
To date, 2019 has surprised many investors with the strength 
in equity prices.  We expect a more positive environment in 
general in 2019 with periodic corrective phases. Over the years 
of managing client portfolios, there are some core important 
principles we have come to adopt. These are the principles we 
utilize in managing your accounts:
1. Lean against the wind.  When all the Wall Street analysts 
see is clear blue sky, prepare for a few rain clouds and maybe 
even a thunderstorm.  There are infrequent times when one 
should act defensively and take less risk. Today is not one of 
those periods. However, one may develop in the coming years.
2. Diversity both among asset classes and within asset classes.  Spreading the bets 
out is always very useful in reducing risks.  When you take very concentrated bets 
focused on the same trend – it hurts more when you strike out.
3. Remain optimistic long term.  There are very few permanent bears who survive 
on Wall Street.  Why? Because our economy and markets are the most creative, 
adaptive, innovative and resilient on the planet. We continue to reinvent our 
economy.  Over time our economy figures out our weaknesses and fixes them.  We 
do keep moving forward!
4. Look for new sectors and areas of the economy growing and adapting.  Some of 
these sectors and companies can grow 4-5 times faster than the rest of the economy. 
Also, just as important – avoid deteriorating parts of our economy.
5. The economy and the markets are often out of sync– do not expect this to 
change.  Stock markets “price in” the coming 12-18 months in stock prices today.
6. Believe in the entrepreneurs of this country to help move us forward. Over the 
past 36 years, we achieved much more than I ever believed possible.  We still are 
innovating and growing in many exciting ways. Capitalism works wonders.

In March, I attended a Charles Schwab Conference in Scottsdale, Arizona, at which 
I heard Alan Mulally (former Boeing and Ford CEO) speak to our group.  He shared 
some of his leadership philosophy that allowed him to turn around Ford and helped 
him create amazing success at Boeing.  I will share a few of his secrets.  For anyone 
who has ever run a business, you will know these are key factors in creating success.  
These are in fact many good principles of being a good human being! According to 
Mr. Mulally, use the following principles:

1.)  People first – love them up
2.)  Profitable growth for all – employees, shareholders, suppliers
3.)  Everyone is included - work to "include" all
4.)  Clear, measurable performance goals - all know the plan
5.)  Respect, listen, help and appreciate each other
6.)  Emotional resilience
7.)  Have fun – enjoy the journey and each other’s contributions

We are appreciative of the opportunity to serve your family in the stewardship of 
your wealth.  We are hopeful for positive developments in the coming year.

Sincerely,

Robert T. Lutts
President, Chief Investment Officer
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The Fed Pivot

Nick Burwell
Portfolio Manager

What a difference a year makes.  At this time last year the U.S. Federal Reserve, “the Fed”, had 
just raised the federal funds rate, the most important benchmark for short-term rates, by 0.25% to 
1.75%.  The new Fed Chairman, Jerome Powell had taken the reins a few months prior from the 
previous Chairwoman Janet Yellen. Powell seemed determined to continue on the path toward 
monetary policy “normalization”.  Normalization has become the term used to describe the Fed 
raising rates from emergency low levels and the process of decreasing the size of the Fed’s now 
enormous balance sheet.   Powell is the first Chairman appointed since the 1970s to not hold a 
Ph.D. in Economics.  Market participants were looking forward to having a pragmatist for a Fed 
Chair, someone who could speak in plain English and that would rely more on data for guidance 
rather than the uncertainty of some economic theory.   Powell and the other Federal Open Market 
Committee (FOMC) members’ forecast was for three more hikes throughout the rest of 2018 and 
for three more in 2019.

The outlook for the U.S. economy at the time was for continued strong growth.  Indeed, second 
quarter economic growth would turn out to be 4.2%, the first time over 4% since 2014.  It all seemed 
quite promising.  There was really only one snag, unfortunately outside of the U.S., conditions were 
not turning out so well. 

Global equities, excluding the United States, had peaked early in the first quarter of 2018 along with 
the U.S. Financial and Materials Sectors (two groups highly integrated with the global economy). 
By midsummer the MSCI AC World ex USA Index and the U.S. Financial Sector Index were both 
negative by double digits.  The Shanghai Shenzhen CSI 300 Index, considered a blue-chip index 
for mainland China was getting crushed, down -24%, the Euro had depreciated 7.5% against the 
US dollar and European financials were more than 15% negative by the end of June. The popular 
synchronized global growth narrative was falling apart.

