
Dear Friends,

Global economy and markets continue forward on a positive 
path in April. Many are uncomfortable and uncertain with 
policy changes now coming out of Washington D.C. Clearly 
we have a new agenda with a new conservative mandate. As 
stewards of your wealth, we try to understand the current 
health of economic and market conditions. Over the years, I 
have focused on four factors to properly judge the economic 
and financial environment. Here is my summary of the current 
conditions:

1. Monetary Conditions: Remains very positive although starting to weaken as 
the Fed starts to reverse extraordinary accommodation (low rates and bond 
buying).  Since inflation is still tame – interest rates may continue low for an 
extended period. POSITIVE

2. Earnings Growth: 2017 Earnings of S&P 500 companies are expected finally 
to grow in 2017 after declines in 2015 and flat results in 2016.  Estimated 
earnings growth of 18% in 2017 is excellent and should support expansion of 
valuations of stocks. POSITIVE

3. Investor Psychology: The old adage that the market climbs a wall of worry 
is appropriate here. Investors are still generally uneasy about our slow 
growing economy. Top items to worry about: debt levels across economies, 
possible breakup of European Union, possible failure of initiatives by Trump 
administration to stimulate economy, and possible geopolitical conflicts in 
North Korea or Middle East.  There is no clear “Blue Sky” today. POSITIVE  

4. Valuation of Equities: By most traditional measures of earnings and sales we 
are in fairly high valuation territory. However, on a relative value to the bond 
market, equities are much cheaper than most fixed income and represent 
good relative value.  Valuations will tip quite negative if interest rates rise 
considerably. NEUTRAL/NEGATIVE

Today, we rate three of those four factors as positive. We do, however, recognize 
that the current economic expansion and markets performance is extended in time.  
We also recognize that we are due for a healthy correction (5-10%) and could see 
the economy enter another declining phase or possibly a recession. Today though, 
we do not see this on the immediate horizon.  

The overall picture is still quite positive and the new policy initiatives in Washington 
could extend our economic expansion for a few more years. Further, we are 
encouraged by considerable innovation in many sectors of the U.S. economy, 
especially in transportation, healthcare, technology, and financial services.

We take our mission of preserving and building your wealth very seriously. We 
appreciate that you have selected the Cabot Team for such an important job. Happy 
Spring!

Robert T. Lutts
President, Chief Investment Officer
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In the first Quarter of 2017, global equity markets rallied across 
the board: United States, Foreign Developed, and Emerging 
Market stocks all moved higher. Bonds inched up as well. Even 
with interest rate hikes by the US Federal Reserve in December 
2016 and March 2017, central banks around the world remain 
accommodative, holding interest rates low to encourage 
borrowing and spending and to fend off deflation in developed 
markets like the US, Japan, and Europe. 
Economic data in the US show a continuation of the slow, steady 
recovery in place since 2009. Meanwhile “soft data” measures 
of CEO optimism, consumer confidence, and investor sentiment 
are flashing green. Outside the US, economic activity improved, 
easing fears of a slowdown in Europe, Japan, China, or all three. 

Stock bulls remain enthused by globally synchronized growth, 
low interest rates, and rising “animal spirits” evident in surveys. 
Bears point out that US stocks have become quite expensive 
compared to historical norms, and that those animal spirits are 
ignoring risks like growing debt and populism’s threat to global 
trade.

Scorecard of Index Returns
Index 1 Qtr 

Return
1 Year 
Return

3Y Ann. 
Return

5Y Ann. 
Return

Description - What Index represents

US Equit ies

Dow Jones Industrial Average 5.2% 19.9% 10.6% 12.2% US Large Cap Stocks (30 select large US corporations)

S&P 500 Index 6.1% 17.2% 10.4% 13.3% US Large Cap Stocks (top 500)

Russell 1000 Index 6.0% 17.4% 10.0% 13.3% US Large Cap Stocks (top 1000)

Russell 2000 Index 2.5% 26.2% 7.2% 12.4% US Small Cap Stocks (2000 small public companies)

Global  Equit ies

MSCI All Country World Index 6.9% 15.0% 5.1% 8.4% Combination of major global markets: United Stated, Foreign Developed, 
and Emerging Mkts

MSCI EAFE 
(Europe, Australia, Far East)

7.2% 11.7% 0.5% 5.8% Large and mid-sized companies in mature foreign markets like Japan, 
Europe, Australia, etc.

