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Dear Friends,                                                                                                            October 2022

We are often asked how long markets will be performing poorly. The 
simple honest fact of the matter is that no one knows for sure. Markets 
could recover next week and run to new highs in a matter of 12 months 
or so, or it could be a much longer challenging period.

Having managed client portfolios for 39 years, I do have some key 
observations: 

Cabot Quarterly Review
3RD QUARTER | 2022

Robert T. Lutts
Founder and President 
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It helps to have a long-term period of time for which you are 
investing – at least five to seven years or more.  Being invested 
“in the market” is critical to achieving good returns. From 
1971 to today the S&P 500 has returned 10.4% annually if you 
were invested for the full period.  We expect similar returns in 
the coming 50 years.

Recently our economy has quickly adapted to the new elements impacting GDP growth.  
This has resulted in company earnings recovering quickly from downturns and difficult 
periods.

Interest rate levels are critical.  The Federal Reserve has raised rates dramatically in the 
past six months to return us to a more normal environment that will help keep inflation 
pressures in check. Keep in mind, a major factor in the recent pop in inflation has been 
the impact of the pandemic shutdown on our economy.  This explosion in inflation could 
be a once-in-a-lifetime impact of the pandemic that may be sorted out fairly quickly.  We 
are watching these interest rate levels closely. 

Demographics are having a significant impact on interest rates.  Our aging population 
and the changing workforce are driving forces in lower interest rates today. We believe 
these trends may keep interest rates lower in the coming years.

So what is our answer to how long? The experience from different economic and market cycles 
varies greatly.  If this is an average bear market phase, we could expect markets to be down for 
12 to 30 months.  Thus, we could be fairly well along the bearish phase already.  Markets have a 
unique way of discounting the future – so do not expect strong economic numbers to launch the 
next market surge forward – the numbers will still look awful when the next bull is launched! 
Have faith in our economy and democracy.  They have worked miracles for hundreds of years.

What is your investment team doing for you during this period?  First, we are working to upgrade 
the quality of our holdings with an eye to having the best-positioned companies to be able to 
capitalize on the coming recovery and growth period.  Furthermore, your wealth management 
team is working to maximize your tax impact through tax harvesting strategies.

Thank you for your continued confidence. We are very appreciative of the opportunity to watch 
over and help you manage your family’s wealth.



Craig Goryl, CFA®

Chief Investment 
Officer and Senior 
Portfolio Manager
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3Y ANN 
Return

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

US EQUITIES

Dow Jones Industrial Average -6.2% -19.7% -13.4% 4.4% 7.4% US Large Cap Stocks (30 select large US corporations)

S&P 500 Index -4.9% -23.9% -15.5% 8.1% 9.2% US Large Cap Stocks (Largest 500)

Russell 1000 Index -4.6% -24.6% -17.2% 7.9% 9.0% US Large Cap Stocks (Largest 1000)

Russell 2000 Index -2.2% -25.1% -23.5% 4.3% 3.5% US Small Cap Stocks (2000 small public companies)

GLOBAL EQUITIES

MSCI All Country World Index -6.8% -25.6% -20.7% 3.7% 4.4% Combination of major global markets: United States, Foreign 
Developed, and Emerging Markets

MSCI EAFE 
(Europe, Australia, Far East) -9.4% -27.1% -25.1% -1.8% -0.8% Large and mid-sized companies in mature foreign markets like Japan, 

Europe, Australia, etc.

MSCI Emerging Markets -11.6% -27.2% -28.1% -2.1% -1.8% Large and mid-sized companies in developing economies like China, 
India, Brazil, Russia, South Africa, etc.

