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U.S. Markets Return To Growth

• M&A activity helped fuel a bounce-back in U.S. equity markets.

• First Fiduciary initiated a position in Walgreens Boots Alliance.

HIGHLIGHTS

After Q1 2018 ended with the first quarterly pullback since 2015, U.S. markets returned to growth 

in the second quarter. The uptick was led by good news on the mergers & acquisitions (M&A) 

front, as one long-awaited mega-deal finally closed (Bayer acquired Monsanto for $62.5 billion) 

and another closed after receiving U.S. regulatory approval (AT&T acquired Time Warner for $85 

billion). While large scale M&A historically has been a sign that the end of a market cycle is soon 

at hand; for now, reinvigorated animal spirits have led market participants to wonder who may 

get acquired next and to bid up the prices of potential targets in the process.

In the second quarter, the market’s technology sector leadership continued, with investors 

continuing to push valuations of mega-cap tech darlings to levels that reflect very high 

expectations. Largely due to the strength of the technology sector, growth stocks have 

outperformed value since 2010, tying the current run for the longest such streak in the last 75 

years. In Q2, the yield on 10-year U.S. Treasurys increased by 0.11% to 2.85%, impacted by the 

Fed’s decision to raise the benchmark rate by 0.25%.

During the quarter, First Fiduciary initiated a position in Walgreens Boots Alliance (WBA), the 

largest global retail pharmacy with over 10,000 locations. We believe the company should be a 

prime beneficiary of the aging global population and increased utilization of healthcare 

worldwide. Additionally, the acquisition of half of RiteAid’s retail locations is yet another example 

in a long line of excellent capital allocation decisions made by the company’s CEO, Stefano 

Pessina. In our view, market participants have significantly overreacted to Amazon’s acquisition of 

an online pharmacy company, a service that Walgreens has already offered to customers for 

years. We think the market underappreciates Walgreens’ ability to react to and benefit from a 

changing healthcare landscape.

At the risk of sounding like a broken record, we continue to view the markets with a cautious 

stance. For now, the market has taken higher interest rates, potential trade wars, and elevated 

valuations in stride. At some point, many of yesterday’s winners likely will be unable to meet the 

high growth expectations embedded in their share prices, which could result in significant price 

corrections. On the positive side, the U.S. economy continues to grow at a reasonable pace as the 

benefits of a lower corporate tax rate lead to more investment in both employees and capital. 

We believe our portfolio of industry leaders is well-positioned and attractively valued. The 

responsibility we have to protect and grow our clients’ wealth over many years is one we take 

seriously. 
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