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MARKET REVIEW
After a year of historic double-digit losses in both equities 
and fixed income in 2022, stocks and bonds delivered 
positive returns in the first quarter of 2023. The S&P 500® 

Index returned 7.50% and the Bloomberg U.S. Aggregate 
Bond Index returned 2.96%, a solid start for both benchmarks. 
Growth stocks, led primarily by mega-cap technology stocks, 
dramatically outperformed value stocks, as evidenced by the 
Russell 1000® Growth Index increasing 14.37% versus the 
Russell 1000® Value Index return of 1.01%. The strongest 
contributors to S&P 500 returns in the quarter included 
mega-cap tech companies, including Apple, Microsoft, 
NVIDIA, Tesla, and Meta. Small-cap and emerging market 
stocks lagged the S&P 500 with the Russell 2000® Index 
returning 2.74% and the MSCI Emerging Markets Index 
returning 3.96% in the quarter.

FUND PERFORMANCE
The Virtus KAR Small-Cap Core Fund returned 10.59% 
(Class I) in the quarter, outperforming the 2.74% return of 
the Russell 2000 Index. Stock selection and an overweight 
position in the industrials sector, combined with stock 
selection and an underweight position in the healthcare 
sector, contributed positively to performance. Underweight 
positions in the materials and information technology sectors 
detracted from performance. 

FTI Consulting and Simpson Manufacturing were the largest 
contributors to performance in the quarter.

 > FTI Consulting experienced strong revenue and earnings 
growth this quarter and provided a favorable outlook for 
2023, driving the global management consultant’s share 
price higher. 

 > Simpson Manufacturing performed strongly following  
the adhesive company’s reports of better-than-expected 
operating results. We believe Simpson’s recent acquisition 
of a French-based company should also meaningfully 
enhance its market position and profitability profile in Europe

First Hawaiian and Jack Henry & Associates were the largest 
detractors from performance in the quarter.   

 > Like other regional banks, First Hawaiian shares came under 
pressure late in the quarter as investors became concerned 
about deposit outflows after the failure of Silicon Valley  
Bank and Signature Bank. We believe the bank has a strong 
deposit franchise as evidenced by the long tenure of its 
deposit accounts and consistent deposit market share over 
many years in Hawaii. 
 
 
 

 > In the most recent quarter, payment processing company 
Jack Henry & Associates lowered guidance for the full year 
due to cyclical issues, which sent the share price lower. The 
recent turmoil in the regional banking market, which is a 
key customer segment of the company, also hurt the share 
price as investors became concerned that smaller banks 
could face long-lasting profitability headwinds. 

PORTFOLIO CHANGES

During the quarter, we sold Autohome, a Chinese company, 
due to the exogenous risk of a conflict between China and 
Taiwan. While we have no special ability to predict the 
likelihood or timing of such an event, we prefer to avoid, when 
possible, placing our investment dollars in geographies where 
there are sufficient high-level risks that would overwhelm the 
merits of a specific business. 

OUTLOOK 
Perceived safe havens and quality stocks performed well in  
the first quarter as investors continued to grapple with high 
uncertainty about the market outlook. We came into 2023  
with clear consensus among investors that the year would  
bring at least a mild recession. January data was stronger  
than expected, and the market quickly priced in a “no landing” 
scenario for the economy. February data was somewhat weaker, 
and the market started to price in a “soft landing” outcome. 
Then, the regional bank crisis emerged, and the market started 
to price in a “hard landing” scenario. Fortunately, banking 
fears started to dissipate the last two weeks of the quarter. 

Multiple crosscurrents in interest rates, inflation, economic 
growth, and investor sentiment have made for a difficult 
forecasting environment for investors. While the short-term 
outlook is somewhat murky, we believe that the long-term 
outlook should be attractive. Cash is piling up on the sidelines, 
investors are generally negative, speculation is absent from 
equities (IPOs, special purpose acquisition companies 
(SPACs), and meme stocks are dormant), and businesses are 
very cautious with hiring and expansion plans. Historically, 
these types of conditions have led to meaningful long-term 
investing outcomes, although it remains to be seen how 
markets will respond for the remainder of 2023.  

Related Reading: Q1 KAR Market Review & Outlook
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EQUITY  |  DOMESTIC EQUITY

Effective September 28, 2018, this Fund is closed to new investors, but remains open to Defined  
Contribution and Defined Benefit plans. Please see the prospectus for these and other exceptions.

https://www.virtus.com/articles/q1-kar-market-review-outlook
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PORTFOLIO MANAGERS
Jon Christensen, CFA
Industry start date: 1995 
Start date as Fund Portfolio 
Manager: 2008

Todd Beiley, CFA
Industry start date: 1999 
Start date as Fund Portfolio 
Manager: 2009

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, medium, or large-sized companies may enhance that risk. Industrial Concentration: Because the portfolio is presently heavily 
weighted in the industrial sector, it will be impacted by that sector’s performance more than a portfolio with broader sector diversification. Limited Number of 
Investments: Because the portfolio has a limited number of securities, it may be more susceptible to factors adversely affecting its securities than a portfolio 
with a greater number of securities. 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.
2020 04-23 © 2023 Virtus Mutual Funds

INVESTMENT ADVISER
Virtus Investment Advisers, Inc.

INVESTMENT SUBADVISER
Kayne Anderson Rudnick Investment 
Management, LLC

 (10/18/96)

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 0.99%.
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 2000® Index is a market capitalization-weighted index of the 2,000 smallest companies in the Russell 
Universe, which comprises the 3,000 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 it is not available for 
direct investment.

TOP TEN HOLDINGS % Fund

FTI Consulting Inc. 7.50

EMCOR Group Inc. 6.62

Simpson Manufacturing Co. Inc. 5.51

Primerica Inc. 5.43

Acushnet Holdings Corp. 4.66

Manhattan Associates Inc. 4.45

Landstar System Inc. 4.37

CorVel Corp. 4.21

The Toro Co. 4.07

Watts Water Technologies Inc. 4.04

Holdings are subject to change.

TOP CONTRIBUTORS % Contribution

FTI Consulting Inc. 1.61

Simpson Manufacturing Co. Inc. 1.19

CorVel Corp. 1.09

Primerica Inc.  1.07

Manhattan Associates Inc. 1.06

TOP DETRACTORS  % Contribution

First Hawaiian Inc. -0.88

Jack Henry & Associates Inc.  -0.26

Clearwater Analytics Holdings Inc. -0.17

BancFirst Corp. -0.13

The Toro Co. -0.08

% Contribution: Absolute weighted contribution.

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