MSCI Frontier Markets -6.5% -25.7% -25.2% -1.3% -1.2% 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 -3.8% -11.0% -11.5% -2.3% 0.0% US Bond Market: government, corporate, and mortgage bonds

Bloomberg Barclay’s 
US Aggregate Bonds -4.8% -14.6% -14.6% -3.3% -0.3% US Bond Market: government, corporate, and mortgage bonds

Bloomberg Barclay’s
US High Yield -0.6% -14.7% -14.1% -0.5% 1.6% Higher risk, higher yield "junk" bonds

“ALTERNATIVE” ASSETS

Gold, Dollars/Oz. -8.1% -9.2% -5.5% 4.1% 5.3% Gold bullion

NYSE Arca Gold Miners Index -12.4% -24.4% -16.3% -2.0% 2.5% Companies that mine precious metals

Crude Oil, Dollars/Barrel -24.8% 5.7% 5.9% 13.7% 9.0% The price of a barrel of oil

Bloomberg Commodity Index -4.7% 12.4% 10.6% 12.7% 5.7% Commodities like Gold, copper, natural gas, corn, etc.

Dow Jones REIT Index -10.8% -28.0% -16.4% -1.1% 4.1% An index of Real Estate Investment Trusts

Alerian MLP Infrastructure 
Index 8.3% 18.7% 19.8% 2.9% 1.0% MLPs: Energy infrastructure assets such as pipelines

ASSET CLASS UPDATE
(3rd Quarter = 6/30/22 to 9/30/22; YTD = 12/31/21 to 9/30/22; 1 Year Return = 9/30/21 to 9/30/22)

Equity Quarter in Review
Equity markets fell around the world again in the third 
quarter, as central banks - including and especially the 
U.S. Federal Reserve - continued aggressive interest 
rate hikes to cool the economy and tame inflation. These 
higher interest rates work three ways: they encourage 
investors to shift from stocks to bonds which now offer 
a higher yield, they lower (or “discount”) the current 
value of companies’ future profits, and they slow the 
economy by discouraging borrowing and spending. A 
slower economy comes with lower corporate profits 
than expected.

The Fed’s resolve to stabilize prices is strong. Even as inflation seemed to pass its peak, and a few 
high‑profile companies forecast weakening consumer demand, the Fed stayed aggressive. Falling stock 
prices have indicated that markets are beginning to anticipate a recession. Whether that will happen (or 
how deep a recession it might be) is very difficult to forecast. As a result, market volatility is elevated, with 
violent reactions to new economic and corporate data points. We continue to hunt for excellent companies 
at bargain prices. Those bargain prices are certainly more plentiful today!



At Cabot’s annual conference I 
offered a look at an important 
component of how we manage 
risks in accounts that use 
individual stocks: Portfolio 
Construction. This process 
is about understanding the 
many risks in any portfolio 
and avoiding unintended ones 
through proper diversification 
across sectors, styles, and 
geography. 

I also discussed how each 
position’s size is not about 
that company’s size, but rather 
a function of our conviction 
levels and the riskiness of that 
stock. Finally, we like to place our bets where we feel we have insight - based on elements such as the 
quality and value of the companies our team researches - and not on “macro” factors like the direction of 
the economy or oil prices.

Pat Creahan, 
CFA®, CAIA®

Portfolio Manager

Conference Presentation Recap:
Behind the Curtain of Portfolio Construction

Craig Goryl, CFA®

Chief Investment 
Officer and Senior 
Portfolio Manager

Another year has passed, and it’s been an eventful one, to say the least. For the bond markets, this year 
has served as a fierce reset of interest rates. After years of contemplating strategies to invest through a 
low-interest rate environment, this year’s presentation focused on the new landscape of bond markets. 
Below is a summary of the topics discussed. Starting with the broader economy, we took a top-down 
approach to find out what it all means for bonds. 

No one borrows and spends like the Federal Government and that is especially true since the Covid-19 
pandemic. However, deficit spending has not only been reserved for moments of crisis. An analysis of 
budgets dating back to 1990 shows the U.S. government has run a deficit in 29 of those 33 years. The 
culmination of those deficits has brought the U.S. net debt to 100% of GDP, a figure last seen at the end 
of the WWII era. 

