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Here at the mid-point of 2018, there has been a pretty significant
shift in markets with investors avoiding international and
emerging markets as they worry about possible global trade
tariff wars. Europe and emerging economies are now in a
corrective phase (10-15%) as trade relationships globally
are challenged. The new administration is working to level
the playing field from a trade perspective and this is causing
much concern among investors. We believe these concerns
are a bit overblown and we expect individual countries
will eventually establish mutually beneficial bilateral trade
agreements. This may take some time – we believe all parties
are fully aware we must cooperate and provide “give and
take” in order for the global economy to prosper.
In April, I traveled to Johannesburg, South Africa, to
learn more about this emerging economy that is so
heavily dependent on natural resources. South Africa
has had a difficult ten years under the leadership of
(ex-president) Jacob Zuma. The past decade was
unfortunately highlighted by scandal and corruption.
Much like the United States, South Africa has moved
away from liberal-oriented leadership and elected
a wealthy businessman named Cyril Ramaphosa as
their new president. There is hope that he will be
successful in bringing a conservative fiscal approach to help get growth back on
track. I learned from discussions with the staff at my hotel in Johannesburg that
corruption is still a major problem. I was told that a 1,000-rand bill (about $75
USD) given to the policeman who pulls you over for speeding will quickly turn
the infraction into a verbal warning. So, if the local cops are taking bribes, it is
likely a much bigger corruption problem in all of government. I learned from John
Templeton (legendary international investor) that these catalysts for change are
often a significant opportunity for wealth creation. Once again, I came away with
a clearer view that our legal system, financial system, education opportunities,
government practice of full disclosure and our encouragement of entrepreneurs
makes the United States one of the best places in the world to start and manage a
business. For this, we can all be thankful.
As the financial markets experience a normalization of interest rates (i.e., letting
rates rise to the true cost of money), we expect this will mean some short‑term
volatility; however, this will be balanced with the fact that our economy continues
to grow and produce higher earnings across corporate America. (Lower taxes, less
regulation and a constant drum beat of support of USA business from Washington
are providing a nice support backdrop for the financial markets.) We suspect that
corrections in the markets will be short and shallow as earnings growth is too
significant to ignore. The process of democracy and capitalism is neither “neat and
orderly” nor in the short term “smooth and comforting”, but in the long run it has
served our country well and has produced strong progress and solid growth. We
expect the coming years and decades will produce more of the same. Thank you for
continued confidence in our team.

Robert T. Lutts
President, Chief Investment Officer

Equity Commentary
For this quarter’s piece, I thought I’d address two topics that have been in the business press and
have produced some client inquiries lately:
Craig Goryl, CFA
Portfolio Manager

1. What’s ailing Emerging Markets? Emerging market equities, and indeed most

international stocks, had a disappointing first half of 2018. Cabot has favored emerging markets
(EM) for many years, thanks to powerful long-term trends that drive economic growth there:
young populations, a rising middle class, low manufacturing costs, gradually (but not universally!)
improving democratic and capitalist institutions. As is usually the case with markets, the reasons
behind recent performance are many; I list some of the key ones here:



Worries about trade. Rob addressed some of these worries in his letter on page one. Because
of their low labor and manufacturing costs, emerging countries tend to be exporters. Therefore,
a slowdown in global trade caused by tarriffs will quickly translate to lost sales, lost jobs, and an
economic slowdown in those countries.



Disappointing global growth. We entered the year with “synchronized global growth,” a
rare condition in which most of the world’s major economies were in good shape. The picture
has since dimmed, particularly in Europe and China. Here is an index from Citigroup that tracks
“economic surprises” globally, or the rate at which countries are beating (or missing) economists’
expectations. It shows that we started 2018 on a very positive note (+30), but data since then have
disappointed. There is likely more here than just tariff fears.

Source: Bloomberg



Currency movements. The US now offers attractive interest rates, lower taxes, and more
steady economic growth. These factors, combined with worries about global trade, have resulted
in capital flows out of emerging markets and into US dollar assets. That makes the dollar stronger,
and EM currencies (in which EM stocks trade) weaker.



Trees don’t grow to the sky! Let’s not forget that EM had a spectacular 2017, returning well
over 30%. The EM asset class is volatile, but those who can stomach swings like this have been
rewarded over the long term, a trend we expect to continue.

