
 
 
 
 
 
 

1 
20230419-2848584 

VICTORY RS MID CAP GROWTH FUND 
QUARTERLY COMMENTARY 

 As of March 31, 2023 

Not FDIC Insured • May Lose Value • No Bank Guarantee 

Quarterly Highlights 

• The Victory RS Mid Cap Growth Fund (Class A Shares, without sales charge) returned 7.86% for the three months ended March 31, 
2023, underperforming the Russell Midcap® Growth Index,1 which returned 9.14%.  

• Fund performance relative to the benchmark was negatively impacted by stock selection in the Health Care sector; underperformance 
was partially offset by performance within the Producer Durables and Technology sectors.  

• This period’s strong absolute performance was aided in part by the relative performance of secular growth stocks as mid growth, as 
defined by the Russell Midcap® Growth Index, materially outperformed mid value, as defined by the Russell Midcap® Value Index,2 
9.14% vs. 1.32%, while large growth, as defined by the Russell 1000® Growth Index,3 was the best performing style within U.S. equity 
markets, returning 14.37%.  

• We continue to believe technology-oriented companies are better positioned for the longer term, especially following the massive 
“test run” of technology-aided solutions people have leveraged to work, shop, and communicate from home, which we believe has 
permanently sped up the adoption of these new technologies at the expense of legacy products and services. 

• Mid-cap growth stocks have outperformed their mid-cap value counterparts over 5, 10, and 15 years as of March 31, 2023, per 
Russell.  

Market Performance / Fundamentals Snapshot 

Q1 2023 Market Performance 

 
 Value = Russell 2000® Value Index Value = Russell Midcap® Value Index Value = Russell 1000® Value Index 
 Core = Russell 2000® Index Core = Russell Midcap® Index Core = Russell 1000® Index 
 Growth = Russell 2000® Growth Index Growth = Russell Midcap® Growth Index Growth = Russell 1000® Growth Index 
 
Index returns are for illustrative purposes only and do not represent actual Fund performance. Index performance does not reflect management fees, transaction costs or expenses. 
Indexes are unmanaged and one cannot invest directly in an index. Past performance does not guarantee future results. 

Market Commentary  

The first quarter of 2023 started well, with markets bouncing back 
sharply in January as signs suggested that inflation may have 
peaked and corporate earnings were expected to remain strong. 
Growth stocks led the way, with the Russell 3000® Growth Index4 
up 8.44% in January, while the Russell 3000® Value Index5 was up 
5.43%. However, concerns over the lagging impact of higher 
interest rates re-emerged in February and became more 
pronounced in March as concerns turned into a full-fledged market 
sell-off in March within value, as the impact of higher rates on the 
banking sector took center stage. A bank run at a venture capital–
focused regional bank, which was started by a conglomerate of 
venture capital–backed technology firms pulling money, turned into 
a regional bank crisis as it became clear that many banks did not 
have assets to cover the fleeing deposits, having been invested in 
bonds that have repriced lower given the impact of higher interest 
rates. 

Yet it wasn’t all bad news in the first quarter. The quarter saw 
strong absolute performance for growth stocks given the lower 

exposure to the financial sector and higher exposure to technology-
oriented stocks that have rebounded from recent lows. The Russell 
1000® Growth Index led the way for the quarter, up 14.37%, while 
the Russell 2000® Growth Index6 was up a more modest 6.07%. 
This compares to the Russell 1000® Value Index7 performance of 
1.01% and Russell 2000® Value Index8 performance of -0.66%. 
Corporate operations (and earnings) among growth-oriented 
companies have done better than expected, which meant that the 
much-reduced valuations headed into the new year (and a more 
favorable risk-reward tradeoff) paid off for growth investors that 
were willing to take the plunge. 

Small-cap investing (and small growth in particular) currently 
stands out as an investment style that looks attractive compared to 
other segments of the market given the relative valuations 
compared to large growth. Despite the challenging performance 
over the past few years for growth, growth-oriented stocks have 
continued to shine across market caps over 3, 5, 10, and 15 years, 
and the current price-to-earnings discount of small growth is back 
to record lows compared to large growth. Our team remains 
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focused on potentially exciting opportunities for secular growth 
companies. We believe the multi-year underperformance of small 
growth companies that are materially better off over the secular 
horizon will allow them to outperform their value counterparts. We 
remain in the early stages of a secular shift that is altering how 
consumers, businesses, and employees will interact following the 
massive “test run” of technology-aided solutions we witnessed 
during the earlier days of the pandemic, while new technologies 
such as artificial intelligence are likely to make a material impact in 
coming years. 

