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MARKET REVIEW

PERFORMANCE

After the histrionics of the first quarter, the second quarter
represented a return to more normal market functioning. In fact,
from a distance, the quarter was a non-event, as the S&P 500®
Index rose only 3.43% from the end of March through June.
Back in the hectic days of Q1, there were two days with bigger
moves than in the entire second quarter.

The Fund (Class I) returned 1.69% during the quarter,
underperforming the 3.43% return of the S&P 500 Index.
The Fund was outperforming the Index for much of the
quarter, but the second half of June was not kind to the
portfolio’s holdings. In early June, the Fund made some
allocation changes, focusing exposure on those sub-industries
that were showing the strongest price performance. Generally,
this approach aligns well with broad investment trends, as
strength and weakness in the stock market tend to persist
through time. In late June however, the stocks in which the
Fund was invested (representing roughly half of S&P 500
Index constituents) underperformed the stocks that were
excluded from the portfolio. In fact, looking at the
performance at the sub-industry level (essentially buckets of
5-10 stocks, which are the basic building blocks of the
Fund’s investment process), more than half the Fund’s
investments had negative performance in June. While
certainly not unprecedented, it is unusual for the strongest
elements of the market to shift to underperformers so
abruptly. Recently, the Fund made some additional portfolio
changes, intended to recapture the momentum in the market.

As is often the case though, there are some points of interest
just below the surface. For example, the first week of May
appeared to set up for a continuation of the wild swings of the
first quarter. In that single week, there were two upside moves in
excess of 1%, and two downside moves in excess of 2%.
Statistically speaking, a daily move greater than about 1%
(either up or down) should occur roughly one-third of the time
(based on the long-term standard deviation of S&P 500 Index
daily returns). The second quarter began with four out of five
days exceeding that threshold!
The end of the quarter had its share of volatility as well, even if
much of it wasn’t observable through end-of-day pricing. For
example, the last week of June had multiple days where the
intra-day trading range (high price to low price) far exceeded the
S&P 500’s moves during the entire month.
This highly dynamic price activity, with no commitment to
directionality, indicates that market participants are highly
reactive to immediate events, willing to quickly step in and out
of the market depending on the latest headlines or rumors. And
there has been no shortage of headlines and rumors, between
escalating trade war tensions and domestic and global political
dysfunction. As we might expect with this much news to trade
on, we observed an increase in trading volumes as the quarter
progressed.
As investors and market observers, it is difficult to draw any
long-term or medium-term investment views from the current
environment. Even if it were possible to accurately prognosticate
the future direction of stock prices, the hair-trigger psychology
currently dominating the trading environment could make for a
bumpy ride.

Effective September 26, 2017 this fund changed its name from the Virtus Equity Trend Fund.

POSITIONING AND OUTLOOK

Market strength has been relatively dynamic lately, with
technology recently taking a backseat to more traditionally
defensive sectors such as utilities. This may indicate that
market participants are becoming increasingly uncomfortable
with any number of factors, including: 1) the historically long
bull market showing signs of age, 2) an inexorable rise in bond
yields going forward, 3) the developing global trade war, and 4)
the random externalities that are introduced to the investing
discussion on a daily/hourly basis.
The Fund is intended to provide exposure to rising equity
markets, and step out of the way of falling equity markets. As
ever, we stand ready to implement defensive measures if
necessary, including a 100% allocation to cash in order to
protect investors’ capital.
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AVERAGE ANNUAL TOTAL RETURNS (%) as of 6/30/18
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Fund Class I

1.69

1.62

12.72

5.62

5.55

n/a

9.05

Index

3.43

2.65

14.37

11.93

13.42

n/a

15.33

Performance data quoted represents past results. Past performance is no guarantee of future results and current performance may be higher or lower than the
performance shown. Investment return and principal value will fluctuate so your shares, when redeemed, may be worth more or less than their original cost.
Please visit virtus.com for performance data current to the most recent month-end.
The fund class gross expense ratio is 1.31%.
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. Class I shares have no sales charges or distribution or service fees, therefore their returns do not reflect these expenses. Fees and expenses
vary, and other share classes are subject to sales charges and fees. Class I shares are offered primarily to eligible institutional investors who purchase the minimum amounts required as
described in the prospectus and may not be available to all investors. For fund performance on other share classes, please visit www.virtus.com.
Index: The S&P 500® Index is a free-float market capitalization-weighted index of 500 of the largest 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.

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 or medium-sized companies may enhance that risk. Industry/Sector Concentration: A fund that focuses its investments in a
particular industry or sector will be more sensitive to conditions that affect that industry or sector than a non-concentrated fund. Allocation: The fund’s exposure
to different asset classes may not be optimal for market conditions at a given time. Asset allocation does not guarantee a profit or protect against a loss in
declining markets. Prospectus: For additional information on risks, please see the fund’s prospectus.
There is no relationship between Dorsey Wright and Virtus other than a license by Dorsey Wright to Virtus of certain Dorsey Wright trademarks and trade names, and the Dorsey Wright technical
analysis (“Technical Analysis”). The Technical Analysis has been created and developed by Dorsey Wright without regard to and independently of Virtus, its business, its development of this
product, and/or any prospective investor. The licensing of any Technical Analysis to Virtus is not an offer to purchase or sell, or a solicitation or an offer to buy any securities. A determination
that any portion of an investor’s portfolio should be devoted to any product developed by Virtus is a determination made solely by the investment advisor serving the investor or the investor
himself, not Dorsey Wright or Virtus.
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 carefully consider a Fund’s investment objectives, risks, charges, and expenses before investing. For this and other information about
any Virtus mutual fund, contact your financial representative, call 1-800-243-4361, 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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