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MARKET REVIEW
Markets bounced around in the first quarter of 2023, with big 
swings in expectations around Federal Reserve policy dominating 
stock and bond market returns. Then came the sudden collapse 
of Silicon Valley Bank (SVB) and Signature Bank, raising broad 
concerns that other small and regional financial institutions might 
face similar liquidity problems. But for all that uncertainty, the 
S&P 500® gained 7.5% with dividends, recovering some ground 
lost in 2022’s bear market, while the 10-year U.S. Treasury yield 
fell from a peak of 4.1% in early March to 3.5% by quarter-end.  
The Bloomberg U.S. Aggregate Bond Index finished up 2.96%. 
Even so, capital markets remained volatile, uncertain whether the 
markets can sustain an upward trend or if further declines could 
occur in 2023.  

Mergers & acquisitions (M&A) fell to multi-year lows in the March 
quarter as CEOs struggled to cope with macroeconomic uncertainty. 
According to Dealogic, the dollar value of U.S. transactions 
declined 44% from year-earlier levels. Similar trends were seen 
in Europe and Asia Pacific, where M&A volume was off 70% and 
29%, respectively, from the same period last year. On a global 
basis, the January-March interval was the slowest period for 
dealmaking in over a decade.

Yet, the trend appears to be turning. Month-over-month volumes 
have been steadily increasing as the year progresses and even the 
banking crisis does not seem to have had a meaningful impact on 
announcements. In fact, in the three weeks following the collapse 
of SVB, there was a noticeable uptick in the number of announced 
transactions larger than $1 billion; there have been 48 $1B+ 
deals in the last four weeks, for a total of 108 $1B+ in transaction 
flow year-to-date.

Major transactions during the quarter included Pfizer Inc’s 
(PFE.N) $43 billion acquisition of cancer biotech Seagen 
(SGEN.O); a Silver Lake-led consortium’s $12.5 billion deal  
for software maker Qualtrics International Inc (XM.O); and CVS 
Health Corp’s (CVS.N) $10.6 billion takeover of primary care 
provider Oak Street Health Inc, to name a few.

PERFORMANCE

After preserving capital last year, our goal for 2023 is to post  
the kind of positive results that The Merger Fund® has shown  
for most of its existence. Admittedly we are off to a slow start. 
However, during periods of sharp reversals and uncertainty, even 
arbitrage spreads can get caught in the fray, making it difficult to 
achieve our targeted run rate for returns. However, such turmoil 
often creates opportunities as it has in recent months. In the 
three months ending March, we opportunistically added to the 
Fund’s holdings when fear-induced selling caused arbitrage 
spreads to widen to levels that implied—wrongly, in our 
judgment—that the underlying transactions were in serious 
trouble, resulting in increased allocations to some existing 
holdings and 14 new additions to the portfolio.

 
 
 

Long-time investors in The Merger Fund® have come to 
understand that the most important driver of the Fund’s 
performance in any given period is the success or failure of the 
deals in which we have previously invested. Regarding the Fund’s 
investment activity in the first quarter, we experienced one 
broken deal, but the portfolio also included several positions that 
worked out extremely well. Overall, 60 of the Fund’s investments 
showed meaningful gains in the quarter, while 21 posted losses. 
The Fund held 54 arbitrage situations and was 82% invested due 
to 21 deal closings from which we are actively redeploying capital.

The Fund’s most profitable investment came from our SPAC 
holdings (+0.70%), which we have discussed frequently and 
continue to view favorably on a relative and risk/adjusted basis. 
Additional returns came from the closings of the $3.9 billion 
1Life Healthcare Inc/Amazon.com Inc. (+0.19%), and the $5.9 
billion LHC Group Inc/UnitedHealth Group Inc. (+0.14%) 
Transactions.

Not all of the Fund’s investments went according to plan last 
quarter. The Fund’s biggest loser was the $13.4 billion First 
Horizon Corp/Toronto-Dominion Bank deal: At the beginning of 
February, the companies agreed to extend the outside date of 
their merger agreement to May 27 from Feb. 27 for the deal that 
was originally announced over one year ago. But as of today, 
there is uncertainty over whether this new deadline is achievable 
given regulatory uncertainty resulting in a mark-to-market loss of 
1.07% in the portfolio. Earlier in the quarter, Frontline plc called 
off the merger with Euronav NV due to lack of shareholder 
support, costing the Fund (-0.28%). Throughout the quarter, 
volatility in the $40 billion VMware Inc/Broadcom Inc. deal, 
resulting from continued uncertainty around the regulatory 
approvals for the largest deal announcement in 2022, caused 
spreads to widen precipitously leading to mark-to-market losses 
of (-0.19%) to the portfolio.  