Investment Strategy 

The Victory RS Mid Cap Growth Fund (the “Fund”) is guided by our 
philosophy that sustainable earnings growth drives long-term share 
price appreciation. Our investment process is focused on finding 
innovative companies whose core business can grow from a mid-
capitalization company to a large-cap company over time.  

The team seeks companies with products and services that are 
growing organically, creating new markets or taking market share 
from existing companies. We are focused on finding companies 
whose business values can appreciate regardless of the underlying 
market environment. The Fund is led by the team’s chief 
investment officer, Scott Tracy, along with portfolio managers 
Steve Bishop, Melissa Chadwick-Dunn, Chris Clark, and Paul 
Leung. The five co-portfolio managers, as well as two research 
analysts, serve as sector specialists and are supported by three 
associates, drawing on strong relationships with industry experts 
and company management teams.  

Together, we conduct over 2,000 company meetings each year 
through in-person meetings, conference calls, and trade shows. 
We then back up our findings through discussions with industry 
leaders and third-party sources. We are long-term investors and 
seek to establish definable “anchor points,” which are quantifiable 
metrics that help determine a company’s potential long-term 
growth trajectory. Anchor points arise from our analysis of a 
company’s long-term capabilities and performance goals over 
three to five years. These long-term anchor points serve as 
guideposts to help us measure a company’s progress as it 
executes its business strategy, regardless of what is taking place 
in the overall market, and help prevent distractions caused by 
short-term stock price movements and inevitable market volatility.  

Performance Review 

The Victory RS Mid Cap Growth Fund (Class A Shares, without 
sales charge) returned 7.86% for the three months ended March 
31, 2023, underperforming the Russell Midcap® Growth Index, 
which returned 9.14%. Fund performance relative to the 
benchmark was negatively impacted by stock selection in the 
Health Care sector; underperformance was partially offset by 
performance within the Producer Durables and Technology 
sectors. This period’s strong absolute performance was aided in 
part by the relative performance of secular growth stocks as mid 
growth, as defined by the Russell Midcap® Growth Index, materially 
outperformed mid value, as defined by the Russell Midcap® Value 
Index, 9.14% vs. 1.32%, while large growth, as defined by the 
Russell 1000® Growth Index, was the best performing style within 
U.S. equity markets, returning 14.37%. We continue to believe 
technology-oriented companies are better positioned for the longer 
term, especially following the massive “test run” of technology-
aided solutions people have leveraged to work, shop, and 
communicate from home, which we believe has permanently sped 
up the adoption of these new technologies at the expense of legacy 

products and services. Mid-cap growth stocks have outperformed 
their mid-cap value counterparts over 5, 10, and 15 years as of 
March 31, 2023, per Russell.  

Top Detracting Sector: Health Care 

Within the Health Care sector, the largest driver of relative 
underperformance was Pharmaceuticals holding Jazz 
Pharmaceuticals Inc. (0.00% ending weight). Jazz is a 
biopharmaceutical company with a unique focus on distinct 
franchises in Sleep and Movement disorders as well as oncology, 
providing both commercial and pipeline diversification. The 
company recently received approval for Sunosi, a drug for 
narcolepsy and OSA. The acquisition of GW Pharmaceuticals 
strengthens the company’s neuroscience franchise with Epidiolex 
and a deeper neuro pipeline. Jazz also has Defitelio and Vyxeos 
on the market for the treatment of VOD and AML, respectively. 
Despite these robust pipelines, the stock struggled in the latest 
quarter, posting a loss while estimates were expected to be 
positive. Revenues for the quarter also missed expectations. We 
decided to move on from the position.  

