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MARKET REVIEW

The trajectory of interest rates continued to drive international markets, 
as expectations for the pace of hikes oscillated on inflation news and the 
threat of banking crises in the U.S. and Europe. After a strong January 
start, the MSCI All Country World Index (ACWI) ex-USA pulled back in 
February then rebounded in March, finishing the quarter in positive territory.    

FUND PERFORMANCE

The Virtus Vontobel Foreign Opportunities Fund returned 9.76% (Class 
I) in the quarter, outperforming the 6.87% return of the MSCI ACWI ex 
USA Index.

Hermès International and Constellation Software were the largest 
contributors to returns in the quarter.

> Hermès International, a best-in-class luxury goods company with a 
 183-year history that specializes in apparel, leather goods, jewelry,   
 and watches, continued its strong performance. The company   
 reported sales growth, excluding foreign exchange, of more than 20%  
 and operating margins greater than 40%, while also showing growth  
 in China, helping it pull away from its peer group. 

> Constellation Software, a conglomerate of small- to mid-sized   
 mission-critical software companies with high barriers to entry,   
 performed well over the quarter thanks to a solid Q4 earnings report,   
 which showed continued earnings-per-share growth in the low teens   
 compared with the prior year. Constellation also benefited from   
 momentum from the IT sector. 

Eurofins Scientific SE and Sartorius Stedim Biotech were the largest 
detractors from returns in the quarter.

>  Eurofins Scientific, a global leader in safety testing and diagnostics 
largely for consumer staples and healthcare companies, reported 
revenue growth as expected but missed margin expectations as price 
increases are still catching up to cost headwinds experienced by the 
company. Its core business continues to attract demand and overcame 
the headwind caused by the reversal of COVID revenues. While there 
has been no major fundamental change to our investment thesis, we 
decided to reallocate capital to better alternatives.   

>  Pharmaceutical and lab equipment supplier Sartorius Stedim Biotech 
continues to position itself for long-term growth, despite the COVID 
overhang and concerns over industry inventory levels. The company 
reported slightly weaker-than-expected results in the early part of the 
quarter with orders continuing to be negative after robust growth the 
previous couple of years. While this year will have a tough set-up 
compared to the COVID growth benefits the company experienced, 
it maintains a strong position in the biopharma industry and longer-
term demand for its products remains unchanged. 

 

 

 

 

 

 

 

PORTFOLIO CHANGES

During the quarter, we purchased Spanish-based Amadeus IT Group, a 
global leader in air distribution system bookings; Taiwan Semiconductor 
Manufacturing Company, which pioneered the dedicated foundry 
industry; and Hong Kong Exchanges and Clearing, which provides 
the trading platforms for a range of cash and derivatives products 
and the facilities for processing trades.

We exited several positions to reallocate capital to better opportunities: 
French healthcare company Eurofins Scientific (discussed earlier), Hong 
Kong’s Budweiser Brewing Co. APAC, Swiss healthcare company Roche 
Holding, and Dutch information technology company Adyen.

OUTLOOK

As bottom-up investors, stock selection tends to be the key driver of 
outperformance across all our investment strategies, but it played a 
more prominent role over the quarter given the global economy is going 
through a period of stagflation. In this type of environment, very few 
companies can raise prices in the high-single digits with minimal impact 
on volume growth. Our high-conviction investments with pricing power 
in the consumer discretionary sector performed strongly.

The recent aggressive period of interest rate hikes has resulted in 
collateral damage to the economy, markets, and investors. As such, we 
do not expect a soft economic landing. Rather than trying to predict the 
next war or banking crisis, we believe avoiding low-quality cyclical 
industries, such as energy, or those with high leverage, such as banks,  
is a sensible approach.

Consensus expectations for flat earnings growth in 2023 appear 
optimistic as historically during recessions, earnings have declined  
in the low-to-mid teens. Investors will soon start to focus on 2024 
earnings, which currently factor in a rebound. If expectations for a 
recession get pushed back to the end of this year, then 2024 earnings 
forecasts will come under pressure. A continued deterioration in consumer 
and business confidence could result in a deeper economic downturn.

Contagion from the banking crisis thus far has been limited to liquidity 
issues at banks, which the Federal Reserve and other central banks are 
equipped to handle. However, banks’ exposure to credit defaults and 
commercial real estate are unknown, and in extreme cases there is the 
potential for insolvency. We have had fundamental concerns around 
banks that hold significant amounts of fixed-rate bonds. If they are not 
able to hold them to maturity in a rising rate environment, it can lead  
to losses and impact their capital, prompting deposit flight. 

A large portion of the portfolio is in companies with low sensitivity to the 
economic cycle, such as consumer goods makers Nestlé and L’Oréal, and 
business information and conference group RELX. Because unforeseen 
events will continue to occur, we are focused on a combination of growth 
and risk mitigation.
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PORTFOLIO MANAGERS
Matthew Benkendorf
Industry start date: 1998 
Start date as Fund Portfolio 
Manager: 2016

Daniel Kranson, CFA
Industry start date: 1999 
Start date as Fund Portfolio 
Manager: 2016

David Souccar
Industry start date: 1996 
Start date as Fund Portfolio 
Manager: 2016

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. Foreign & Emerging Markets: Investing in foreign securities, especially 
in emerging markets, subjects the portfolio to additional risks such as increased volatility, currency fluctuations, less liquidity, and political, regulatory, economic, 
and market risk. 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.
2003 04-23 © 2023 Virtus Mutual Funds
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Virtus Investment Advisers, Inc.

INVESTMENT SUBADVISER
Vontobel Asset Management, Inc.
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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 1.13%. The net expense ratio is 1.07%, 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 MSCI AC World ex USA Index (net) is a free float-adjusted market capitalization-weighted index that measures 
equity performance of developed and emerging markets, excluding the United States. The index is calculated on a total return 
basis with net dividends reinvested. The index is unmanaged, its returns do not reflect any fees, expenses, or sales charges, and 
is not available for direct investment.

TOP TEN HOLDINGS                        % Fund

RELX PLC  5.61

Constellation Software Inc./Canada 5.48

London Stock Exchange Group PLC   4.43

Nestlé SA  3.81

Mastercard Inc.  3.73

Ferrari NV 3.57

Flutter Entertainment PLC 3.33

Alcon Inc. 3.29

Rentokil Initial PLC  3.26

L’Orèal SA 3.23

Holdings are subject to change.

TOP FIVE CONTRIBUTORS % Contribution

Hermès International 1.03

Constellation Software Inc./Canada 1.01

RELX PLC 0.88

Flutter Entertainment PLC  0.73

Ferrari NV 0.71

TOP FIVE DETRACTORS  % Contribution

Eurofins Scientific SE  -0.26

Sartorius Stedim Biotech  -0.19

Hong Kong Exchanges & Clearing Ltd. -0.17

Budweiser Brewing Co. APAC Ltd.  -0.10

Experian PLC -0.07

% Contribution: Absolute weighted contribution.

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