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This Top Mutual Fund’s Hand Is Faster Than
The Stock Market’s Eye

MUTUAL FUNDS

BY MARIE BEERENS
INVESTOR’S BUSINESS DAILY 

Many mutual funds share the same 
holdings as TCW Select Equities, but 
most haven’t performed nearly as well 
as this mutual fund under Craig Blum’s 
management.

The $907 million fund (TGCEX) is 
up 12.62% so far this year vs. returns of 
6.07% for the S&P 500 and 8.63% for its 
large-cap growth peers tracked by Morn-
ingstar Inc. In the past 10 years, the fund 
returned an average annual 8.20% vs. 
7.40% for its peers and 7.08% for the 
S&P 500.

How do Blum and his investment team 
produce such results? Their investment 
approach sounds similar to some other 
funds, so the difference must be in the 
execution.

Part of that comes from the fund’s con-
centrated portfolio. It holds only about 30 
stocks and has about half of the fund’s 
assets invested in the top 10 holdings. 
Top holdings as of March 31 were Al-
phabet (GOOGL) at nearly 7% of assets, 
Facebook (FB) 6% and Visa (V) 6%. Al-
phabet’s stock has risen 12% this year. 
Facebook is up 27% this year and 13% 
above a cup-with-handle base buy point 
of 129.37. Visa is up 18% and 9% above a 
flat-base buy point of 84.06.

Despite the heavier-than-average 
weightings, the mutual fund’s turnover 
rate is a relatively low 14.4% annualized 
vs. a norm of near 100% for stock funds.

Blum’s team selects quality large- and 
midcap stocks with the “most unique and 
extraordinary growth opportunities avail-

able that are fundamentally misperceived 
by the market, and for that reason mis-
priced longer term,” Blum explains.

Underpinning stock holdings’ potential 
are long-term revenue opportunities that 
flow from potentially huge addressable 
markets. Blum also looks at the business 
model for “some sort of unfair advantage 
that puts a wide competitive moat around 
the business,” he points out.

TCW Select Equities focuses on 
fast-growing companies, but valuation 
matters. “Valuation is the third pillar of 
what we do. It is best to avoid overpaying 
for a business,” Blum said.

He finds that deep and efficient mar-
kets are good at pricing-in consensus ex-
pectations and extrapolating near-term 
experience. “What markets get wrong all 
the time are addressable revenue oppor-
tunities,” he said. “So markets misjudge 
how large an opportunity can be for a 

business, and they often misjudge com-
petitive advantage.”

A case in point is the story of Sales-
force.com (CRM), which the fund started 
buying in 2005 and is now its fifth- 
largest holding. “People thought it was 
never going to be anything more than 
sales force automation, Oracle (ORCL) 
is going to kill them, PeopleSoft is going 
to kill them,” said Blum. “Well, it wasn’t 
just sales force automation. It was mar-
keting and another segment of the service 
business, it was artificial intelligence and 
the predictive cloud. The entire software 
industry became the end market.”

That said, the fund is not immune to vol-
atility and significantly underperformed 
the market and its peers in 2016. TGCEX 
lost 8.07% last year vs. gains of 3.23% by 
its peers and 11.96% by the S&P 500.

Among the culprits were a heavy expo-
sure to the health care sector since early 
2016 and the markets’ favoritism of high 
dividend-paying stocks. In addition, Blum 
points out that there was asymmetry in 
the market in that it did not reward much 
for a strong fundamental story, yet any 
hint of chance of bad news would send 
otherwise-healthy stocks significantly 
lower. Also, the fund had little exposure 
to the postelection reflationary trade sec-
tors such as financials, energy, materials 
and industrials.

But as 2017 rolled around, markets 
started to realize that President Trump’s 
proposals for pro-growth reforms may 
not happen as quickly as expected. “You 
started to see the Trump reflation trade 
unwind,” Blum said.

In addition, the U.S. economy proved 
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to be more robust to tolerate a Fed tight-
ening, compared with a year ago. And 
markets became more comfortable pricing 
quality fundamentals and growth, he said, 
“which is our wheelhouse.”

“And so, you’re seeing sectors like IT 
and health care, that were punished so 
heavily last year, begin to outperform,” 
he said.

One of the strong performers has been 
Mobileye (MBLY), a developer of soft-
ware for camera-based advanced driver- 
assistance systems, which is being ac-
quired by Intel (INTC). Mobileye’s stock 
has jumped 62% this year.

Blum says Mobileye is a good exam-
ple of a business where Intel saw value 
whereas public markets didn’t. “They’re 
the share leader in vision-based sys-
tems in your car. ... They’re winning 
upwards of 90% of all business out of 
the auto OEMs.”

Another stock he likes is Priceline 

Group (PCLN), of which the fund holds 
more than 4%. “North of 70% of profits 
come from their European brand, which is 
Booking.com. Priceline is a dominant and 
proven online travel agent.”