Top Contributing Sector: Producer Durables 

Within the Producer Durables sector, one of the largest drivers of 
outperformance was Clean Harbors, Inc. (1.34% ending weight). 
Clean Harbors is a company that offers environmental and 
industrial services across the globe. It collects, transports, treats, 
and disposes of hazardous and non-hazardous waste, providing 
services like resource recovery, physical treatment, fuel blending, 
incineration, landfill disposal, wastewater treatment, lab chemicals 
disposal, and explosives management services. We own Clean 
Harbors as it is the largest independent North American 
environmental end-to-end disposal company, holding a 70% share 
in waste incineration and a 30% share in hazardous materials, 
providing them with broad end-market exposure and allowing them 
to be the consolidator of choice. Clean Harbors has a solid pipeline 
of reinvestment opportunities via capacity expansion and 
continued consolidation of regional facilities. The company 
generates significant free cash flow and prioritizes growth capex. 
In the most recent quarter, Clean Harbors performed well due to 
the increase in demand for their services from reshoring of 
manufacturing and chemical plants, chemicals being classified as 
hazardous, and general ESG pressures for companies to have full-
cycle insights into their waste production.  

Market and Strategy Outlook 

Given the renewed uncertainty regarding the direct and indirect 
impact of tighter monetary conditions on the economy and financial 
system in the face of stubborn inflation, we believe there is 
continued uncertainty among investors about which areas present 
the best investment opportunity. Along with the continued global 
impact of the Russian invasion of Ukraine on global logistics, we 
expect continued periods of varied relative performance and 
elevated volatility (both to the upside and downside) as new 
companies emerge, while others struggle to retain their previous 
leadership. We feel this will create an abundance of opportunities 
across sectors, industries, and markets in coming quarters and 
years as the economy and markets transition and recover.  

We don’t know how large or prolonged the impact of inflation, the 
Ukraine invasion, or even the potential contagion that recent bank 
runs may (or may not) have. However, we believe there are clear 
pockets of the economy that remain better positioned and shielded 
than others to adjust to any future state given the ability of their 
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workers to remain productive and end-customer demand to remain 
steady irrespective of the forward economic environment. The 
current opportunity set appears especially pronounced for secular 
growth companies within the growth universe, rather than those 
more cyclical in nature. This is due to the continued strength in 

underlying fundamentals and relative underperformance by 
secular growth companies since early November of 2020, despite 
the bounce back in the most recent quarter.  

 

 

Thank you for your continued investment. 

 

 
 
 
 

Sector Allocation9      Top 10 Holdings10 

As of March 31, 2023      As of March 31, 2023  

 
Performance 
Annualized Returns as of March 31, 2023

 

Past performance does not guarantee future results. The performance data quoted represents past performance and current 
returns may be lower or higher. The investment return and principal value will fluctuate so that an investor’s shares, when 
redeemed, may be worth more or less than the original cost. To obtain performance information current to the most recent 
month-end, visit www.vcm.com. Returns include reinvestment of dividends and capital gains. Performance returns for periods of less 
than one year are not annualized. Fee waivers and/or expense reimbursements were in place for some or all periods shown, without 
which Fund performance would have been lower.  

The Fund’s total gross/net annual operating expense ratio as of the most current prospectus for the Class A Shares is 1.33%/1.20%. Net 
expense ratio reflects the contractual waiver and/or reimbursement of management fees through April 30, 2023. 
 

  

Sector % of Portfolio  Holding % of Portfolio 
Technology 27.3%  Synopsys, Inc. 4.54% 
Consumer Discretionary 17.1%  Lattice Semiconductor Corporation 2.76% 
Health Care 16.5%  DexCom, Inc. 2.65% 
Producer Durables 14.5%  Trade Desk, Inc. Class A 2.14% 
Financial Services 10.3%  Tractor Supply Company 2.07% 
Materials & Processing 4.9%  Hershey Company 2.00% 
Energy 4.4%  Evoqua Water Technologies Corp. 1.92% 
Consumer Staples 2.6%  Graphic Packaging Holding Company 1.89% 
Utilities 1.9%  Agilent Technologies, Inc. 1.83% 
[Cash / Other] 0.5%  MSCI Inc. Class A 1.73% 

Victory RS Mid Cap Growth Fund  
(Class A – RSMOX) 

First 
Quarter 

2023 1-Year 3-Year 5-Year 10-Year 

Since 
Inception 

(7/12/95) 

