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MARKET REVIEW 
Water investments (as measured by the S&P Global Water Index (net)) 
rose 6.80% in the first quarter. Constructive fundamentals and resilient 
earnings growth provided tailwinds for the sector. Performance was 
strong across the value chain, with both water equipment & technology 
and water infrastructure subsectors gaining ground during the period.
Water equipment and technology performed best in the quarter. 
Internationally listed companies, particularly in Europe, drove positive 
returns, as weaker commodity prices reduced the risk of an energy crisis 
and industrial activity remained relatively resilient. These factors helped 
the economy avert a predicted downturn. Companies providing water 
equipment and technology in the municipal and industrial end-markets, 
notably those involved with the electronics, pharmaceutical, and 
transportation industries, performed well. On the other side of the 
spectrum, companies that sell irrigation equipment and technology 
lagged following strong performance in 2022.
The water infrastructure subsector also contributed positively during the 
period. European and U.K.-based utilities maintained their positive 
momentum from the fourth quarter, buoyed by resilient business models 
and infrastructure improvement initiatives. U.S. utilities experienced a 
weak start to the year as the market shifted away from defensive stocks 
and interest rates rose, but they regained their strength in March as 
investors sought safety on renewed fears of a global economic slowdown. 

PERFORMANCE REVIEW 
The portfolio benefited from constructive fundamentals that supported 
strong earnings and an attractive growth outlook despite macroeconomic 
volatility. From a sector perspective, the portfolio was driven by positive 
returns in both the water infrastructure and water equipment and technology 
subsectors. Relative underperformance versus the index was driven by 
overweight positions in the agricultural machinery and life sciences tools & 
services subsectors, as well as an underweight allocation to European industrials.
At the security level, the largest contributors were Veolia Environnement SA 
and Stantec Inc. Veolia continued its strong performance during the quarter, 
benefiting from the rally in European equities and investors taking advantage 
of its attractive valuation. The company also reported strong earnings results 
and a favorable outlook during its capital markets day, highlighted by 
compelling organic growth, a resilient business model, progress on synergy 
delivery and efficiency gains, and advancement of projects that support 
decarbonization, water quality, and the circular economy. Stantec 
contributed positively during the quarter as the company issued guidance 
well above expectations, driven by strong organic growth supported by a 
record backlog and strong tailwinds of public and private investment 
associated with the Infrastructure Investment and Jobs Act, the Inflation 
Reduction Act, the CHIPS and Science Act (Creating Helpful 
Incentives to Produce Semiconductors), and the U.K.’s water 
infrastructure investment program.  
 
 
 
 
 
 
 
 
 
 
 
 

The largest detractors were Essential Utilities Inc. and Danaher Corp. 
Essential was weak in the first quarter as investors shifted away from 
defensive and rate sensitive securities early in the year and the company 
faced continued delays on closing its acquisition of DELCORA, a municipal 
wastewater system in Pennsylvania. Despite short-term challenges, the 
company remains confident in its outlook, reiterating strong organic growth 
guidance underpinned by infrastructure investments and progress on its 
Merger and acquisition strategy with a substantial backlog of pending 
transactions and acquisition opportunities. Danaher fell during the period 
following weaker-than-expected 2023 guidance, largely driven by the 
company’s life sciences business. Importantly, Danaher expects mid-single-
digit growth in its water business in 2023 and remains on track to spin out 
the environmental business in the fourth quarter. Danaher’s water business, 
which is a global leader in analytics and treatment technologies, will comprise 
a majority of the stand-alone environmental business once spun out.