2. Matters of Style: Growth and Value. Like hemline heights or facial hair, styles of
investing go in and out of favor over time. There are long periods that favor growth stocks, and
others that favor value stocks. Some definitions and examples might help here:

Growth companies are growing quickly and generally tend to be expensive; that is, their stock prices are high
relative to their current earnings or assets. Example: Visa grew operating profits nearly 20% last quarter; its business is
humming thanks to the growth of e-commerce and the integration of a European acquisition. But for $135 (the current
Visa stock price) your share of their 2018 earnings is only about $4.50 and your dividend $0.84. The company has a
powerful network, but its tangible property is minimal.



Value companies grow more slowly - perhaps not at all - or have a business that is struggling temporarily or
permanently. But they are cheap compared to earnings and assets. Example: Verizon will earn similar operating profit
in 2018 as it did in 2015, despite a growing economy. Its problem is that growth in new wireless subscribers has been
offset by lost wireline business and lower subscription pricing. By coincidence, it will earn approximately $4.50 per
share in 2018… the same earnings per share as Visa. But whereas Visa changes hands at $135, Verizon shares cost
about $50. Verizon’s dividend is a much juicer $2.40, and it has a tremendous set of assets that include fiber into homes,
wireless towers, and spectrum.



I find both stocks attractive, and own both, but they represent different styles. Growth is in favor right now, and Visa’s
stock has exhibited powerful momentum. Value has not been rewarded, and Verizon’s stock has languished, returning
not much more per year than its dividend payout. But, as in fashion, value style investing will return to favor. At some
point the market may decide, probably en masse, that the Visa-Verizon disparity in prices for a similar level of earnings
has become too wide. No one will ring a bell when that happens, though, so owning some of both styles is just another
form of preparation and diversification.
As I wrote recently to our Wealth Advisors:
“Momentum” stocks (see CTAS, CHE, V, SYY, CDW among our holdings) tend to be expensive; they can fall fast
and fall together when the wind changes. So I also like to own some stocks that don’t have momentum (see
OMC, DIS, MAN, VZ) as long as the business is sound. Such names generally carry less downside risk because
they are cheaper, and carry potential (if I have assessed them correctly) to gain momentum in the future. Some
of last year’s laggards are this year’s stars (TJX +26%, FRC +17%) more because of the market’s mood than
any change in their businesses.
The market has richly rewarded growth for several years, but the cycle will change and the market will
reward value someday (typically on the way down and in the early stages of a recovery.) That’s why I feel an
all‑weather portfolio should have some of both styles.
Here is a 30-year chart showing the performance of US large-cap growth (white) and value (red.) There have been
long periods where one style outperformed the other, followed by a reversal. Growth stocks soared in the dot-com
bubble of the 1990s, then fell painfully. Banks and homebuilders led value stocks during the housing bubble, until
that popped. The infamous “FANG” tech/ecommerce stocks are powering growth today. Will that come to a similar
reversal? Investors should keep that possibility in mind before they get caught up with the herd at the wrong time.

