
MARKET OVERVIEW 
Volatility in the banking sector and its potential impact  
on bank loans was the dominant story for the first quarter  
of 2023. These events offset what looked to be a very 
promising start: loan performance for January was the best 
since 2009, buoyed by surprisingly strong jobs numbers and a 
slight decline in consumer prices for December. The Morningstar 
LSTA US Leveraged Loan Index posted daily gains for 56 
consecutive days through February 14. However, in February,  
a higher-than-expected consumer price index print and soft 
fourth quarter earnings results spurred renewed hawkish 
sentiment from the Federal Reserve (Fed), resulting in risk 
asset volatility and a more muted return. 

Then came March. It’s worth noting that financial services 
companies make up only a small portion of the bank loans 
market. However, with the failures of Silicon Valley Bank, 
Signature Bank, Credit Suisse, and the bank run at First 
Republic Bank, we think two key risks for the loan market have 
been amplified: first, a risk-off tone may have a chilling effect 
on collateralized loan obligation creation, which drives 60% of 
loan market demand. Second, if banks tighten their lending 
standards, this may leave some companies unable to tap capital 
markets to fund operations, resulting in an uptick in unemployment  
rates that could, in turn, potentially lead to a recession. 

Amid these heightened risks, there’s a silver lining: investors 
are now amply compensated for taking on risk. Loans are at 
compelling valuations, even when factoring in higher default 
rates and lower recovery rates. After factoring in higher-than-
historical-average defaults and losses, we still see a mid-to-
high single-digit risk-adjusted return for loans—roughly in line 
with historical equity performance.

Technicals for the quarter were largely constructive, despite 
consecutive monthly retail outflows totaling nearly $11 billion. 
Macroeconomic headwinds and higher capital costs hindered 
mergers and acquisitions, leveraged buyouts, and refinancing 
transactions throughout the quarter, leading to a dearth of new 
issuance. The net forward new issuance calendar is negative, 
and a sparse loan calendar may provide some technical support 
if loan demand wanes. 

Looking ahead, June 30 marks the deadline for the cessation 
of the London Inter-Bank Offered Rate (LIBOR), and  
the transition is continuing at an orderly pace. Most loans 
pegged to LIBOR contain fallback language designating the 
replacement rate post-LIBOR. Less than 10% of loans don’t 
contain fallback language or an amendment methodology, and 
these will automatically be transitioned to the U.S. prime rate. 

 
 

HOW THE FUND PERFORMED 
The Fund (Class I) returned 2.56% in the first quarter versus 
the Credit Suisse Leveraged Loan Index return of 3.11%.

Contributors

 > Issue selection within the automotive, financials, retail, and 
healthcare sectors contributed positively to performance. 

 > An underweight to telecommunications also helped performance. 

Detractors

 > Issue selection within the broadcasting, energy, and utilities 
industries hurt performance.  

 > Exposure to reorganized equity holdings continues to hurt 
performance.  

 > Our cash holdings also detracted from performance.  

CURRENT FUND STRATEGY 
Given that our base case prior to the bank failures assumed 
higher rates would slow growth, we are already positioned 
defensively for a potential recession scenario. Though we have 
added incremental risk at the margin in seasoned credits where 
valuations have improved, overall, we still believe it’s too early 
to pivot away from our defensive positioning.

OUTLOOK 
Our defensive stance is supported by the fact that certain 
fundamentals are trending in the wrong direction. The loan 
default rate was pushed to a 22-month high in March as  
three companies filed for Chapter 11 bankruptcy, and the 
downgrade-to-upgrade ratio continues to rise. However, this  
is complicated by resilient labor market data and OPEC’s oil 
production cut, which may have an inflationary impact. The 
markets see roughly 50/50 odds of a Fed rate hike in May 
along with a rate cut in December of this year. In our view, we 
find a rate cut unlikely if inflation remains high and labor data 
stays strong.  
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Notes on Risk: 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. 
Bank Loans: Bank loans may be unsecured or not fully collateralized, may be subject to restrictions on resale, may be less liquid and may trade infrequently on the secondary 
market. Bank loans settle on a delayed basis; thus, sale proceeds may not be available to meet redemptions for a substantial period of time after the sale of the loan. High 
Yield Fixed Income Securities: There is a greater risk of issuer default, less liquidity, and increased price volatility related to high yield securities than investment grade 
securities. Liquidity: Certain securities may be difficult to sell at a time and price beneficial to the fund. Leverage: When a portfolio is leveraged, the value of its securities 
may be more volatile and all other risks may be compounded. 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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TOP TEN HOLDINGS % Fund

Brookfield WEC Holdings Inc,  
Refinancing No 2 Term Loan, 08/01/2025 1.39

UKG Inc First Lien 2021-2 Incremental 
Term Loan, 05/04/2026 1.30

Transdigm Inc Tranche I Term Loan,  
08/24/2028 1.30

Ineos Finance PLC 2027-II Dollar Term  
Loan, 11/08/2027 1.25

Starfruit Finco BV Initial Dollar Term Loan, 
10/01/2025 1.00

Playa Hotels &Amp; Resorts B.V. Term  
Loan, 01/05/2029 0.96

Go Daddy Operating Company, LLC 
Tranche B-5 Term Loan, 11/09/2029 0.93

Sedgwick Claims Management Services  
Inc 2023 Term Loan, 01/01/2040 0.91

Gates Global LLC Initial B-3 Dollar Term  
Loan, 03/31/2027 0.90

H-Food Holdings LLC Initial Term Loan, 
05/23/2025 0.89 

Holdings are subject to change.
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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 0.84%. The net expense ratio is 0.79%, which reflects a contractual expense reimbursement in effect through 1/31/2024. 
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 Credit Suisse Leveraged Loan Index is a market-weighted index that tracks the investable universe of the U.S. dollar denominated leveraged loans. The index is calculated on a total return 
basis, is unmanaged and not available for direct investment. The unmanaged index returns do not reflect any fees, expenses, or sales charges.  

Newfleet Asset Management is a division of Virtus Fixed Income Advisers, LLC (“VFIA”), an SEC registered investment adviser.


