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Two thousand seventeen proved to be a strong year for U.S. and world stock markets as investors benefitted 

from a Goldilocks economy of low interest rates and improving global growth.  In the 9th year of the U.S. bull 

market, investors’ appetite for risk increased.  While technology stocks delivered the biggest gains, the market’s 

advance to all-time highs was broad-based. Looking forward to 2018, macroeconomic conditions remain 

favorable for most sectors thanks to low unemployment rates, modest inflation expectations, and the benefits of 

the recently enacted U.S. tax policy. We continue to believe First Fiduciary’s portfolios of high quality companies 

with strong competitive positions are attractively valued. We expect the Federal Reserve will continue on a path 

to normalize interest rates. Despite three hikes to the Fed’s benchmark rate during the year, U.S. rates, as 

measured by the 10-year Treasury yield, actually fell modestly in 2017 to 2.41%, as bond investors preferred the 

safety and positive yields of U.S. Treasurys to the negative yields observed in other advanced economies. 

Eventually, we expect that Fed actions will have the desired effect of increasing rates. While higher rates may 

provide a short-term headwind for some investments, we believe companies that return increasing amounts of 

cash to shareholders will be rewarded.

We believe that market conditions warrant a somewhat cautious stance in 2018 and strong forward earnings 

may already be baked into share prices.  Could the three bears be lurking at Goldilocks’s door? The combination 

of very strong recent price performance and increased investor optimism suggests that companies’ results will 

need to be similarly compelling to satisfy elevated investor expectations. A recent study from the University of 

Michigan showed that consumers believe there is nearly a 65% chance that the stock market will rise in the next 

12 months, the highest mark on record. Additionally, the Investors Intelligence Bull-to-Bear ratio is approaching 

a 30-year high. Both of these optimistic sentiment readings should cause investors to view markets with a 

measure of skepticism. We remain committed to our disciplined investment process that has delivered solid 

performance for many years, and we are continually looking for profitable opportunities to invest clients’ capital.

4Q17 Contribution Analysis

An analysis of First Fiduciary’s quarterly return compared to the benchmark S&P 500 Value Index shows the 

largest contributors to performance were in the info tech, consumer discretionary and consumer staples sectors.   

In the info tech sector, our stocks performed better and we were overweight relative to the index. In particular, 

Intel was the top performer in the sector. Subsequently, in early January 2018, two potential security flaws were 

disclosed in Intel’s chip design (one also affects its chip-manufacturing competitors).  Intel and the industry have 

been working hard to remedy the issues, and software updates appear to fix one of the problems.  While we 

believe the financial impact to Intel will likely be minimal, we pared back positions.  We added to positions in 

Intel in June 2017 and the stock increased over 22% since.  In the consumer discretionary sector, strong stock 

outperformance more than offset our slightly lower weighting.  In the consumer staples sector, our higher 

weighting and better performance resulted in positive contribution to performance.  In particular, Walmart 

reported a strong quarter with higher than expected comparable store sales and the 12th consecutive quarter of 

increased customer traffic.  

The greatest detractors from performance for the quarter were in the financial and industrial sectors. In the 

financial sector, our holdings did not perform as well as those of the benchmark and we were underweight the 

sector. In the industrial sector, we were overweight and our stocks underperformed.   General Electric shares 

were the worst performer in the sector and in the overall portfolio.  The dividend cut, management and board 

changes should enable new CEO John Flannery to move forward with portfolio rebalancing, increased 

transparency, and value creation with its world-class assets. 

Portfolio Change

During the 4th quarter, First Fiduciary exited positions in Cardinal Health (CAH). We believe Cardinal’s recent 

acquisitions in medical equipment manufacturing and distribution reveal that its core business of 

pharmaceutical distribution is deteriorating. Increased competition from on-line entrants and generic drug price 

deflation is resulting in lost earnings power for the company, impairing our investment thesis. 
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