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Philosophy: A strategy that invests in a diversified array
of U.S. equity securities and investment grade U.S. bonds,
seeking to outperform the benchmark through a combination
of income and capital appreciation.
Key Issues
• Whereas 2017 exhibited muted volatility and relatively high stock returns for all three major
equity indices, the mirror opposite has been the case through the first half of 2018 with
relatively low global stock returns and higher volatility. U.S. stocks have outperformed
most other asset classes this year (long-term bonds -2.9%, corporate bonds -3.1%, gold
-3.1%) and the U.S. market is the only major region with positive returns through 1H18.
The NASDAQ Composite (+6.6%), S&P 500 (+3.4%) and Dow Jones Industrial Average
(+0.7%) all finished the second quarter in positive territory. Economic data were generally
supportive of the market’s advance during the second quarter. The period began with
solid U.S. weekly jobless claims data, March new home sales topped consensus and U.S.
industrial production rose +0.5% sequentially. First quarter GDP of +2.3% beat consensus
estimates but decelerated from 4Q17’s level of 2.9%.
• Within the equity portion of the portfolio, the primary driver of performance was
positive security selection (primarily in the information technology, industrials and
healthcare sectors) but our underweight in the industrials sector (negatively impacted
by a strengthening USD and the potential deleterious impact of a brewing “trade war”)
also aided results during 2Q18. Including the contribution of sector allocation and
security selection, our industrials and information technology weightings helped relative
results most and our consumer discretionary and real estate weightings most negatively
impacted performance during the second quarter.
• Within the fixed income marketplace, despite the apparent strength of the quarterly
growth number, markets remain unconvinced of the long-term strength in the economy,
as long term rates remain relatively stable while short term rates continue to rise. As a
result, the gap between the 2-Year and 10-Year Treasury notes fell to 31 basis points, the
flattest the Treasury curve has been since before the financial crisis in 2007. If this trend
continues, the curve may “invert” where long-end rates are lower than the front-end, a
condition that has successfully preceded each recession on record.
• At the FOMC meeting in June, the Fed raised rates for the seventh time and increased
the target federal funds rate by another 25 bps to 2%. Notably, the Fed characterized
U.S. economic growth as “solid” rather than “moderate”, lowered their forecast for
unemployment, and projected that inflation will now reach the Fed’s 2% target by the
end of this year. Most Fed officials now believe a faster hiking path is appropriate and
have added an additional rate hike this year and next, for a total of four hikes in 2018 and
three hikes in 2019.
• Investment grade credit spreads widened in the second quarter as the sector
underperformed Treasuries. Due to rising credit spreads and higher rates overall,
the average coupon of new corporate issues was higher than the average coupon on
maturing debt for the first time since 2008. With short term rates rising as well, the cost
of corporate leverage is finally starting to move higher. Our allocation to corporate bonds
is currently approximately 38% of the fixed income portion of the portfolio.

Top Five Equity Holdings
AS OF JUNE 30, 2018

Name

% of Portfolio

1.		

Amazon.com, Inc.

4.8

2.		

Visa Inc.

4.1

3.		

Facebook, Inc.

4.0

4.		

Alphabet, Inc.

4.0

5.		 Adobe Systems Incorporated

3.5

Top Five Fixed Income Holdings
AS OF JUNE 30, 2018

Name
1. U.S. Treasury N/B
2.625%, 2/28/2023
2. U.S. Treasury Notes
1.250%, 1/31/2020
3. U.S. Treasury N/B
2.250%, 11/15/2027
4. Boston Properties
3.850%, 2/1/2023
5. JPMorgan Chase & Co.
2.250%, 1/23/2020