Source: Bloomberg

How Will the New Federal Reserve Chairman
Be Tested?
On February 5, 2018, Jerome Powell took over for Janet
Yellen as the 16th Chairman of the Federal Reserve. Before
Nick Burwell
being nominated by Barack Obama to become a Federal
Portfolio Manager
Reserve Board Governor, Powell crisscrossed between
various investment banking jobs and public positions.
In 1992 he became Under Secretary of the Treasury for
Domestic Finance. From 1997 to 2005, he was a partner
at the Carlyle Group, one of the largest private equity and
alternative investment firms in the world. Powell seems to
support the increased capital and liquidity requirements
and stress tests that were put into place after the financial crisis in order to better regulate “too
big to fail” banking institutions. He has also expressed the notion that smaller banks should
be excluded from these regulations. With a good mix of private and public sector experience,
nominations from three presidents (two Republican and one Democrat) and a balanced view
on regulation, Jerome Powell seems to be a sensible Fed Chairman pick for this administration.
Janet Yellen was fortunate in the regard that her stint as Fed Chair coincided with a relatively stable financial
and economic environment. So we think it’s important that we ask ourselves, What challenges might the new
Fed Chairman Jerome Powell face during his tenure? He has taken over this role in the later stages of economic
expansion and has inherited a rate hiking cycle that so far has flattened the yield curve rather considerably. With
two more hikes expected in 2018, and three to four expected in 2019, we have to wonder if expectations have become
a bit too aggressive. We will discuss these questions and also examine how Cabot’s Core Fixed Income portfolios
are positioned to navigate what could potentially be a more challenging market environment in the quarters ahead.
Powell has made his desire to continue along the path of gradual rate hikes known, saying recently, “There is a lot
to like about low unemployment, but there is a need to raise rates. With unemployment low and expected to decline
further, inflation close to our objective, and the risks to the outlook roughly balanced, the case for continued gradual
increases in the federal funds rate is strong." Currently, the federal funds rate sits at 1.91% with an upper bound of
2%. This rate, controlled by the Federal Reserve Board of Governors, has significant influence on other short-term
rates. It has less influence, however, on longer-term rates.
The chart below shows the yield curve at the time the Fed began raising the fed funds rate in December 2015 (gold
dotted line) and the current yield curve as of June 20th, 2018 (green line). Notice how much flatter the green line
is than the gold line, especially between the 7-yr and 10-yr points along the curve. This point on the curve, 7-yr to
10-yr spread, tends to be where the initial inversion
takes place. Why is this important? Well, over the
past 60 years, every recession has been preceded by
an inverted yield curve. Before the last recession
in 2008, the yield curve first inverted in December
2005. The Fed, concerned about asset bubbles
forming in the housing market, began raising the
fed funds rate in June 2004. In the years leading
up to the financial crisis, Federal Reserve officials
dismissed the inverted curve as a warning sign, to
the public at least, and rationalized the inversion
and blamed it on what they labelled a global savings
glut.
Source: Bloomberg

The good news is that this time around Fed officials
seem to be concerned about the yield curve flattening and are expressing their views. In March of this year, the
Federal Reserve Bank of San Francisco published findings that showed differences in short- and long-term rates is
still a valid warning signal. Some economists have been arguing that given how unusually low interest rates have
been during this cycle, an inverted curve may not signal tough times ahead as it has in the past. The Fed study tested
this claim and wrote, “An extensive analysis of various models leads us to conclude that the term spread is by far the
most reliable predictor of recessions.” (Continued on page 8)

Caring for Elderly Relatives: Prepare Now to
Make Things Easier Later
At some point in our lives, most of us will be called upon to assist an aging relative. Some will
need help with paying bills and organizing their life while others will require help with all
aspects of day-to-day living. It is important to prepare now. Below is a quick checklist you can
use to help get organized.

Greg Stevens,
CFP, CRPS

Sr. Wealth Advisor

D

o they have a budget? If your loved one has a budget in place, ask them to review it with you to
make sure they are sticking to it. If they don’t already have a budget, work with them to create one by
reviewing monthly bank and credit card statements to determine their expenses.

Are they paying their bills? Reconcile their monthly bills with their bank statements. If they are
forgetting to make payments, ask them to add you as an authorized agent on their account. This will
allow you to access information on their behalf.

Determine their sources of income and make sure all the income ends up in their bank account…
are they receiving pension checks each month that aren’t being cashed?

Collect and review all account statements. It is

important to understand how their assets are titled
(i.e., Individual, Joint, in Trust). You should also
know how easy it is to access these funds.

Are

they taking their Required Minimum
Distribution from all retirement accounts? The IRS
requires distributions from retirement accounts to
begin by age 70.5. There are stiff penalties imposed
when not enough money is withdrawn.

Find their tax returns to ensure that they have
been filed properly and all income and deductions
are accounted for. Remember that unreimbursed
medical expenses may be deductible.

ESTATE PLANNING:

Check beneficiary designations on all life insurance and retirement accounts to make sure that they
will pass to the proper individuals. When the account owner passes away, the assets in the account or
insurance contract will pass to the beneficiary and not to those named in their Will.

Review the terms of the Will and/or, if applicable, any Trusts in place to determine if they are up to

date and still reflect the wishes of your loved one. If not, help them make changes while they are still of
sound mind.

Make sure that their power of attorney and health care proxy are up to date and valid. If these

documents are not current (or list someone as power holder who is no longer interested or able to
serve), it becomes very difficult to help a loved one handle their financial and health matters.