It’s all about the Fed. After 40 years of low inflation, the Federal Reserve is now faced with a nasty 
problem. Their dual mandate of price stability (inflation) and full employment has become particularly 
lopsided. It’s evident that the central bank must prioritize its fight against inflation to the detriment of 
corporations and households alike, a painful reality that requires a resolute central bank. 

A look backward examines a painful year for bonds, but a look forward sees an opportunity to finally 
capture some yield. It has been over 20 years since investors could capture over 4% on a 1-yr treasury 
bill. This is a welcome change for the savers of this country who have long been forced into riskier 
investments to capture compelling returns. Still, with outstanding risks to rates and credit spreads, 
we favor high-quality corporate bonds with low duration, which is a strategy mindful of our current 
circumstances. 

The Dynamic Landscape of Bonds

Federal 
Finances

Bond 
Markets 

The 
Economy 

For an economy roiled by pessimism, the current data points paint a picture of strength. The U.S. GDP is 
well above pre-pandemic levels and an unemployment rate of 3.7% is consistent with full employment. 
The caveat is that much of this economic strength is a byproduct of significant monetary and fiscal 
support. A pullback in easy money will most certainly bring these figures toward longer‑term averages. 
Where they land is the big question. 

The 
Fed



4. Innovation

Rob Lutts
Founder and 
President

Factors Cabot Focuses on in Stock Selection
1. Management and Ownership

Management is, without a doubt, the most important factor in all of our work.  We 
want strong, effective, and focused leaders.  We love it when management has a 
significant ownership position in the company (say 5‑10%).  This means they are 
focused owners.  Do they have a successful track record and a value system that will 
allow them to properly lead the company? Do they focus not only on the bottom line 
but also on employees and other stakeholders?

2. Business Model and Profitability

How does the company earn its profits?  Is the economic ecosystem of the company 
a good one that leadership can manage properly and ensure steady reliable profits? 
Some industries are poor businesses; airlines and mining companies have a very 
difficult job of managing profits – the ecosystem of those industries cannot be 
controlled well by management. We avoid industries like these. We favor companies 
with low capital costs and high margins with repeat customers.

3. Financial Issues/Debt

We love companies with low or no debt. Why? You have maximum capital flexibility, 
and the obligations of the company are modest and manageable. Whenever we have 
a downturn or a contraction, those companies with high debt are often forced to do 
things like sell assets by their conservative bankers.  The company ends up selling 
assets at fire‑sale prices, thus hurting shareholders.  I tell students at Salem State 
University that the optimal debt level is zero and to never forget it. 

Taylor 
Haselgard
Assistant 
Portfolio Manager

Innovation allows firms to differentiate themselves from their peers, which increases 
competition in the marketplace, disrupts existing industries, or even at times 
creates new markets altogether. More broadly, innovation is very powerful, often 
consumer‑centric, and many times has an adoption curve. We find that companies 
that successfully innovate tend to have economic moats over the long term.

Having large, fast-growing, and addressable markets with relatively low penetration 
gives companies a lot of room to continue to grow their earnings power. Companies 
in markets that are smaller, more saturated, and/or not growing, have limited 
long-term prospects. 

5. Large Total Addressable Markets



u

Identifying Behavioral Trends in Investing

Greg Stevens, 
CFP, CRPS

Sr. Wealth Advisor

Required Minimum Distributions
Client Service Reminder

As the fourth quarter of 2022 begins, the day‑to‑day fluctuations of the markets can provide uneasy feelings 
for some, and maybe a sense of opportunity for others. Losing money hurts; the negative emotion that 
follows the loss of money can be twice as strong as the positive emotion of watching your funds increase. 
In behavioral finance, this concept is called loss aversion. When markets present turbulence, the most 
responsible decision is to stay the course and identify the right combination of stocks and bonds for an 
appropriate allocation. 

In 2022, we have witnessed up days and down days. It’s impossible to predict what the market has in store for 
the short term. Trying to time the market and predict its trajectory on your own typically ends in frustration. 
When selling occurs in a declining market, investors must make two estimates. They must identify when 
they should be getting out of the market followed by when to get back in. 