THE FED CONTINUES TO NORMALIZE AS MARKETS BECOME TURBULENT

As the rest of world was misfiring on many fronts, equity markets here in the United States were on 
a positive footing.  Since the November election of 2016, U.S. equities had been on a phenomenal 
run, with the S&P 500 Index gaining just over 32% by June 2018. Given the added cover of fiscal 
stimulus in the form of corporate tax cuts, Jerome Powell and the FOMC were steadfastly marching 
on towards the path of normalization.  By the end of June, the Fed had managed to raise the funds 
rate from just 0.5% up to 2% within a period of 18 months.    Interest rates across the curve were 
steadily moving higher but with short-term rates moving up more than longer-term rates, often 
seen as an unhealthy signal.  Then came the fourth quarter.

Source: Bloomberg (U.S. drastically outperforms rest of the world: SPY relative performance 
versus ACWI ex-US 12/31/17 – 06/29/18)



Almost on cue at the start of the fourth quarter, U.S. Equity Markets started to slip.  As stocks 
traded down throughout the last months of the year, cries began to ring out for Powell and the 
Fed to slow down with their potentially aggressive path to normalization.  Heading into the 
December 19th FOMC meeting, the S&P 500 had already declined -11% off its high the first 
week in October.  Despite the sudden drop in U.S. equities, the Fed executed their fourth rate 
hike of the year, bringing the funds rate to 2.5%.  And just to make matters worse, in response 
to a question regarding the autopilot process by which the Fed was decreasing the size of 
its balance sheet, nearly $50 billion a month, Powell responded by saying, “I think that the 
runoff of the balance has been smooth and has served its purpose and I don’t see us changing 
that”, and that “interest rates would continue to be the active tool of monetary policy”.   To say 
markets didn’t like this response would be putting it mildly.  The S&P would drop more than 
7% in the next three trading days.  Then came the pivot.  

THE FED PIVOTS FROM “NORMALIZATION” TO “PATIENCE”

Just two and a half weeks later, on a chilly Friday in January during a panel discussion with 
two of his predecessors, the Fed Chairman began to walk back his comments.  He stated that 
the U.S. economy still had good momentum but that the central bank would be “patient” about 
raising interest rates.  He sighted that tame inflation readings would allow them to be, “patient 
as we watch to see how the economy evolves.”  Regarding the balance sheet runoff Powell made 
the comments, “We’re always prepared to shift the stance of policy and to shift it significantly 
if necessary.”  That seemed to be exactly the medicine the markets wanted, we were off to 
the races!  Over the following 35 trading days the S&P 500 would see only 9 down days versus 
26 up days and would gain more than 15%.  And the gains would keep on coming as the Fed 
would continue to pivot away from its former monetary policy “normalization” campaign.   At 
the January meeting they highlighted risks from Europe and China, but insisted the underlying 
U.S. economy was still healthy.  But by the March meeting, they had completed the pivot.  The 
Fed’s forward guidance suggests zero hikes for 2019 as well as the declaration to stop the 
decline of the balance sheet in September.  

There are certainly many risks out there; however, U.S. equity and credit markets have been 
resilient, the economy just created another 196,000 jobs in March, and we seem now to have 
the Central Bank resolved to keeping interest rates low and credit easy.  As investors, we are 
always trying to spot that policy mistake by the Federal Reserve.  So the debate now goes on.  
Should they have raised in December? Should they have made this swift and clear pivot after a 
turbulent quarter?  Maybe they’ve played it all just perfectly.  Stay tuned…

Source: Bloomberg (fed funds rate - shaded steps, 2yr treasury- black, 5y- purple, 10yr- top blue)



The market’s mood shifted dramatically as the calendar turned, with global stocks rebounding in 
the first quarter of 2019 from a very difficult fourth quarter of 2018. Double-digit declines in US and 
international markets in 4Q were followed by double-digit gains in 1Q. Why the sudden reversal? 
The fourth quarter had been marked by fears of an economic slowdown. The signals of that 
possible slowdown were many: higher interest rates had led to weakness in interest-rate-sensitive 
sectors like housing and autos. Trade tensions on multiple fronts threatened to halt the global flow 
of goods. Corporate profits, having leapt ahead in 2018 thanks to lower taxes, faced headwinds in 
2019 of higher interest costs and negative currency translation on foreign income.

As 2019 began, the Fed, after hiking rates 4 times in 2018, turned dovish. In interviews and testimony, 
Chairman Jerome Powell and other board members assured markets that the Fed would pause on 
interest rates and stop shrinking its giant portfolio of bonds. Companies’ 2019 outlooks reassured 
markets that profit headwinds were manageable. Trade remains the final wildcard in the global 
economic outlook, but a slow dribble of news leaks in the quarter suggested that cooler heads 
could avoid an all-out trade war, whether with China, Europe, or even within North America.