Blum says that the global online travel 
market is still only 11% to 12% penetrat-
ed, so there’s a lot of runway for growth. 
Priceline’s stock is up about 23% in 2017.

One of the better plays on higher bond 
yields is Charles Schwab (SCHW), points 
out Blum. “We still think it’s sort of mis-
understood as a high-quality business and 
asset-gathering machine, that also gives 
you lots of upside if we do successfully 
bring interest rates higher over the next 
two-three years.”

Only about 15% of Schwab’s reve-
nue comes from trading commissions, 
while approximately 45% of the busi-
ness is made up of fees from the asset 
management branch and another 35% to 
40% from net-interest margins, Blum ex-

plained. “So, it’s a business that operates a 
very plain-vanilla bank as well.”

Schwab’s stock is up a just 1.6% this 
year and has been nearing its 50-day aver-
age in recent days.

ServiceNow (NOW), a developer of 
cloud-based IT software, has gained 19% 
year to date and is a stock that Blum has 
been buying since 2014. “This is another 
one that’s poorly understood, we believe, 
by a lot of folks out there. It’s a rapidly 
growing business. ... They’re driving bet-
ter results at dramatically lower cost for 
the end user.”

Blum says that the number of use cases 
has expanded to not just IT service man-
agement, but also operations manage-
ment, security management and many 
other tools. “The reason it’s performed 
well — it’s because investors are slowly 
beginning to understand that the total ad-
dressable market that faces the company is 
much larger than once thought.”



TCW Select Equities Fund Performance 
As of September 30, 2017 
 
  TGCEX TGCNX 
(%)  I Share N Share Benchmark1 
Quarter  5.93 5.84 5.90 
Annualized 1-Year 18.41 18.13 21.94 
Annualized 3-Year 11.02 10.75 12.69 
Annualized 5-Years 12.66 12.35 15.26 
Annualized 10-Years 8.41 8.12            9.08 
Annualized Since Inception       9.98* 5.95 9.30, 5.042 
 
 
Expense Ratio (%) I Share N Share 
Gross   0.89 1.16 
 
Annual fund operating expenses as stated in the Prospectus dated February 28, 2017.  
 
The performance data presented represents past performance and is no guarantee of future results. Total returns include reinvestment of dividends 
and distributions. Current performance may be lower or higher than the performance data presented. Performance data current to the most recent 
month end is available on the Fund’s website at TCW.com. Investment returns and principal value will fluctuate with market conditions. The value 
of an investment in the Fund, when redeemed, may be worth more or less than its original purchase cost.  

 
* Since inception returns include the performance of the predecessor limited partnership for periods before the Fund’s registration became 
effective. The predecessor limited partnership was not registered under the Investment Company Act of 1940 (“1940 Act”) and, therefore, was not 
subject to certain investment restrictions imposed by the 1940 Act. If the limited partnership was registered under the 1940 Act, its performance 
may have been adversely affected.  
 

1 Russell 1000® Growth Index – Measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those Russell 
1000 companies with higher price-to-book ratios and higher forecasted growth values. Russell Investment Group is the source and owner of the 
trademarks, service marks and copyrights related to the Russell Indexes. Russell® is a trademark of Russell Investment Group. The index is not 
available for direct investment; therefore its performance does not reflect a reduction for fees or expenses incurred in managing a portfolio. The 
securities in the index may be substantially different from those in the Fund. 
 
2 The annualized since inception return for the index reflects the inception date of the TCW Class I and Class N Share Funds, respectively. For 
periods 7/1/91 – 9/30/17; 2/26/99 – 9/30/17.  
 
Equity investments entail equity risk and price volatility risk. The value of stocks and other equity securities will change based on changes in a 
company’s financial condition and in overall market and economic conditions.  
 
This material reflects the current opinions of the author but not necessarily those of TCW and such opinions are subject to change without notice. 
TCW, its officers, directors, employees or clients may have positions in securities or investments mentioned in this publication, which positions 
may change at any time, without notice. 
 
Portfolio characteristics and holdings are subject to change at any time. It should not be assumed that an investment in the securities listed  
was or will be profitable. 
 
For non-U.S. investors, the attached media reprint is for illustrative purposes only. This material should not be considered a solicitation or offering 
of shares in a TCW, MetWest, or TCW Alternative mutual fund; TCW, MetWest, and TCW Alternative mutual funds are offered only in the United 
States. 
 
You should consider the investment objectives, risks, charges and expenses of a mutual fund carefully before investing. A 
Fund’s Prospectus and Summary Prospectus contain this and other information about the Fund. To receive a Prospectus, 
please call 800-386-3829 or you may download the Prospectus from the Fund’s website at TCW.com. Please read it carefully. 
 

 
 

 
 
 
 
 
 
 
 
 
TCW Funds are distributed by TCW Funds Distributors LLC 
November 2017 

865 South Figueroa Street 
Los Angeles, California 90017 

(877) 829-4768 
 