Being prepared and organized will make the difficult task of helping a
loved one easier. The key is to start having the hard discussions early,
before they actually need the help. At the very least, know where they
keep their important documents, so you can access them when the time
comes to step in. Ideally, you’ll be able to complete this checklist well
in advance of any incapacity and thereby make everyone’s life easier.

Contact your Cabot
Wealth Advisor today
with questions or to refer
our wealth management
services. (800-888-6468)



Behind the Scenes at Charles Schwab & Co.

Sonia Ernst

Manager of Trading
& Operations

In April, I was very excited to be given the opportunity to tour Schwab’s Orlando Service Center
while I was in the region attending a conference. Charles Schwab & Co. has been our clients’
custodian for almost two decades. Some of you may think, why tour a brick building? The answer
is simple. This tour was much more than a building with cubicles and people answering calls
and questions. This tour included a presentation on Cybersecurity, the latest enhancements in
digital account opening, document control and the best part…the opportunity to meet face to
face the team of dedicated individuals we work with daily on your behalf.
As you know, cybersecurity is a big threat. During this presentation Schwab shared some of the
most common ways they see clients’ information being threatened. Some of the threats they see
include:

 Fraudulent Wire Transfers for Mortgage Closings
 Overnight Mail Intercepted
 Caller ID Spoofing
 Fraudulent Electronic Funds Transfer Set-up
 Fraudulent ACAT Transfers
At Cabot we are continually educating our staff on these and other threats in an effort to protect
your data. In addition to the routine training Cabot has done in the past, over the last quarter
we have implemented an additional required online training program for all employees where
frequent training and testing is performed on a variety of cyber threats. Our focus is the security
of your information.
Digital account opening is the wave of the future. For some
time now, Schwab has had the ability to open accounts
electronically. During this presentation I was able to see
some of Schwab’s newest features and enhancements that
are being developed behind the scenes to make this process
as easy and secure as possible for our clients. These features
are being tested on a select limited beta release with general
release expected at year-end.
Ever wonder what happens when we send paperwork to
Schwab? This could be a UPS envelope or an electronic
service request. Where does it go? How does it get to the
dedicated individual that works with Cabot when there are hundreds of individuals in the
building? During the document control tour, I learned how the paperwork received gets imaged
and the workflows in place to process each request. Each step in the process is documented
from who opens the envelope, who stamps the paperwork, who images the paperwork, and
who creates the jobs associated with the paperwork. It should be no surprise that security plays
a large part in their document control process, including very strict restricted access to these
areas.
After all of these presentations and tours, the wait was finally over and I had the opportunity to
meet the individuals that service your accounts. As technologically advanced as this world is
becoming, the human aspect of business and the relationships developed continue to add value.
Just as your advisors meet with you to discuss your needs, meeting the Schwab team that works
with Cabot helps our firm grow and adapt so that we can continue to work together to service
your accounts in the most secure and efficient way possible.

Cabot’s 2018 Scholarship Winner
Matthew Carabillo
Congratulations to our 2018 Cabot Scholarship recipient,
Matthew Carabillo. Matthew is a recent graduate of Essex
Agricultural and Technical High School. There he excelled
in a mixture of courses, the most interesting of which he
indicated involved environmental sciences. Matthew credits
his drive and motivation
to enter business to
his grandfather, who
influenced him to learn
as much as he could
about
flowers
and
garden centers. He is
putting this knowledge
to use by working with
his family to grow 9,000
petunias, which are
scheduled to be sold to
local garden centers. When not growing petunias, Matthew is
a shift leader at Dunkin Donuts, where he has worked for the
last four years.
The decision at Cabot to select Matthew as our scholarship
recipient was easy. There is no doubt that he will have much
success in his future career. Matthew is the 22nd inductee into
our Cabot Scholarship Alumni Society and will be attending
Bryant University in the fall.

Cabot’s president Rob Lutts (left) presents Matthew with his scholarship check.