Global Equity Review

Craig Goryl, CFA
Portfolio Manager

INDEX 1ST QTR
Return

1 YEAR
Return

3Y ANN 
Return

5Y ANN 
Return DESCRIPTION (What does this Index represent?)

US EQUITIES

Dow Jones Industrial Average 11.8% 10.0% 16.4% 12.2% US Large Cap Stocks (30 select large US corporations)

S&P 500 Index 13.6% 9.5% 13.5% 10.9% US Large Cap Stocks (Largest 500)

Russell 1000 Index 14.0% 9.3% 13.5% 10.6% US Large Cap Stocks (Largest 1000)

Russell 2000 Index 14.6% 2.0% 12.9% 7.0% US Small Cap Stocks (2000 small public companies)

GLOBAL EQUITIES

MSCI All Country World Index 12.2% 2.6% 10.7% 6.5% Combination of major global markets: United States, Foreign Developed, 
and Emerging Markets

MSCI EAFE 
(Europe, Australia, Far East) 10.0% -3.7% 7.3% 2.3% Large and mid-sized companies in mature foreign markets like Japan, 

Europe, Australia, etc.

MSCI Emerging Markets 9.9% -7.4% 10.7% 3.7% Large and mid-sized companies in developing economies like China, India, 
Brazil, Russia, South Africa, etc.

MSCI Frontier Markets 6.9% -15.0% 6.9% 0.6% Large and mid-sized companies in the world's least advanced economies 
like Kuwait, Argentina, Kenya, etc.

FIXED INCOME

Bloomberg Barclay's US 
Intermediate Bonds 2.3% 4.3% 1.7% 2.3% US Bond Market: government, corporate, and mortgage bonds

Bloomberg Barclay’s 
US Aggregate Bonds 2.9% 4.5% 2.0% 2.7% US Bond Market: government, corporate, and mortgage bonds

Bloomberg Barclay’s
US High Yield 7.3% 5.9% 8.6% 4.7% Higher risk, higher yield "junk" bonds

“ALTERNATIVE” ASSETS

GOLD, Dollars/Oz. 0.8% -2.5% 1.6% 0.1% Gold bullion

NYSE Arca Gold Miners Index 6.6% 3.4% 5.1% 0.2% Companies that mine precious metals

Crude Oil, Dollars/Barrel 32.4% -7.4% 16.2% -10.0% The price of a barrel of oil

Bloomberg Commodity Index 5.7% -7.3% 0.9% -9.6% Commodities like Gold, copper, natural gas, corn, etc.

Dow Jones REIT Index 17.2% 20.4% 7.8% 10.0% An index of Real Estate Investment Trusts

Alerian MLP Infrastructure Index 17.4% 16.8% 5.9% -4.1% MLPs: Energy infrastructure assets such as pipelines

ASSET CLASS UPDATE

                     UPCOMING WHITE PAPER  - NICHE BUSINESSES

                     "Scratching a Niche: Uncovering Beauty in Specialized Businesses" by Craig Goryl, CFA

                At Cabot we often talk about BIG themes and BIG opportunities: companies revolutionizing 
massive industries like cars, entertainment, or computing. Those companies receive breathless, minute-
by-minute coverage on TV and in the financial press. But investors should not overlook the smaller, cozier 
industries where the companies have low profiles, high profit margins, and benign competition. Some of 
these niche industries are downright oddball. But the steady profits they produce are the right color to 
Craig! In this upcoming white paper, he highlights a handful of stock holdings he considers “niche.” The 
businesses range from specialty pumps, to unusual insurance contracts, to fluorescent paint, and more.

Whitepaper



The aforementioned case is tantamount to the theory of risk/return profiles improving with time. 
If an investor repeatedly aims to time the market, it’s likely that, rather than selling high and 
buying low, the results turn out to be just the opposite. 

Long-term gain probabilities are maximized with time, not timing. I took the same data used 
above to come up with the probability of a gain or loss if an investor picked a random day during 
the period. Not surprisingly, an investment for just that one day would have had a 53.29% chance 
of a gain. If the holding period is increased to one week, the probability of gain increases to 
56.06%. Not a huge difference, but wait, if we then increase the holding period to one month, 
the probability of profits goes to 62.68%. With quarterly and annual data, the probability keeps 
increasing to 68.10% and 79.31%, respectively. 

What may be perceived as a stressful big move in the market for a short period, in the grand 
scheme of things, it could be in fact just a natural blip. The historical data should not mislead 
investors into perceiving long-term investments as a risk-free case. In fact, investment risk cannot 
be eliminated, but certainly can be managed with a disciplined strategy. 