Without sales charge 7.86% -17.91% 7.35% 2.86% 7.53% 8.36% 

With maximum sales charge (5.75%) 1.64% -22.64% 5.26% 1.65% 6.90% 8.13% 

Russell Midcap® Growth Index1 9.14% -8.52% 15.20% 9.07% 11.17% 9.41% 
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Carefully consider a fund’s investment objectives, risks, 
charges and expenses before investing. To obtain a 
prospectus or summary prospectus containing this and other 
important information, visit www.vcm.com/prospectus. Read it 
carefully before investing. 
All investing involves risk, including potential loss of 
principal. In addition to the normal risks associated with investing, 
investments in small and mid-size companies typically exhibit 
higher volatility. Investments concentrated in an industry or group 
of industries may face more risks and exhibit higher volatility than 
investments that are more broadly diversified over industries or 
sectors. Technology companies may be adversely affected by 
economic downturns, short product cycles, aggressive pricing, 
market competition, and government regulation. International 
investments may involve risk of capital loss from unfavorable 
fluctuation in currency values, from differences in generally 
accepted accounting principles, or from economic or political 
instability in other nations. The Fund may frequently change its 
holdings, resulting in higher fees, lower returns, and more capital 
gains. The value of your investment is also subject to geopolitical 
risks such as wars, terrorism, environmental disasters, and public 
health crises; the risk of technology malfunctions or disruptions; 
and the responses to such events by governments and/or 
individual companies. 
1 The Russell Midcap® Growth Index is a market-capitalization-

weighted index that measures the performance of those 
companies in the Russell Midcap® Index with higher price-to-
book ratios and higher forecasted growth values.  

2 The Russell Midcap® Value Index is a market-capitalization-
weighted index that measures the performance of those 
companies in the Russell Midcap® Index with lower price-to-
book ratios and lower forecasted growth values.  

3 The Russell 1000® Growth Index is a market-capitalization-
weighted index that measures the performance of those 
companies in the Russell 1000® Index (which consists of the 
1,000 largest U.S. companies based on total market 
capitalization) with higher price-to-book ratios and higher 
forecasted growth values. 

4 The Russell 3000® Growth Index is a market-capitalization-
weighted index that measures the performance of those 
companies in the Russell 3000® Index (which consists of the 
3,000 largest U.S. companies based on total market 
capitalization) with higher price-to-book ratios and higher 
forecasted growth values. 

5 The Russell 3000® Value Index is a market-capitalization-
weighted index that measures the performance of those 
companies in the Russell 3000® Index (which consists of the 
3,000 largest U.S. companies based on total market 
capitalization) with lower price-to-book ratios and lower 
forecasted growth values. 

6 The Russell 2000® Growth Index is a market-capitalization-
weighted index that measures the performance of those 
companies in the Russell 2000® Index (which consists of the 
2,000 smallest-cap companies in the Russell 3000® Index) 
with higher price-to-book ratios and higher forecasted growth 
values. 

7 The Russell 1000® Value Index is a market-capitalization-
weighted index that measures the performance of those 
companies in the Russell 1000® Index (which consists of the 
1,000 largest U.S. companies based on total market 
capitalization) with lower price-to-book ratios and lower 
forecasted growth values.  

8 The Russell 2000® Value Index is a market-capitalization-
weighted index that measures the performance of those 
companies in the Russell 2000® Index (which consists of the 
2,000 smallest-cap companies in the Russell 3000® Index) 
with lower price-to-book ratios and lower forecasted growth 
values. 

9 The Fund’s holdings are allocated to each sector based on the 
Russell Global Sectors Standard (RGS). If a holding is not 
classified by Russell, it is assigned a Russell designation by 
RS Investments. Cash includes short-term investments and 
net other assets and liabilities. 

10 Portfolio holdings are subject to change and should not be 
considered a recommendation to buy or sell individual 
securities. 

Index returns reflect the reinvestment of dividends and capital 
gains but do not include advisory fees, transaction costs, or other 
expenses. One cannot invest directly in an index. 
Distributed by Victory Capital Services, Inc., an affiliate of Victory 
Capital Management Inc., the Fund’s investment adviser. 
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