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Larry Puglia and the T. Rowe Price Blue Chip Growth Fund 

 

By late 2016, Larry J. Puglia had been managing the $33 billion T. Rowe Price Blue Chip Growth Fund 
(Blue Chip Growth Fund) for more than 23 years. One of the fund’s original managers, Puglia had been the 
sole manager of the open-ended mutual fund since 1997 and had generated superior returns on average for his 
investors over the life of the fund.1    

Since inception in mid-1993 through September 30, 2016, the fund had returned an average annual total 
return of 10.12%, outperforming the 9.12% return of the fund’s benchmark, the Standard & Poor’s 500 Index 
(S&P 500).2 For most fund managers, beating the S&P 500 in any single year was an accomplishment, yet Puglia 
had served his investors well by performing better than competitor funds both in bull markets, such as that of 
the late 1990s, as well as the bear markets, such as that of the first decade of the 2000s. Exhibit 1 presents a 
summary of the Blue Chip Growth Fund. Exhibits 2 and 3 show the fund’s performance and annual return 
versus its benchmark and other funds in the large-cap growth category. 

While Puglia, working out of T. Rowe Price’s Baltimore, Maryland, headquarters, rarely had the best overall 
performance in any given year, and other managers had beaten his results over short-term periods, his overall 
long-term performance relative to the index was truly impressive. He ranked 20th out of 558 U.S. stock mutual 
funds with a single portfolio manager, and Morningstar had awarded the Blue Chip Growth Fund its coveted 
five-star rating for the fund’s five-year performance, placing it in the top 10% of 1,285 mutual funds investing 
in large-capitalization growth stocks.3 Puglia had also been nominated by Morningstar as one of five finalists 
for Domestic Fund Manager of the Year in 2013. The fund had been recognized as an IBD Best Mutual Funds 
2016 Awards winner by Investor’s Business Daily (IBD).4 In addition, Money Magazine consistently named the fund 
to its annual selection of best funds, and Kiplinger’s Personal Finance magazine included the fund on its list of 25 
favorite funds. 
  

                                 
1 An open-end mutual fund was an investment vehicle that pooled the funds of individual investors to buy a portfolio of securities, sto cks, bonds, 

and/or money-market instruments; investors owned a pro rata share of the overall investment portfolio. Investors purchased and redeemed shares of 
open-end funds directly from the fund issuer. Shares did not trade on the secondary market such as the New York Stock Exchange (NYSE). In contrast, 
closed-end mutual funds issued a fixed number of shares which then traded on secondary markets such as the NYSE. This case study foc uses on open-
end mutual funds. 

2 The S&P 500 was a market-capitalization-weighted index of shares of the 500 largest companies traded on both the New York and American Stock 
Exchanges. 

3 Morningstar, T. Rowe Price Blue Chip Growth Fund TRBCX, release date June 7, 2016: 13. 
4 Paul Katzeff, “12 Blue-Chip Beauties That This Top Money Manager Likes Now,” Investor’s Business Daily, May 6, 2016, 

http://www.investors.com/etfs-and-funds/mutual-funds/amazon-ross-facebook-driving-a-t-rowe-price-marquee-manager/ (accessed Dec. 16, 2016). 
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Puglia’s results seemed to contradict conventional academic theories, which suggested that, in markets 
characterized by high competition, easy entry, and informational efficiency, it would be extremely difficult to 
beat the market on a sustained basis. Observers wondered what might explain such consistent outperformance 
by a fund manager and how it could be sustained. 

The Mutual-Fund Market5 

The global mutual-fund market represented $37.2 trillion in worldwide assets at the end of 2015. 
Investment companies in the United States accounted for almost half the global market, with $18.1 trillion in 
assets; U.S. investment company assets first topped $1 trillion in 1990, growing to $5.8 trillion in 1998 and 
$18.1 trillion in 2015. Ninety-three million individuals and 44% of U.S. households owned mutual funds in 
2015. In 2015, individual investors owned about 86% of the assets held by U.S. investment companies.  

Mutual funds provided several benefits for individual retail investors. First, they gave investors the ability 
to diversify their portfolios—that is, invest in many different securities simultaneously, thereby reducing the 
risks associated with owning any single stock. By purchasing shares in a mutual fund, investors without 
significant amounts of capital could efficiently diversify their portfolios, investing as if they had the sizable 
amount of capital usually necessary to achieve such efficiency. Mutual funds also offered scale economies in 
trading and transaction costs, economies unavailable to the typical individual investor. Second, mutual funds 
provided retail investors with professional management and expertise devoted to analysis of securities, which 
in theory could lead to higher-than-average returns. A third view was that the mutual-fund industry provided, 
according to one observer, “an insulating layer between the individual investor and the painful vicissitudes of 
the marketplace”:6 

This service, after all, allows individuals to go about their daily lives without spending too much time 
on the aggravating subject of what to buy and sell and when, and it spares them the even greater 
aggravation of kicking themselves for making the wrong decision.…Thus, the money management 
industry is really selling “more peace of mind” and “less worry,” though it rarely bothers to say so.7 

Between 1970 and 2015, the number of mutual funds offered in the United States grew from 361 to 9,520. 
This total included many different types of funds; each pursued a specific investment focus and could be 
classified in one of several categories, such as aggressive-growth, growth, growth-and-income, international, 
option, balanced, or a variety of bond or fixed-income funds.8 Funds could be further segmented by company 
size based on the market capitalization (market cap), calculated by multiplying the number of shares outstanding 
by share price. Investors could, for example, opt to invest in large-cap, mid-cap, or small-cap growth funds. 
Funds whose principal focus of investing was common stocks or equities represented the largest segment of 
the industry.9 