Pedro 
Palandrani

Equity Research 
Analyst

The U.S. stock market is off to one of its best starts in history, but let’s not forget that 2018 was 
marked with increased volatility that caused many investors to consider exiting the markets, 
especially during the last quarter of the year. Let’s be clear, it’s very tough to outsmart the markets. 
Trying to time the market on a consistent basis has proven to have a snowball’s chance in hell.

The consequences of missing the best days or months of the market could be hard to digest. The 
following table illustrates that fact. An investor who missed the very best month of the S&P 500 
Index in the span of the last 351 months, experienced an annualized return of 8.98%, compared 
to a 9.62% annualized return for an investor who stayed invested during the entire period. That 
would have cost $232,673 of the final value of a hypothetical initial investment of $100,000. The 
results are far worse for someone who missed the best 5 months over the same period. 

Time, Not Timing

Contact your Cabot 
Wealth Advisor today with questions or to 

refer our Wealth Management services.
800-888-6468 |  info@ecabot.com

mailto:info%40ecabot.com?subject=


Experience has demonstrated that Artificial Intelligence (AI), like other technologies, will likely 
cause both disruption and growth opportunities. Even though AI is a headline-grabber today, AI has 
come a long way in the last few decades. 

We propose that a 2-month, 10-man study of 
artificial intelligence be carried out during 
the summer of 1956 at Dartmouth College in 
Hanover, New Hampshire. The study is to proceed 
on the basis of the conjecture that every aspect 
of learning or any other feature of intelligence 
can in principle be so precisely described that a 
machine can be made to simulate it. An attempt 
will be made to find how to make machines use 
language, form abstractions and concepts, solve 
kinds of problems now reserved for humans, 
and improve themselves. We think that a 
significant advance can be made in one or more 
of these problems if a carefully selected group 
of scientists work on it together for a summer. 1

That was the original proposal made in 1955 for a summer study where, for the first time, the term Artificial Intelligence 
(AI) was coined by Marvin Minsky, John McCarthy and others. After many decades of enthusiasm, disillusionment, and 
accomplishments, the benefits, advancements, and fears of AI have been measured and quantified. Here, we’ll try to 
provide some of those insights. 

Intelligent automation, labor and capital augmentation, and innovation acceleration are some of the ways AI will 
accomplish the aforementioned estimates. AI will be everywhere in a few years. There are many companies seeking to 
make breakthroughs in AI all around the world, and for those reasons, we continue to believe that investing in the next 
drivers and enablers of growth present some of the best risk/reward opportunities. 

For more on AI, check out our last year’s white paper “Artificial Intelligence beckons the next wave of growth.”

1Retrieved from: http://www-formal.stanford.edu/jmc/history/dartmouth/dartmouth.html 

AI will add $15.7 trillion to the global GDP by 2030. China could be taking home 26.1%, or $4.10 
trillion, followed by the U.S. taking 14.5%, or $2.28 trillion. (Source: PwC) 

Leading AI countries could capture an additional 20% to 25% in net economic benefits, compared 
with today, while developing countries might capture only about 5% to 15%, widening economic 
gaps between countries. (Source: McKinsey & Co.) 

Annual growth rates of gross value added (a close approximation of GDP) are expected to double 
by 2035, comparing baseline growth in 2035 to an artificial intelligence scenario where AI has been 
absorbed into the economy. In the U.S. only, that will result in 4.6% annual growth compared to a 
baseline scenario of 2.6%. (Source: Accenture and Frontier Economics)

By 2035, AI will increase labor productivity levels by 35% in the U.S. (Source: Accenture and Frontier 
Economics)

AI has the potential to boost profitability by an average of 38% by 2035. AI will most increase 
profitability in Education (+84%), Accommodation and Food Services (+74%) and Construction 
(+71%) industries. (Source: Accenture)

AI will create 2.3 million jobs by the year 2020, while 1.8 million will disappear. By 2022, one in five 
workers engaged in mostly non-routine tasks will rely on AI to do a job. (Source: Gartner) 

AI could free up 30% of the government workforce's time within five to seven years given that many 
tasks can be automated. In fact, federal and state workers spend at least 20% of their time on tasks 
they consider unimportant. (Source: Deloitte)

Artificial Intelligence by the Numbers

Pedro 
Palandrani
Equity Research 
Analyst



Greg Stevens, 
CFP, CRPS

Sr. Wealth Advisor

Saving for College with a 529 Plan
We are all aware of the overwhelming cost of a college education today. Tuition and fees continue 
to climb each year with no end in sight. Saving enough to fund your child’s (or grandchild’s) 
education can be a daunting task. Fortunately, contributing to a 529 plan provides some tax 
benefits and, thanks to the new tax laws put in place in 2018, some additional flexibility in terms 
of how the funds can be used.