The concepts of reflective reasoning and reflexive reasoning describe how an investor will react during 
challenging times that involve important decisions. 

The strength of a long‑term investing scheme comes from a logical plan, which separates reflective reasoning 
from reflexive reasoning. By removing emotion from investing, the individual is capable of identifying the 
long‑term trajectory of their overall financial plan, thereby ignoring the short‑term turbulence.  

The best course of action is to always make sure you have a sound financial plan in place. The mix of 
investments should be tied to your goals and tolerance for risk. Stress testing your allocation to account for 
the uncertainties of risk and projected return is a good way to determine the “probability of success” that 
you’ll meet your stated goals. Regular adjustments should be made according to those goals and should 
not be made based on extreme market volatility. Making investment choices based solely on emotions can 
derail a prudent, well‑thought‑out financial plan. 

  Reflective reasoning is a logical and reasonable approach to decision-making.

  Reflexive reasoning is an emotional approach to decision-making. 

Tyler Swaim, 
ChFC 

Wealth Advisor

The IRS mandates that owners of retirement accounts (other 
than Roth IRAs) must take minimum distributions by April 
1st of the year after turning 72 if born on or after 7/1/1949. 
If an owner is born prior to 7/1/1949, they must take their 
distribution by April 1st of the year after they turn 70½. After 
completing the first‑year distribution, the owner must take 
a distribution every year by December 31st to complete the 
annual requirement. The April 1st deadline only applies to the 
first year. The penalty for not taking the required minimum 
distribution is 50% of the amount of the shortfall. The RMD 
calculation must include all of your IRA accounts (except 
Roth IRAs). You can take the minimum distribution for each 
of your IRA accounts from any combination of your IRA 
accounts (other than Roth IRAs). However, the minimum 
distribution requirement for your profit‑sharing plan account must be calculated and counted separately from your IRA 
distribution requirements. Also, to assist with RMD income, a charitably‑inclined investor may make a qualified charitable 
distribution (QCD). This transfer from one’s IRA to a qualified charity can be counted towards satisfying the RMD for the year 
with a max contribution of $100,000. Once satisfied, this amount will be excluded from taxable income.

RMD
Required
Minimum
Distribution

a



Estate Planning Checklist
Estate planning is a critical piece of everyone’s overall financial puzzle. As we approach the end of 
another year, we wanted to revisit some important estate planning considerations applicable to all of our 
clients:

Sonia Ernst
Manager of 
Trading & 
Operations

Cybersecurity Awareness Month
October is Cybersecurity Awareness Month.  At Cabot, it is our goal to continually educate you on ways to 
keep you safe from becoming the victim of a cyber attack or identity fraud. One of the best ways to protect 
yourself is to know the terms.  It is important to stay consistently alert for these common threats. Social 
Engineering is when a hacker manipulates and deceives someone into divulging sensitive and personal 
information.  Common types of social engineering include: Digital Attacks (such as Phishing, and Spear 
Phishing), and Mobile/Phone Attacks (such as Smishing and Vishing).

How do you keep your information secure? STOP, LOOK, and THINK 
before opening any attachments received in an email, clicking on a link, 
or responding to any request or notification received. 

As we approach the holiday season the number of social engineering 
attempts will exponentially increase.  Please be especially aware of this 
in the lead-up to Black Friday (11/25/22) and Cyber Monday (11/28/22).  
Cyber criminals have used sales and deals for these events in past years 
to lure individuals into clicking on links or opening attachments. Be safe!  
Go directly to the company website to avoid becoming a victim yourself!

Phishing
Phishing is social engineering 
through the use of email.

Smishing
Smishing is social engineering 
through the use of text messages.

Spear Phishing
Spear Phishing is social engineering 
through the use of email but is very 
targeted to the specific individual.

Vishing
Vishing is social engineering through 
phone calls.

