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Risks Increased in Volatile Third Quarter

• First Fiduciary initiated positions in insurance broker, Willis Towers Watson (WLTW).

• Supply chain issues disrupt the global economy.

HIGHLIGHTS

U.S. stock markets finished essentially flat in a volatile third quarter. The quarter was marked by 

headlines from companies across the globe lowering earnings expectations due to logistical 

issues, supply shortages, and higher raw material costs. Consumer confidence and the desire to 

spend remain elevated, but many companies have been unable to get their products to shoppers 

to satisfy demand. We believe inflationary pressures will be transitory. However, the near-term 

economic environment is uncertain as consumers digest higher prices in key areas including 

food, transportation, services, and housing. We are confident our portfolio companies should 

have the pricing power to offset supply chain shocks.

At the end of September, the Federal Reserve announced that tapering its purchase of Treasurys 

and mortgage bonds “may soon be warranted”. The Fed also hinted that an interest rate hike 

could occur in early 2022, sooner than previously expected. The rate on 10-year Treasurys rose 

to 1.5% from 1.4%. Select commodity prices surged in the quarter; natural gas skyrocketed, from 

$3.65 per mcf to $5.87 per mcf, and aluminum reached a 13-year high of $3,000 per ton.

During the quarter, First Fiduciary initiated positions in Willis Towers Watson (WLTW), one of the 

world’s largest insurance brokers with annual revenue exceeding $9 billion. In our view, an 

attractive entry point opened after antitrust concerns caused Aon, another insurance broker, to 

terminate a $30 billion deal to acquire Willis. Since the deal dissolved, WLTW has announced 

several shareholder friendly actions including the sale of its reinsurance business for $3.5 billion 

and a $4 billion increase in its share buyback authorization. The company will also soon collect a 

$1 billion break-up fee from Aon. We believe this cash hoard limits downside in WLTW shares 

and provides upside optionality if the company can accretively repurchase its own stock.

Valuation multiples across the broader U.S. market remain stretched, and low interest rates 

have convinced many investors that there are no good alternatives to stocks in their search for 

growth and income. Nonetheless, First Fiduciary refuses to follow the herd and sacrifice our 

valuation discipline. We continue to look for temporary disruptions in otherwise great 

companies. We believe a strict focus on downside risk is key to protecting capital, and the 

ownership of strong companies will lead to investment success for our clients.
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