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As of July 25, 2022, the investment team transferred from AllianzGI  
to Voya IM and Voya IM became the delegated manager for the Virtus 
Convertible Fund. AllianzGI continues to provide information and services to 
Voya IM for this investment through a transitional service agreement. None 
of the composition of the team’s investment professionals, the investment 
philosophy, nor the investment process have changed as a result of these events.

Virtus Investment Partners is the manager for the Virtus Convertible Fund and Voya IM is the 
sub-advisor.

GENERAL MARKET ENVIRONMENT
The first quarter marked a reversal of 2022 with equities, convertible securities, 
and high-yield corporate bonds advancing in the period. The path to achieving 
these returns was not linear, however. Better-than-feared fourth-quarter earnings 
results and steady economic data drove early strength, while hawkish Federal 
Reserve (Fed) commentary and rising terminal rate expectations pressured 
markets in February. March ushered in the unexpected: the two largest U.S. 
bank failures since 2008 and the collapse of Credit Suisse in Europe. Headlines 
rattled markets initially, but investor confidence was quickly restored with the 
Fed and U.S. government responding with decisiveness and unprecedented 
speed to tackle the issues facing regional banks and UBS stepping in to purchase 
Credit Suisse. Angst eased further in the absence of new regional bank headlines, 
suggesting perceived risk was not systemic, deposit flight was diminishing, and 
existing facilities were addressing bank liquidity needs. 

The Fed raised rates by 25 basis points (bps) twice during the quarter. 
February’s hike was interpreted as hawkish, supported by a higher-for-longer 
narrative. By March’s Federal Open Market Committee (FOMC) meeting, the 
Fed’s tone had shifted, and its statement was adjusted to incorporate less 
hawkish language. Correspondingly, terminal rate expectations fell, and the 
2-year U.S. Treasury yield dropped sharply.

Economic reports indicated continued growth but at a slower pace. Unemployment 
remained low, services data rebounded into expansionary territory, and Citi’s 
Economic Surprise Index touched levels not seen in nearly a year. Meanwhile, 
inflation ticked lower, yet remained above the Fed’s desired target.

Against this backdrop, U.S. Treasury yields and the yield curve were extremely 
volatile. The 2-year yield traded below 4% just days after closing above 5% 
and banking headlines hit. The yield curve’s (2s10s) inversion more than 
halved as a result after inverting the most since the early 1980s.

CONVERTIBLE MARKET ENVIRONMENT
The ICE BofA US Convertible Index returned +3.75% for the quarter. 
Convertible securities were positively impacted by rising stock prices and 
credit spread tightening.

Most sectors finished higher in the period, led by technology, materials, 
consumer discretionary, and industrials. Lagging sectors included utilities, 
telecommunications, energy, and consumer staples.

Investment grade issues outperformed below-investment grade issues. Equity 
sensitive issues outperformed yield alternative (busted) and total return (balanced).

New issuance rose quarter over quarter with 24 new deals pricing $12.9 
billion in proceeds.

PORTFOLIO SPECIFICS
The portfolio (net of fees) underperformed the ICE BofA US Convertibles 
Index for the quarter.

Sector exposures that contributed the most to relative performance in the 
quarter were media, utilities, and telecommunications. In media, security 
selection was positively driven by strength in an entertainment company that 
rallied on M&A speculation. An underweight position in a cable & satellite 
provider that lagged was also impactful. Underweight positioning in 
utilities—the worst performing sector in the period—and avoiding multiple 
underperforming wireless services issues benefited the portfolio. 

Sector exposures that detracted from relative performance in the quarter 
included consumer discretionary, technology, and energy. Exposure to online 
retailing and athletic apparel and not owning an outperforming cruise line 
operator detracted from performance in consumer discretionary. Not owning  
a crypto currency issuer that advanced was a notable source of weakness in 
technology. Similarly, the portfolio was not exposed to gains in an offshore 
driller within the energy sector. 

Exposure increased the most in real estate, financials, and consumer staples, 
and decreased the most in communication services, technology, and utilities.

The conversion premium at quarter-end was approximately 38%, and the 
portfolio is well positioned to participate in the upside and protect on the 
downside.

MARKET OUTLOOK
While comparisons have been made to the financial crisis of 2008, there are key 
differences. 2008 was a credit crisis. Today, banks are better capitalized; leverage 
is lower; liquidity is higher; and risk appears isolated to just a few regional banks 
(rather than across the entire industry) that mismanaged duration risk and assumed 
deposits were sticky. Moreover, the assets purchased with deposits were very 
liquid, unlike the illiquid assets on bank balance sheets in 2008. Another key 
difference: the Fed and U.S. government responded with unprecedented speed 
to current events, unlike 2008. 

Until the extent of bank stress spillover is well understood, it is difficult to 
estimate the impact on the overall economy. Credit accessibility—a potential 
downstream effect—could impact spending and hiring, potentially curbing 
growth. Lagged effects of policy tightening and the durability of household 
balance sheets are additional risks.

