned 6.06% (Class I) 
during the quarter, underperforming the 9.14% return of  
the Russell Midcap® Growth Index. Stock selection in the 
information technology sector, combined with stock selection 
and an overweight position in the consumer staples sector, 
detracted from performance. Stock selection in the consumer 
discretionary sector and an underweight position in the materials 
sector contributed positively to performance.  

MercadoLibre and Global-e Online were the largest contributors to 
performance in the quarter.

 > Latin American e-commerce company MercadoLibre continued 
to benefit from competitor issues, posting gross merchandise 
value growth of 35% with increasing contributions from its 
high margin advertising business. Additionally, the company 
posted improvements in credit metrics in its lending business.

 > Despite Global-e Online’s sales growth slowing from 80% in 
2021 to 67% in 2022 to a seemingly sustainable 40% guide 
for 2023 and beyond, the e-commerce company has held 
EBITDA margins above 10%. We believe investors decided the 
over 75% decline in the stock from its highs to year-end 2022 
exceeded the degradation in its business fundamentals. From 
our perspective, e-commerce has stabilized somewhat, and 
Global-e Online continues to sign up meaningful global brands 
with notable success in the Asia-Pacific region.   
 
 
 
 
 
 
 
 

Signature Bank and Silk Road Medical were the largest detractors 
from performance in the quarter.

 > Signature Bank’s largely uninsured deposit base, which had 
some concentration with the venture capital and digital asset 
communities, left the bank in a precarious position after the 
collapse of Silicon Valley Bank. Preemptively, regulators shut 
down Signature Bank and orchestrated a sale of most of the 
deposits to New York Community Bank, leaving the equity with 
no intrinsic value. We sold the position. 

 > After a strong 2022 on the heels of approval for its TCAR 
procedure for standard surgical risk patients, Silk Road 
Medical’s shares rolled over during the first quarter. While the 
timeline to profitability is no doubt weighing on some investors, 
back-end loaded guidance, international investment, and 
renewed competition from a legacy procedure (TF-CAS) are all 
incremental negatives for the medical device company’s stock.

PORTFOLIO CHANGES

No purchases were made for the portfolio during the quarter. 
In addition to the sale of Signature Bank as noted, we also 
sold financial technology company nCino during the quarter.

OUTLOOK

Perceived safe havens and quality stocks performed well in  
the first quarter as investors continued to grapple with high 
uncertainty about the market outlook. We came into 2023  
with clear consensus among investors that the year would  
bring at least a mild recession. January data was stronger  
than expected, and the market quickly priced in a “no landing” 
scenario for the economy. February data was somewhat weaker, 
and the market started to price in a “soft landing” outcome. 
Then, the regional bank crisis emerged, and the market started 
to price in a “hard landing” scenario. Fortunately, banking 
fears started to dissipate the last two weeks of the quarter. 

Multiple crosscurrents in interest rates, inflation, economic 
growth, and investor sentiment have made for a difficult 
forecasting environment for investors. While the short-term 
outlook is somewhat murky, we believe that the long-term 
outlook should be attractive. Cash is piling up on the sidelines, 
investors are generally negative, speculation is absent from 
equities (IPOs, special purpose acquisition companies (SPACs), 
and meme stocks are dormant), and businesses are very cautious 
with hiring and expansion plans. Historically, these types of 
conditions have led to meaningful long-term investing outcomes, 
although it remains to be seen how markets will respond for the 
remainder of 2023. 

Related Reading: Q1 KAR Market Review & Outlook
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PORTFOLIO MANAGERS
Douglas S. Foreman, CFA
Industry start date: 1986 
Start date as Fund Portfolio 
Manager: 2012

Chris Armbruster, CFA
Industry start date: 2004 
Start date as Fund Portfolio 
Manager: 2020

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. Technology Concentration: Because the portfolio is presently heavily 
weighted in the technology sector, it will be impacted by that sector’s performance more than a portfolio with broader sector diversification. 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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Management, LLC

 (09/13/07)

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 1.00%.
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 Midcap® Growth Index is a market capitalization-weighted index of medium capitalization, growth-oriented 
stocks of 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

SiteOne Landscape Supply Inc. 4.47

Gartner Inc. 4.39

Fair Isaac Corp. 4.36

Celsius Holdings Inc. 4.31

MercadoLibre Inc. 3.66

Mettler-Toledo International Inc. 3.55

Paycom Software Inc. 3.42

Amphenol Corp. 3.29

Equifax Inc. 2.86

IDEXX Laboratories Inc. 2.80

Holdings are subject to change. 

TOP FIVE CONTRIBUTORS % Contribution

MercadoLibre Inc. 1.38

Global-e Online Ltd. 0.85

Goosehead Insurance Inc. 0.73

The Trade Desk Inc. 0.71

Fair Isaac Corp. 0.68

TOP FIVE DETRACTORS  % Contribution

Signature Bank/New York NY. -1.73

Silk Road Medical Inc. -0.58

BILL Holdings Inc. -0.55

Celsius Holdings Inc. -0.54

Halliburton Co. -0.31

% Contribution: Absolute weighted contribution.

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