OUTLOOK
We see several tailwinds to support investment in the water sector over the 
coming years, including government infrastructure programs, increasing 
regulation, and corporate initiatives. These tailwinds are expected to drive 
significant growth opportunities for companies in the water infrastructure 
and technology subsectors.
The U.S. is at an inflection point in terms of investment in water 
infrastructure as funds from the Infrastructure Investment and Jobs Act are 
beginning to be deployed to support pipeline replacement, water storage, 
and digital infrastructure spending. Additionally, the re-shoring of supply 
chains, supported by the CHIPS and Science Act (Creating Helpful 
Incentives to Produce Semiconductors), is driving significant opportunities 
for water technology companies involved in the electronics, pharmaceutical, 
and transportation industries. Corporate sustainability initiatives to support 
efficiency and security of supply are also driving water technology 
investment.
More stringent regulation of emerging contaminants, specifically PFAS,  
in the U.S. and Europe is expected to result in significant investment for 
detection and treatment technologies. The Environmental Protection Agency 
estimates that capital and operating costs for public water systems range 
from ~$700 million to ~$850 million annually. However, others 
estimate the costs to be significantly higher. Companies that provide 
testing/analytical equipment and treatment technologies stand to benefit as 
municipalities and industrial manufacturers invest to comply with the 
regulation over the coming years.
We continue to have a constructive outlook for the water sector in 2023,  
as the fundamentals in many end-markets remain strong. We are actively 
focusing the portfolio on companies with exposure to those healthy 
end-markets and we favor high-quality operators. We are constructive on 
water infrastructure companies, as we believe investors will seek earnings 
stability in a weakening economic environment. Within the water equipment 
and technology subsector, we favor companies within the municipal 
end-market due to favorable fundamentals supported by strong project 
backlogs, resilient repair and replacement activity, and tailwinds from 
increasing water quality regulations.
With that said, we do acknowledge the headwinds global economies are 
facing, including persistent inflation, restrictive monetary policies, and 
banking issues, which could pressure risk assets in the near term. However, 
over the long term, our conviction remains high that the secular tailwinds in 
the water sector are driving durable, long-term investment cycles that will 
continue for years despite negative short-term macroeconomic developments.
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PORTFOLIO MANAGERS
David D. Grumhaus, Jr.
Industry start date: 1989 
Start date as Fund Portfolio 
Manager: 2022

Nicholas Holmes, CFA
Industry start date: 2010 
Start date as Fund Portfolio 
Manager: 2023

Evan Lang, CFA
Industry start date: 2014 
Start date as Fund Portfolio 
Manager: 2022

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. 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. Water-Related Risk: Because the portfolio focuses its investments in water-related companies, it is particularly affected by events 
or factors relating to this sector, which may increase risk and volatility. Focused Investments: To the extent the portfolio focuses its investments on a limited number of 
issuers, sectors, industries or geographic regions, it may be subject to increased risk and volatility. 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. Sustainable Investing: Because the portfolio focuses on investments in companies that the Manager believes exhibit strong environmental, 
social, and corporate governance records, the portfolio’s universe of investments may be smaller than that of other portfolios and broad equity benchmark indices. ESG 
factors may not be considered for every investment decision and there is no guarantee that the integration of ESG factors will result in better performance. 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.
2293 04-23 © 2023 Virtus Mutual Funds

INVESTMENT ADVISER
Virtus Investment Advisers, Inc.

INVESTMENT SUBADVISER
Duff & Phelps Investment Management Co.

 (07/15/08)

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 1.22%. The net expense ratio is 0.93%, which reflects a contractual expense reimbursement in effect through 2/1/2024.
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 1: The MSCI AC World Index (net) is a free float-adjusted market capitalization-weighted index that measures equity performance of developed and emerging markets. The index is calculated 
on a total return basis with net dividends reinvested. The index is unmanaged, its returns do not reflect any fees, expenses, or sales charges, and is not available for direct investment. 

Index 2: The S&P Global Water Index (net) is a modified capitalization-weighted index comprised of 50 of the largest publicly traded companies in water-related businesses that meet specific 
invest ability requirements. The index is designed to provide liquid exposure to the leading publicly-listed companies in the global water industry, from both developed markets and emerging 
markets. The index is calculated on a total return basis with net 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

American Water Works Company, Inc. 7.88

Severn Trent PLC 6.89

Essential Utilities Inc. 6.73

Danaher Corp. 6.57

Veolia Environnement SA 6.44

Xylem Inc./NY 5.65

Tetra Tech Inc. 4.54

Stantec Inc. 3.95

Evoqua Water Technologies Corp. 3.49

Ecolab Inc. 3.04

Holdings are subject to change.

TOP FIVE CONTRIBUTORS % Contribution

Veolia Environnement SA  1.19

Stantec Inc. 0.79

Severn Trent PLC 0.68

Evoqua Water Technologies Corp. 0.63

Georg Fischer AG 0.40

TOP FIVE DETRACTORS  % Contribution

Essential Utilities Inc. -0.57

Danaher Corp. -0.32

Xylem Inc./NY -0.30

American Water Works Co. Inc. -0.23

Lindsay Corp. -0.18

% Contribution: Absolute weighted contribution.

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