Tightening financial conditions have the same effect as rate increases and therefore 
can serve as a substitute, allowing the Fed to be less hawkish. The most recent 
FOMC statement reinforces this view by replacing “ongoing increases” with 
“some additional policy firming may be appropriate.” Additionally, terminal rate 
expectations have fallen with odds pointing to more than 50 bps of cuts by 
year-end, and the 2-year U.S. Treasury yield—a directional indicator of the Fed 
funds rate historically—has dropped sharply from its peak. Finally, inflation 
continues to recede, also aligning with a less aggressive Fed in the future.

Inflation’s trajectory remains subject to the interplay between slowing demand 
and disinflationary pressures from the goods-producing side of the economy and 
stronger demand, labor shortages, and cost pressures tied to the services-providing 
side of the economy.

Above mentioned risks could also have an impact on corporate profitability, 
pushing out the bottoming process of forward earnings estimates. However, the 
stock market—a discounting mechanism—tends to trough in anticipation of 
earnings inflecting. Moreover, 2024’s higher earnings estimate will continue to 
take on greater relevancy and is already influencing the forward price-to-earnings 
multiple. In the near term, macro surprise momentum, a low earnings bar, and 
resilient top lines favor a better-than-expected first-quarter earnings season.

U.S. convertible securities should continue to provide benefits to investors, 
including an attractive asymmetric return profile and lower interest rate 
sensitivity relative to core fixed income. After a challenging 2022, the universe 
looks vastly different compared to the past decade. Today, many securities offer 
high yields and most exhibit defensive characteristics given lower deltas and 
closer proximities to bond floors. This dynamic may allow for greater downside 
protection if equity volatility rises in 2023. If the prices of underlying stocks 
advance, convertible securities are positioned to participate in the upside. 
Higher financing costs will serve to benefit new issuance, which could reach 
$45-50 billion, according to some market strategists.
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Continued on page 2Effective June 10, 2022, this Fund’s name has changed.  
Effective July 25, 2022, this Fund’s subadviser has changed.
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Notes on 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. Issuer Risk: The portfolio will be affected by factors specific to the issuers of securities and other instruments in which the portfolio 
invests, including actual or perceived changes in the financial condition or business prospects of such issuers. Convertible Securities: A convertible security may be called 
for redemption at a time and price unfavorable to the portfolio. Interest Rate: The values of debt instruments may rise or fall in response to changes in interest rates, and this 
risk may be enhanced for securities with longer maturities. Counterparties: There is risk that a party upon whom the portfolio relies to complete a transaction will default. 
Credit Risk: If the issuer of a debt instrument fails to pay interest or principal in a timely manner, or negative perceptions exist in the market of the issuer’s ability to make 
such payments, the price of the security may decline. Prepayments/Calls: If issuers prepay or call fixed rate obligations when interest rates fall, it may force the portfolio to 
reinvest at lower interest rates. 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. 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. 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.
9503 04-23 © 2023 Virtus Mutual Funds
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Virtus Investment Advisers, Inc.
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Voya Investment Management

 (04/19/93)

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 0.84%. The net expense ratio is 0.72%, which reflects a contractual expense reimbursement in effect through 2/1/2024. 
This ratio reflects the direct and indirect expenses paid by the Fund.
The net expense ratio minus the indirect expenses incurred by the underlying funds in which the Fund invests is 0.71%. 
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 ICE BofA US Convertibles Index tracks the performance of publicly issued US dollar denominated convertible securities of U.S. companies. 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.  

As of July 2022, Voya Investment Management (Voya IM) acquired the investment personnel and assets related to this strategy from Allianz Global Investors (AllianzGI). The historical 
performance presented here thus became that of Voya IM from that point forward, after meeting the portability requirements of the Global Investment Performance Standards. All 
historical performance data, data analysis and other information provided for periods prior to July 25, 2022, were prepared by AllianzGI.

TOP TEN HOLDINGS % Fund

Dexcom, Inc. 0.25% 15-nov-2025 2.88

Wells Fargo & Company 7.5 % Non Cum 
Perp Conv Pfd Registered Shs A Series L 2.54 

Zillow Group, Inc. 2.75% 15-may-2025 1.91

Palo Alto Networks, Inc. 0.375% 01-jun-2025 1.59

Axon Enterprise, Inc. 0.5% 15-dec-2027 1.53

Gs Finance Corp. 0.5% 29-dec-2027 1.50

Liberty Broadband Corporation. 3.125%  
31-mar-2053 1.48

Palo Alto Networks, Inc. 0.75% 01-jul-2023 1.48

Conmed Corporation 2.25% 15-jun-2027 1.44

Sarepta Therapeutics, Inc. 1.25%  
15-sep-2027 1.37

Holdings are subject to change.
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PORTFOLIO MANAGERS
Justin M. Kass, CFA
Industry start date: 1998 
Start date as Fund Portfolio 
Manager: 2003

Michael E. Yee
Industry start date: 1994 
Start date as Fund Portfolio 
Manager: 2022

David J. Oberto
Industry start date: 2003 
Start date as Fund Portfolio 
Manager: 2022

Ethan Turner, CFA
Industry start date: 2005 
Start date as Fund Portfolio 
Manager: 2023


