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MARKET REVIEW

Investors embraced risk in the first quarter and propelled U.S. 
equities to extend their fourth quarter gains. This occurred 
despite the second and third largest bank failures on record and 
a Federal Reserve (Fed) committed to tightening monetary policy  
to combat lingering inflation. One of last year’s hardest-hit sectors, 
technology, staged a comeback as interest rates pulled back and 
the sector was perceived as a haven amidst the banking turmoil. 
Within the benchmark Russell Midcap® Value Index, technology 
led with double-digit gains, followed by strength from the 
communication services, industrials, and consumer discretionary 
sectors. In contrast, financials plummeted on instability in the 
regional bank space, followed by weakness from the energy, 
utilities, and real estate sectors. 

FUND PERFORMANCE

The Virtus NFJ Mid-Cap Value Fund returned 4.95% (Class I) in 
the quarter, compared to the Russell Midcap Value Index, which 
returned 1.32%. Positive stock selection and sector allocations 
drove outperformance results.  

Kinross Gold and Ansys were the largest contributors to 
performance in the quarter.

 > Precious metal mining company Kinross Gold issued greater-than-
expected Q4 production results and benefited from rising gold 
prices over the quarter.

 > Ansys provides engineering simulation software and services used 
by engineers and designers across a wide range of industries. 
Management reported Q4 adjusted earnings per share and revenue 
that bested consensus estimates, benefiting in part from strong 
deal activity in the high-tech, automotive, and aerospace & defense 
segments. Management issued better-than-expected FY2023 
revenue guidance given the company’s robust pipeline and backlog.

First Republic Bank and SVB Financial Group were the largest 
detractors from performance in the quarter.

 > Contagion fears from the unwinding of Silicon Valley Bank 
spread to First Republic Bank, which received funding from  
the Fed and JPMorgan Chase. We exited the position on risk 
management concerns.

 > The NFJ team was very disappointed in the actions of SVB 
Financial Group management, which resulted in a mass exodus 
on deposits and eventually forced the bank into receivership. 
The team sold out of the position during the quarter.

 

PORTFOLIO CHANGES 
In addition to the previously mentioned sales of First Republic 
Bank and SVB Financial Group, the team took advantage of 
increasingly attractive valuations to purchase shares of tower 
REIT Crown Castle. In addition to a compelling dividend yield 
and dividend growth rate, Crown Castle offers high-quality 
revenues backed by long-term leases with high renewal rates.

The team identified an attractive entry point in Pan American 
Silver prior to the mining company’s completion of its Yamana 
Gold acquisition, which is expected to be accretive and to 
improve the quality of Pan American’s mining portfolio. 

OUTLOOK

The U.S. economy continues to tiptoe to the edge of a recession, 
with the latest economic data showing signs of cracks in the labor 
market. That said, unemployment remains near historical lows, 
and consumers still have a solid cash cushion. The key focus for 
investors is the divergence between what the Fed says and what 
investors believe the Fed will ultimately do, and where rates finish 
the year.

Forecasts show the federal funds rate holding at around 5% 
through the end of 2023. However, the futures market has 
priced in capitulation, with the Fed cutting rates by at least 50 
basis points this year. Should the futures market prove correct, 
such a reversal appears largely priced into markets. However, 
should Fed Chair Powell hold rates firm through year-end, stocks 
could react unfavorably,  
implying more downside than upside risk at present levels.

Currently, U.S. stocks are not particularly cheap, with the S&P 
500® Index trading at more than 18 times forward earnings. 
However, consecutive years in the red are rare for U.S. equities, 
and while much of 2023’s gains may already be in the books, 
further gains could be augmented by attractive and growing 
dividend yields. We believe NFJ portfolios, which seek to invest in 
stocks with attractive dividends and dividend growth, are well 
positioned for this type of environment.
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PORTFOLIO MANAGERS
Paul A. Magnuson
Industry start date: 1985 
Start date as Fund Portfolio 
Manager: 2009

John R. Mowrey, CFA
Industry start date: 2007 
Start date as Fund Portfolio 
Manager: 2014

 
Jeff N. Reed, CFA
Industry start date: 2004 
Start date as Fund Portfolio 
Manager: 2011

J. Garth Reilly
Industry start date: 2005 
Start date as Fund Portfolio 
Manager: 2020

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. 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.
2296 04-23 © 2023 Virtus Mutual Funds

INVESTMENT ADVISER
Virtus Investment Advisers, Inc.

INVESTMENT SUBADVISER
NFJ Investment Group, LLC

 (12/30/97)

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 0.80%. The net expense ratio is 0.65%, which reflects a contractual 
expense reimbursement in effect through 10/31/2023.
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 Russell Midcap® Value Index is a market capitalization-weighted index of medium-capitalization, value-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

Kinross Gold Corp.            2.71

Tyson Foods Inc.                         2.14

Truist Financial Corp. 2.03

Celanese Corp. 2.03

Alexandria Real Estate Equities Inc.     2.00

Stanley Black & Decker Inc. 1.98

Teleflex Inc. 1.95

Veeva Systems Inc. 1.69

Vonovia SE 1.59

TransUnion                                       1.50

Holdings are subject to change.

TOP FIVE CONTRIBUTORS % Contribution

Kinross Gold Corp. 0.44

Ansys Inc. 0.38

West Pharmaceutical Services Inc. 0.38

MarketAxess Holdings Inc. 0.38

Wynn Resorts Ltd. 0.34

TOP FIVE DETRACTORS  % Contribution

First Republic Bank/CA                      -1.12

SVB Financial Group -0.93

PacWest Bancorp                                   -0.56

Vonovia SE                             -0.45

Truist Financial Corp. -0.35

% Contribution: Absolute weighted contribution.

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


