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MARKET REVIEW

Stocks got off to a very strong start in the quarter but shifted
into correction mode in early February and stayed there on
concerns over inflation, trade, and large technology stocks.
The S&P 500® Index closed the quarter down 0.76%. Growth
stocks outperformed value stocks, and small stocks slightly
outperformed their larger counterparts. Developed foreign
markets, represented by the MSCI EAFE® Index, were down
1.53%, and emerging markets, as measured by the MSCI
Emerging Markets Index, were up 1.42%. Equity volatility,
represented by the CBOE Volatility Index (VIX®), staged a
pickup, which was expected coming off of 2017’s
exceptionally low levels. On the fixed-income front, the
Bloomberg Barclays U.S. Aggregate Bond Index fell 1.46%.
The 10-year U.S. Treasury yield rose during the quarter from
2.40% to 2.74%, which pressured many fixed-income issues
and bond proxies in the equity market.
PERFORMANCE

The Fund (Class I) returned 6.00% for the quarter,
outperforming the -0.08% return of the Russell 2000® Index.
The outperformance was primarily driven by strong stock
selection in the technology and producer durables sectors, and
was offset slightly by weak stock selection in the consumer
discretionary sector.
Autohome and Abaxis were the biggest contributors to
performance during the quarter.
>> Autohome reported strong fourth-quarter earnings, with
revenue growth in excess of 30% and profit margins higher
than a year earlier. The China-based car sales website
continues to benefit from the secular shift of ad revenues to
online media. Given Autohome’s strong competitive
positioning, improved capital allocation discipline, and
expected long-term growth of the Chinese car market, we
remain owners.
>> Abaxis shares rose in the last quarter following a weak 2017.
The company, which provides blood analyzers to the medical
and veterinary markets, saw a surge in revenue growth after
previously experiencing benign-to-falling performance. New
product releases due to the previous increase in R&D and a
ramp up in the sales force have helped improve results and
should bode well for future growth.
Artisan Partners Asset Management and WABCO Holdings
were the biggest detractors during the quarter.
>> Artisan Partners is experiencing net outflows due to poor
performance among some of its investment strategies.
Additionally, other strategies with favorable performance
are not accepting new clients or are too small to impact
total assets. The general appetite for passive investment
Effective May 8, 2017, this fund changed its name from the Virtus Small-Cap Core Fund.

vehicles is also a headwind. We believe that, over time, the
company’s unique business model—built on developing
autonomous investment teams—will attract skilled
professionals and enable Artisan to develop successful new
teams. We also like the company’s practice of distributing
net income to shareholders.
>> While commercial vehicle parts manufacturer WABCO’s
fourth-quarter results were very good, guidance for 2018
was not as high as some investors had expected. This,
coupled with a valuation that was on the expensive side,
has resulted in near-term weakness in the share price.
However, the company’s competitive position remains
intact, and many tailwinds remain for WABCO to continue
to outgrow global commercial truck production by
increasing its onboard content per vehicle. As a result, we
remain owners of the business.
PORTFOLIO CHANGES

We purchased Moelis & Co. and Rightmove in the quarter, and
made no complete sales.
>> Global investment bank Moelis & Co. (MC) provides
financial advisory, restructuring, and capital-raising
services. MC’s founders have focused on hiring highperforming managing directors and cultivating a distinct
firm culture and reputation, which has allowed the
company to quickly take market share and climb the M&A
league tables. While other firms could try to copy this
model, successful execution is far from certain.
>> Rightmove is the leading website for residential properties
for sale or rent in the U.K. The company has established a
strong network effect as U.K. home buyers have shifted
their home-purchasing behavior. This has given Rightmove
considerable pricing power and margin expansion
opportunities. The company has had double-digit revenue
growth over the past five years, its balance sheet is clean,
and management has allocated free cash flow in a prudent
manner.
OUTLOOK

We want to underscore that market corrections, while
unpredictable, sharp, and painful, are necessary to remove
excessive speculation and to shake out weak stockholders.
We still believe that businesses will be growing their earnings
over the next couple of years and that the market will
ultimately reward this growth with positive returns in the
mid-to-high single-digit range. The shape of the yield curve is
certainly worth monitoring over the next year or two, and we
would like to see it steepen. As always, we remain focused on
investing in high-quality businesses that we believe offer a
sustainable competitive edge.
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TOP TEN HOLDINGS

% Fund

Jon Christensen, CFA
Industry start date: 1995
Start date with Fund: 2008

Autohome, Inc. Sponsored ADR Class A

8.88

Copart, Inc.

5.81

Rightmove PLC

5.01

Todd Beiley, CFA
Industry start date: 1999
Start date with Fund: 2009

Primerica, Inc.

4.70

Old Dominion Freight Line, Inc.

4.69

Teledyne Technologies Inc.

4.59

CDW Corp.

4.51

HFF, Inc. Class A

4.25

Aspen Technology, Inc.

4.00

WABCO Holdings Inc.

3.92

Holdings are subject to change.

AVERAGE ANNUAL TOTAL RETURNS (%) as of 3/31/18
		 1
QTD
YTD
Year
Fund Class I
Index

3
Year

5
Year

10
Year

Since Inception
10/18/1996

6.00

6.00

35.41

17.86

16.10

13.81

10.38

-0.08

-0.08

11.79

8.39

11.47

9.84

8.58

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 1.07% and reflects the direct and indirect expenses paid by the Fund.
The gross expense ratio minus the indirect expenses incurred by the underlying funds in which the Fund invests is 1.05%.
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 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.

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. Limited Number of Investments: Because the fund has a limited number
of securities, it may be more susceptible to factors adversely affecting its securities than a less concentrated fund. 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.
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 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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