Pedro Palandrani Wins the Visa Lottery!
We have been fortunate to have Pedro Palandrani working with our investment team
doing investment research over the past year while he was completing his MBA at Salem
State University. Pedro is a smart, hard-working Venezuelan who is fast becoming a
skilled investment analyst.
When Pedro graduated, we told him we wanted him to continue his employment full
time with the firm – this is when we became a bit more educated on the Visa process.
We could not simply hire Pedro. Either Pedro needed to apply for the random lottery
to receive an H-1B Visa or we would have to apply for his Green Card. In that case, we
would have to certify and prove that Pedro is the only one who could do the job and we
could not find an equally qualified
American to fill the position.
Fortunately for Pedro, he had Lady Luck on his side and he won the
lottery…he was granted a three-year H-1B Visa. There are about
100,000 of these H-1B Visas issued each year. (Only about 30% of
applicants are awarded these Visas.) This H-1B Visa can be renewed
for three more years after the first three years. After six years, he
will then have to go through the PERM (Program Electronic Review
Management) process to apply for the Green Card, which would
then give him permanent work status.
Pedro now begins his journey toward the American Dream.
Welcome aboard, Pedro!

How Will the New Federal
Reserve Chairman Be Tested?
(Continued from page 4)

29th Annual Wealth
Management Conference
Friday, September 28, 2018 | 8AM-2PM

We are certainly keeping a very close eye on the flattening
yield curve. At the same time that the Fed is raising
short‑term rates, they have also begun to unwind the
$4.5 trillion in treasury and agency mortgage-backed
securities they purchased after the financial crisis.
Very gradual at first, this process is set to speed up as
we move later into 2018, which could also put upper
pressure on short-term rates. The U.S. economy got off
to a good start with real GDP growth in the first quarter
reaching +2.2%. Forecasts for the second quarter are
quite solid at +3.6% and then show some leveling off
in the second half of the year as full year expectations
for 2018 according to Bloomberg Economics currently
stands at +2.8%.
If there is one thing we know for certain regarding
financial markets, it is that they are forward looking.
Corporate credit spreads (additional yield corporations
must pay lenders over U.S. government securities to
borrow), are still at relatively low levels. Given the
flattening yield curve signal and the fact that shorter
rates have moved much higher than long rates, we
believe it makes sense to maintain a sizable overweight
to investment-grade corporate bonds with 2-5-year
maturities. These bonds are yielding us anywhere from
3% to 4.25%. Our credit analysis and diversification
process gives us confidence that if the economic cycle
begins to soften later this year or next, we can simply
hold onto these bonds and earn a healthy return as
these bonds roll down the curve towards maturity.
We are also maintaining a healthy 10% position of
longer‑term U.S. treasury bonds as we have seen no
evidence that the flattening trend will not continue
as the Fed implements further fed funds hikes. We
maintain our view that a core reason for holding fixed
income in a balanced portfolio is to protect against a
negative equity market environment. By holding some
longer-term U.S. treasuries during the later stages of
an economic expansion, we hope to lower portfolio
volatility in the event we experience a negative equity
market environment.

Registration is open for our annual wealth management
conference scheduled for Friday, September 28, 2018.
This half‑day conference is held annually at the
Hawthorne Hotel, one of the North Shore’s most historic
hotels. Clients and attendees will gain access to insights
and perspectives on the economic landscape, investment
opportunities, cybersecurity education and strategies for
managing wealth.
The day is rich with networking opportunities among
clients, trusted partners and business professionals,
who seek valuable insights and fresh ideas from our
distinguished team of thought leaders and advisors.
Through a series of expert presentations and panel
discussions, we examine the issues likely to have the
biggest impact on your wealth, lifestyle and the legacy
you are building for future generations.
This year, we look to explore timely topics, including, but
not limited to, new tax laws, investment strategies and
other relevant issues. We will be celebrating our 35th
year Anniversary. We hope to see you there.
Contact Cathy Kirby at catherine@eCabot.com or call
(978) 745-9233 to register for this year’s conference. We
encourage our clients to mark their calendars so they
can plan travel arrangements accordingly. If you need
assistance with booking hotel accommodations for
your stay, please contact your wealth advisor directly.

This quarterly newsletter is intended for information purposes only. Articles, graphs, charts and discussions should not be construed as specific
investment advice. Individuals should personally consult with a financial professional to review their own specific situation in light of any
information discussed here. Cabot is not under any obligation to update the information and while every attempt is made to insure that it
is accurate, we are not responsible for misstatements or inaccuracies. This quarterly is intended for dissemination in the United States and
is not intended for circulation elsewhere. It is important to note that any performance reporting or implied performance is not indicative of
future results. Investments are not insured and may lose value. Asset allocation and diversification does not protect against loss. For complete
disclosures, please contact us at (800) 888-6468 or info@ecabot.com to receive a copy of our Form ADV and privacy statement.
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