% of Portfolio
4.4
3.4
2.8
2.7
2.6

Source: TCW. Based on a managed account model portfolio. 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.
Note: TCW refers to this product as Core Balanced. The equity component of this
Balanced strategy is TCW Concentrated Core (Large Cap Growth).
This publication is for general information purposes only and is not intended to
offer investment advice or be the basis for an investment decision. Nothing in this
document constitutes an offer to sell or the solicitation of an offer to buy securities.
Investing in any strategy has risks. An account is subject to price volatility. The
value of an account’s portfolio will change as the prices of its investments go up
or down. Because an account typically invests in less than 40 equity securities at
any time, it may have greater price volatility than a more diversified portfolio. Equity
and fixed income investments entail equity risk, interest rate risk, the risk of issuer
default, issuer credit 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. Strategies investing in bonds can
lose their value as interest rates rise and an investor can lose principal. Before
embarking on the described investment program, an investor should carefully
consider the risks and suitability of the described strategy based on their own
investment objectives and financial position. The strategy will not invest in initial
public offerings. The processes described herein are illustrative only and are subject
to change. The information contained herein may include estimates, projections
and other “forward-looking statements.” Actual events may differ substantially
from those presented herein. TCW assumes no duty to update any such forwardlooking statements or any other information or opinions in this document. TCW
makes no representation that future investment performance will conform to
past performance and it should never be assumed that past performance foretells
future performance. TCW’s portfolio managers make investment decisions based
on various sources of information and analysis and are not necessarily based on
the economic information set forth herein. 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 strategy.
Any opinions expressed are current only as of the time made; are subject to change
without notice; are solely those of the author and do not represent the views of TCW
as a firm or of any other portfolio manager or employee of TCW. TCW assumes
no duty to update any such statements. Any holdings of a particular company or
security discussed herein are under periodic review by the author and are subject
to change at any time, without notice. In addition, TCW manages a number of
separate strategies and portfolio managers in those strategies may have differing
views or analysis with respect to a particular company, security or the economy than
the views expressed herein.
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Representative Equity Buys and Sells
BUYS (Ticker; Sector)
NVIDIA Corporation (NVDA; Information Technology)
NVIDIA Corporation designs, develops and markets GPUs (Graphics Processor Units) and
related software. We believe the highly parallel nature of GPUs provides superior performance
in many machine learning architectures and NVIDIA enjoys a sizable lead in the GPU market
enabled by its software and large ecosystem. Importantly, the company has successfully
transitioned from an Original Equipment Manufacturer (OEM) dependent vendor beholden to
the PC (Personal Computer) cycle, to a multi-industry platform in GPU Computing. We believe
this transition, as well as reduced industry concentration, may reduce the historical cyclicality
of NVDA’s business. As GPU Computing is used in AI (Artificial Intelligence), we believe this
opens up several large end markets for the company such as autonomous driving, machinelearning driven data centers and professional visualization. The company also continues to
dominate the gaming market and we believe the current share price does not reflect the longterm earnings power of the company.
SELLS (Ticker; Sector)
Fastenal Company (FAST; Industrials)
Fastenal Company engages in the wholesale distribution of industrial and construction
supplies, primarily in the United States and Canada. We were initially attracted to the company
given management’s history of execution, the growth potential in the highly fragmented
industrial distribution market and the prospects for a reacceleration of the industrial economy
in the U.S. While the company’s revenues have rebounded since we first purchased the stock
as we expected, margin pressures have offset some of this revenue strength. With the bulk
of the revenue growth acceleration likely behind us and margin headwinds continuing, we
elected to sell our shares and redeploy the assets into holdings with more attractive risk/
reward profiles.

Portfolio Profile
AS OF JUNE 30, 2018

			
Russell 1000®
Equities
TCW
Growth Index
Number of Securities
33
542
Average Price/Earnings:
Next 12 Months
27.9x
20.4x
PEG Ratio - Forward 1 Yr.
1.7x
1.5x
Price to Sales
5.6x
3.5x
Debt-to-Equity
1.1x
1.3x
Dividend Yield
0.5%
1.3%
Projected 3-5 yr.
Revenue Growth
15.5%
10.6%
Projected 3-5 yr.
EPS Growth
19.2%
15.5%
Market Capitalization (Billions)			
Average ($ Wtd.)
$211.2
$274.8
Average (Eq. Wtd.)
$129.2
$34.5
Median
$57.6
$12.1
			
			
			
			
Fixed Income
TCW

Bloomberg
Barclays
Intermediate
Gov’t/Credit
Index

Number of Securities

13

4,819

Wtd. Average Bond Rating

AA

AA

Wtd. Average Maturity

4.6

3.0

Effective Duration

4.2

3.9

Asset Allocation
AS OF JUNE 30, 2018
64%

65%
3/31/18
6/30/18

33%

31%

3%
Equity

Fixed Income

4%

Cash

Source: TCW, and Bloomberg Barclays Inc.
Based on a managed account model portfolio. Portfolio characteristics and holdings are subject to change at any time. The investment strategy does not target any specific numbers or ranges for these characteristics. Accordingly,
these characteristics can vary greatly. The estimates are forward-looking statements based on assumptions. This would include forward earnings estimates and growth rates, among other things, and all associated calculations,
including projected price/earnings ratios. Actual results may vary materially from the estimates due to the numerous economic, financial and market conditions. There is no assurance that forecast estimates will be realized. 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 strategy.
Reflects up to the three largest buys (new buys) and up to the three largest sells (complete sells) for the quarter. There is no assurance that any securities discussed herein will remain in an account; be purchased in the portfolio
at the time this report is received or that securities sold have not been repurchased. It should not be assumed that any of the securities transactions or holdings discussed were, or will prove to be, profitable or that the investment
recommendations or decisions we make in the future will be profitable or will equal the investment performance of the securities discussed herein.
Russell 1000® Growth: The Russell 1000® Growth Index measures the performance of the large-cap growth segment of the U.S. equity universe. It includes those Russell 1000® Index companies with higher price-to-book ratios and
higher forecasted growth values. London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group 2018. FTSE Russell is a trading name of certain of the LSE Group companies. Russell® is
a trade mark(s) of the relevant LSE Group companies and is/are used by any other LSE Group company under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group company which owns the index or
the data. Neither LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data and no party may rely on any indexes or data contained in this communication. No further distribution of data from
the LSE Group is permitted without the relevant LSE Group company’s express written consent. The LSE Group does not promote, sponsor or endorse the content of this communication.
Bloomberg Barclays Intermediate Gov’t/Credit: The Bloomberg Barclays Intermediate Government/Credit Bond Index is composed primarily of bonds covered by the Bloomberg Barclays Government/Credit Bond Index with maturities
between one and 9.99 years. Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of
Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays
approves or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by
law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.
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