OUTLOOK

We believe long-term M&A prospects remain promising. Deal 
drivers underpinning M&A in recent years—such as digital 
transformation, supply chain disruption, portfolio optimization, 
and ESG considerations—have not gone away and will remain 
influential in 2023. Moreover, for corporate buyers with a clear 
strategic agenda, M&A tends to be less cyclical. Now that 
valuations are more affordable and there appears to be less 
competition in the market, strategic buyers may have more 
opportunities to increase their corporate transformation pace.

Against that backdrop, the case for alternative assets remains 
clear. Alternatives can play a defensive and diversifying role in a 
portfolio allocation by providing exposure to equity market upside 
with downside mitigation, lower volatility, and lower correlations 
to traditional long-only indexes. 
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Notes on Risk: Fundamental Risk of Investing: There can be no assurance that the portfolio will achieve its investment objectives.An investment in the portfolio is subject to the risk of loss of principal; shares 
may decrease in value. Merger-arbitrage & Event-driven investing: Merger-arbitrage and event-driven investing involve the risk that the adviser’s evaluation of the outcome of a proposed event, whether it be 
a merger, reorganization, regulatory issue, or other event, will prove incorrect and that the Fund’s return on the investment may be negative. Short Sales: The portfolio may engage in short sales, and may incur 
a loss if the price of a borrowed security increases before the date on which the portfolio replaces the security. Foreign Investing: Investing in foreign securities subjects the portfolio to additional risks such as 
increased volatility, currency fluctuations, less liquidity, and political, regulatory, economic, and market risk. Portfolio Turnover: The portfolio’s principal investment strategies may result in a consistently high 
portfolio turnover rate. A higher portfolio turnover rate may indicate higher transaction costs and may result in higher taxes when the portfolio is held in a taxable account. 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. Derivatives: Derivatives may include, among other things, futures, options, forwards and swap agreements and may be used in order to 
hedge portfolio risks, create leverage, or attempt to increase returns. Investments in derivatives may result in increased volatility and the portfolio may incur a loss greater than its principal investment. Hedging: 
The portfolio’s hedging strategy will be subject to the portfolio’s investment adviser’s ability to correctly assess the degree of correlation between the performance of the instruments used in the hedging strategy 
and the performance of the investments in the portfolio being hedged. 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. Sector Focused Investing: Events negatively affecting a particular industry or market sector in which the portfolio focuses its investments may 
cause the value of the portfolio to decrease. 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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INVESTMENT SUBADVISER
Westchester Capital Management, LLC

 (8/01/13)
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 1.42%. The net expense ratio is 1.32%, which reflects a contractual expense 
reimbursement in effect through 9/30/2023, and a contractual expense waiver in effect through 9/30/2023. This ratio reflects 
the direct and indirect expenses paid by the Fund. 
The net expense ratio minus dividend and interest expense on short sales and indirect expenses incurred by the underlying 
funds in which the Fund invests is 1.17%.

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 ICE BofA US Treasury Bill 3 Month Index measures performance of the three-month Treasury bill, based on 
monthly average auction rates. The index is calculated on a total return basis.

Index 2: The Bloomberg U.S. Aggregate Bond Index measures the U.S. investment grade fixed rate bond market. The index is 
calculated on a total return basis.

Index 3: The Morningstar US Fund Event Driven Category Average contains strategies that attempt to profit when security 
prices change in response to certain corporate actions, such as bankruptcies, mergers and acquisitions, emergence from 
bankruptcy, shifts in corporate strategy, and other atypical events. Activist shareholder and distressed investment strategies 
also fall into this category. These portfolios typically focus on equity securities but can invest across the capital structure.  
 
The S&P 500® Index is a free-float market capitalization-weighted index of 500 of the largest U.S. companies. The indexes 
and category averages are calculated on a total return basis, are unmanaged, their returns do not reflect any fees, expenses, or 
sales charges, and are not available for direct investment.

TOP TEN POSITIONS 

  1  Horizon Therapeutics Public Limited Co.                                      

  2  First Horizon Corporation      

  3  VMware Inc.                   

  4  DCP Midstream, LP                           

  5  Oak Street Health, Inc. 

  6  Activision Blizzard, Inc.

  7  Univar Solutions Inc.    

  8  Aerojet Rocketdyne Holdings, Inc.              

  9  Altaba, Inc.                                         

 10 Maxar Technologies Inc.                        

  Top 10 Positions as % of fund                            25.27    
  Holdings and sector weightings are subject to change.

TOP FIVE CONTRIBUTORS % Contribution

SPACs 0.70

1Life Healthcare Inc./Amazon.com Inc. 0.19

LHC Group Inc./UnitedHealth Group Inc. 0.14

Oak Street Health Inc./CVS Health Corp. 0.14

Altaba/Alibaba 0.13

TOP FIVE DETRACTORS  % Contribution

First Horizon Corp/Toronto-Dominion Bank -1.07

Euronav NV/Frontline LTD -0.28

VMware Inc./Broadcom Inc. -0.19

Tegna Inc./Standard General LP -0.18

Horizon Therapeutics PLC/Amgen Inc. -0.16

% Contribution: Absolute weighted contribution.

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