Contribution Limits
Unlike company retirement plans or IRAs with set contribution limits, the IRS states on their 
website that the “contributions cannot exceed the amount necessary to provide for the qualified 
education expenses of the beneficiary”. In other words, contribute as much as you think the 
beneficiary will need to cover the extent of his/her education. Individual states set their own 
contribution limits which currently range between $235,000 and $529,000. (Source: www.
savingforcollege.com)

Contributions to 529 plans are considered “gifts” for tax purposes. In 2019, individuals can give 
up to $15,000 to anyone without incurring a gift tax. A 529 plan is a great way for grandparents 
to transfer large chunks of money to their grandchildren without worrying about chipping away 
at their lifetime exclusion amount. In fact, the IRS allows for individuals to contribute $75,000 up 
front…5 years’ worth of $15,000 contributions (5-year election). Of course, gift taxes won’t be an 
issue unless you’ve gifted in excess of your $11.4 million lifetime exemption. 

More Flexibility
The 2017 tax reform package added more flexibility to how 529 plan assets can be used. Families 
can now use up to $10,000 per year to cover private or public K-12 tuition expenses. 

Tax Advantages
Contributions to 529 plans can be invested in a variety of investment vehicles. All plans will 
offer an “age-based” option which gradually makes the investment allocation more conservative 
as the beneficiary gets closer to college. In addition to the age-based option, many plans offer 
individual mutual funds or ETFs as part of their investment lineup.

• 
Contact your Cabot 
Advisor if you have 
specific questions 
about your current 

situation or need help 
with saving for college 

with a 529 plan
•

Portability 
Funds in a 529 plan can be transferred tax free to another beneficiary within the same family. Parents and grandparents 
can use this portability option to move money between beneficiary accounts based on who needs more or less for their 
education or simply change the beneficiary of the plan. Assets can also be rolled over to other 529 plan platforms. It 
is important to discuss with your Investment Advisor or CPA the rules around how often and to whom 529 plan assets 
can be moved.

The beauty of the plan lies in the fact that as long as withdrawals are used for qualified education expenses, all growth 
(capital gains, dividends, interest) comes out tax free. Withdrawals made for non-qualified expenses will be taxed and 
assessed an additional 10% penalty.
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New Website
We have a new website! Please visit www.eCabot.com to see the 
changes we've made to improve your on-line experience. Check out 
our new section titled "Education Center". There you will find many 
online articles, presentations and videos that will help you answer 
questions you may have regarding your wealth management. Also 
COMING SOON: our new Mobile App!

Renovations
Please pardon our appearance in our office building while 
we renovate our first-floor conference room. We are making 
improvements to better serve you with a larger, more comfortable 
conference room.

Scholarship Applications
Each year at Cabot, we offer a scholarship to high school students 
deciding to further their education in the field of Business. We are currently accepting scholarship applications from 
Salem residents. For more information, please email us at info@ecabot.com.

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.

AROUND CABOT

IN THE COMMUNITY
North Shore Chamber of Commerce Expo
Rob Lutts (pictured right) was a guest speaker at the NSCC Expo on March 14th.  
Rob discussed trends and talked about what he finds to be the most interesting 
transformation in the economy: Artificial Intelligence.

Reality Fair 
Cabot is pleased to be a sponsor of the Salem High School Reality Fair to be held 
this May at the Salem University's Bertolon School of Business.  This program is 
a simulation of the financial obstacles students will face throughout their lives. 
Students will earn to manage a budget, use a credit card wisely and determine 
means to save money. Cabot volunteers will be there to help students work 
through an occupational scenario that describes his or her life at age 25. They 
will complete a one-month spending plan by visiting various booths in which 
they interact with members of the business, non-profit and public sectors to learn about the costs of living and the 
financial decisions they will make when they are adults. In addition, as each student proceeds through the process they 
will also receive credit counseling. The goal for each student is to have a balanced budget by the end of the fair. (Source: 
Salem High School, Virginia LeBlanc)

Hamilton Hall Lecture Series
In Salem, Massachusetts, Hamilton Hall is widely recognized as one of the most important Federal style buildings in 
America. It was designed in 1805 by the famous architect and master woodcarver, Samuel McIntire, and has been a 
vibrant part of the community for over two hundred years, with a long held tradition as a venue for weddings, lectures, 
meetings and social events.  Cabot is a proud sponsor of the Hamilton Hall Lecture Series. 
(Source: https://www.hamiltonhall.org)
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