Greg Stevens, 
CFP, CRPS

Sr. Wealth Advisor

It is important to understand how your assets will pass to your heirs. If you have accumulated wealth over 
your lifetime or have a complicated family situation, talk with your attorney or advisor about using a Trust 
as part of your estate plan. Lastly, make sure you are having these discussions with aging parents. It isn’t 
always easy for parents to discuss financial matters with their kids. Asking your advisor to guide the con-
versation and collect all pertinent information might make sense. 

1. Check the ownership of all assets. Are they titled as individual, joint, or in trust? 
Understanding the pros and cons of asset titling is an important aspect of estate 
planning.
2. Check beneficiary designations on any IRAs, retirement accounts, insurance 
policies, or annuities.
3. Review your will (and Trust) to be certain you’re comfortable with whom you have 
designated as your personal representative or trustee. 
4. Revisit the designee listed in your durable power of attorney and health care proxy.
5. Make sure your personal representative and designees know their role and 
responsibilities.



Roth Conversion Considerations in a Volatile Market
Volatile markets are never easy to endure, but they can create 
opportunities. Buying quality companies at more reasonable 
prices and finding better yields for fixed income with rising 
interest rates are two such examples. Tax planning is another 
area with potential opportunities.

A Roth IRA conversion involves transferring your assets 
from a pretax retirement vehicle, such as a Traditional IRA or 
401(k) plan, to a Roth IRA. One of the key differences between 
a Traditional IRA and a Roth IRA involves the taxation of the 
assets. A Traditional IRA or 401(k) can typically offer the benefit of a potential tax deduction as well as 
tax-deferred growth. This means that you would only pay income taxes on these assets when they are 
withdrawn. A Roth IRA does not provide a deduction but allows for the potential of tax-free growth. 

Depending on one’s individual tax situation, you may wish to convert some of your assets that are pretax 
or Traditional into a Roth. This can help in several ways including diversifying the taxation of your 
accounts over time and providing your heirs’ potentially tax-free inherited assets. When the markets are 
volatile, investment securities are often lower in price. This means that you may be able to convert more 
of your existing investments with fewer taxes owed. Then, as the market recovers in value, you have the 
potential to later withdraw those assets at recovered prices tax-free. While this might sound attractive, you 
must pay income taxes on the total amount of the assets you transfer from the Traditional IRA to a Roth. 
This can have additional tax consequences which is why it is crucial to discuss any potential conversion 
with your financial advisor and your accountant. The deadline for Roth conversions is December 31, 2022.

Contact your Cabot 
Wealth Advisor today with questions or to 

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

Traditional IRA Roth IRA

Contribute Pretax

Grows Tax Deferred

Pay Taxes on Withdrawals

Contribute After Tax

Grows Tax Free

No Taxes on Withdrawals

Alex Castrichini 
Wealth Advisor
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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 ensure 
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
Kelly Birchmore joins the Cabot Team
We are pleased to welcome Client Services Specialist Kelly Birchmore to the Cabot team. Kelly 
will be providing support to Cabot's Wealth Management Team while also providing a high level 
of service to Cabot's clients through day-to-day operations. Prior to Cabot, Kelly held positions 
with Align Credit Union, a financial institution located in Lowell, MA. 

Kelly is a graduate of Salem State University, with a Bachelor of Science degree in Sport & 
Movement Science. Kelly enjoys being active, traveling, and spending time outdoors in her free 
time. Welcome aboard Kelly!

Fall Conference Recap
An Evening Event with Rob Lutts and the Cabot Team
Thank you to those of you who attended our 33rd Annual Wealth Management Conference at the Hawthorne Hotel. For those 
who were unable to attend you can view a special recording we made of the topics discussed. Just visit our YouTube channel at:  
https://www.youtube.com/c/CabotWealthManagementSalem

Cabot Staff (top‑to‑bottom, left‑to‑right): Jim Gasparello, Tyler Swaim, Craig Cooper; Steve Davis, Steven Ross; Kelly Birchmore, and Cathy Kirby