The growth in the number and types of mutual funds reflected a major shift in retirement plans for U.S. 
workers. Prior to the 1980s, most workers were covered by traditional defined-benefit (DB) pension plans, 

                                 
5 Investment Company Institute, Worldwide Regulated Open-End Fund Assets and Flows, Second Quarter 2016, https://www.ici.org/research/

stats/worldwide/ww_q2_16 (accessed Dec. 16, 2016). 
6 Bruner. 
7 Contrarious, “Good News and Bad News,” Personal Investing, August 26, 1987, 128. 
8 Aggressive-growth funds sought to maximize capital gains by investing in companies with the potential to grow rapidly. Growth funds invested in 

more mature companies that were expected to continue growing faster than the general economy. Growth -and-income funds invested in companies 
with longer track records that were expected to increase in value and provide a steady income stream. International funds invested in foreign companies. 
Option funds sought to maximize current returns by investing in dividend-paying stocks on which call options were traded. Balanced funds attempted 
to conserve the purchasing power of principal by investing in bonds for current income and stocks for capital appreciation.  

9 Bruner. 
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which were funded by employers and managed by institutional money managers hired by the employers. 
Changes to the U.S. tax code in the 1970s set the stage for a major shift, which would have broad implications 
for the mutual-fund industry. First, the Employee Retirement Income Security Act of 1974 established the self-
directed Individual Retirement Account (IRA) through which workers could save and invest individually for 
their retirement on a tax-deferred basis. Second, large U.S. companies began to replace their DB pension plans 
with defined-contribution (DC) plans such as 401(k) and 403(b) plans. The new plans, named for the relevant 
sections of the U.S. tax code, shifted the burden and responsibility of saving and managing retirement assets 
from corporate employers to individual employees. Exhibit 4 shows the growth in retirement-plan assets over 
the period from 1975 to 2015. By 2015, $7.1 trillion of IRA and DC plan assets were invested through mutual 
funds.10 

The shift into DC plans created a broader customer base for the mutual-fund industry, as well as a deeper 
penetration of the total market for financial services. With DC plans, each worker had an individual investment 
account that could hold multiple mutual funds, whereas a company’s DB plan held the assets of tens of 
thousands of workers in a single investment account. Funds owned in an employee’s name after a vesting period 
remained in the employee’s name even if they switched employers. By 2015, 44.1% or 54.9 million U.S. 
households owned mutual funds, up from 5.7% or 4.6 million U.S. households in 1980.11   

The breadth of mutual-fund alternatives tended to encourage fund switching, especially from one type of 
fund to another within a family of funds. The switching behavior reflected the increased participation of 
growing numbers of relatively inexperienced and unskilled retail investors; their interest in market-timing-
oriented investment strategies; and the greater range of mutual funds from which to choose, all of which 
increased volatility in the market. In short, as the mutual-fund industry grew and segmented, mutual-fund 
money became “hotter” (tended to turn over faster).12  

As a result of the growth in the industry, the institutional investors who managed mutual funds, pension 
funds, and hedge funds13 on behalf of individual investors grew in power and influence. By 2015, mutual funds 
owned 31% of the outstanding stock of U.S. companies.14 The power and influence of institutional asset 
managers was apparent in their trading muscle—their ability, coupled with their willingness, to move huge sums 
of money in and out of securities.15 The rising role of institutional investors investing on behalf of millions of 
individual account holders resulted in increases in trading volume, average-trade size, and block trading (a single 
trade of more than 10,000 shares).16 

 

                                 
10 Investment Company Institute, “Investment Company Factbook 2015.” 
11 Investment Company Institute, "Investment Company Factbook 2009” and “Investment Company Factbook 2015.” 
12 Bruner. 
13 Hedge funds, like mutual funds, were investment vehicles that pooled investors’ money and invested the aggregated funds in financial instruments 

to generate a positive return. Unlike mutual funds, hedge funds were lightly regulated and were thus restricted to accredited investors meeting net-worth 
and/or income requirements set by the U.S. Securities and Exchange Commission. Hedge funds were often structured as limited p artnerships in which 
the fund managers acted as general partners, charging management fees of 1% to 2% of the fund’s assets plus performance fees up to 20% of profits. 
Investors were required to “lock up” their invested capital for a year or more. Most hedge funds were structured such that the portfolio could hold not 
only “long” investment positions like their mutual fund counterparts, but also “short” positions designed to profit from expected declines in asset prices. 
Like their mutual-fund counterparts, hedge funds could be categorized into a variety of segments. Among the most common were long-short equity 
funds, market-neutral funds, event-driven funds which sought to profit from events such as mergers and acquisitions, and global macro funds, which 
sought to profit from global economic trends. Worldwide growth in hedge funds had exploded since the 1990s, rising from approxi mately $38 billion in 
assets in 1990, to more than $3 trillion in assets under management in 2015. Traditionally, hedge funds had been little known and unregulated, but their 
growth as an investment vehicle had attracted increasing regulatory scrutiny in the United States. 

14 Investment Company Institute, “Investment Company Factbook 2016.” 
15 Bruner. 
16 Bruner. 
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