MSCI Emerging Markets 11.4% 17.2% 1.2% 0.8% Large and mid-sized companies in developing economies like  China, 
India, Brazil, Russia, South Africa, etc

MSCI Frontier Markets 8.9% 12.9% -1.7% 5.8% Large and mid-sized companies in the world's least advanced economies 
like Kuwait, Argentina, Kenya, etc

Fixed Income

Bloomberg Barclay's US 
Aggregate Bonds

0.8% 0.4% 2.7% 2.3% US Bond Market: government, corporate, and mortgage bonds

Merrill Lynch 1-10 year A or 
better

0.6% 0.0% 2.1% 1.8% High quality US bonds maturing in 10 years or less

Alternat ives

GOLD SPOT $/OZ 8.4% 1.4% -0.9% -5.6% Gold bullion

NYSE Arca Gold Miners Index 8.6% 14.7% 0.0% -13.2% Companies that mine precious metals

Crude Oil -5.8% 32.0% -20.7% -13.3% The price of a barrel of oil

Bloomberg Commodity Index -2.5% 8.3% -14.1% -9.7% Commodities like Gold, copper, natural gas, corn, etc

Dow Jones REIT Index 2.5% 5.2% 10.6% 10.3% REITs: Real Estate Investment Trusts

Alerian MLP Infrastructure Index 4.1% 31.0% -3.7% 3.6% MLPs: Energy infrastructure assets such as pipelines

Craig Goryl, CFA
Portfolio Manager 

Global Markets Commentary
Investment 
Outlook



In the 1997 film, As Good as it Gets, Jack Nicholson plays 
the role of Melvin Udall, a mean and cranky best-selling 
novelist who also suffers from obsessive-compulsive 
disorder.  In the scene from which the movie get its title, a 
visibly upset Nicholson walks through a crowded waiting 
room at his psychiatrist’s office, suddenly stops, eyes the 
patients waiting to see the doctor and says, “What if this is 
as good as it gets?”  

Last week’s release of the Conference Board’s Consumer 
Confidence Index, showed a level of optimism not seen 
since the height of the technology boom of the late 1990s.  
In fact, before that time period, one would have to look as 
far back as the late 1960s to see a reading as high. There 
have been other examples too, the NFIB Small Business 
Optimism Index for example, just registered the highest 
reading in over a decade.  Over past 12 months, we’ve 
experienced new all-time highs in equity markets, a 30% 
price recovery in crude oil, the dramatic outperformance 
of bonds with inherent credit risk compared to safe haven 
U.S. Treasury bonds, and gauges of market volatility 
consistently reading well below normal levels. So it is 
against this backdrop, after an eight-year bull-market run 
in equities and the price of credit risk priced in with levels 
of borrowing among investment-grade and high-yield 
issuing companies at levels not seen since the last peak, 
that I propose the question, is this as good as it gets?

One of the biggest drivers, if not the biggest driver, of the 
economic cycle, is the credit cycle.  The credit cycle is the 
expansion and contraction of access to credit over time.  
Some economists regard credit cycles as the main driver 
of the business cycle.    Simply put, during an expansion 
of credit, asset prices are driven higher by those with 
access to leverage.  We all remember how easy access to 
mortgage credit drove up the price of housing in the U.S. 
to an unsustainable level, eventually causing a crash when 
buyers’ funds ran dry.  Companies go through a credit 
cycle too, just in a different way.  Levels of debt on balance 
sheets at both investment-grade and high-yield bond 
issuing corporations has been on the rise.  Net-leverage 
levels (debt minus cash) are, in fact, now as high as at 
prior peaks.  A more aggressive Fed rate policy this year 
could weigh further on the late credit cycle.  As mentioned 
earlier, valuation levels appear to be high, making it a 
prudent time to lessen exposure.  

Over the past two years or so, Cabot’s fixed-income 
strategy has benefited from an overweight positioning to 
the investment-grade credit sector and even some below 
investment-grade credit exposure. Taking on this credit 
risk allowed us to carry more yield but with a substantially 
lower amount of interest-rate risk, compared to our 
benchmark, The Barclays U.S. Aggregate Index.  This 
positioning has served us very well and certainly the 
temptation to keep riding the wave, so to speak, is quite 
high.  As difficult as it may be to let go of a winning strategy 
sometimes you have to move on and prepare for what may 
lie ahead.  

Nick Burwell
Portfolio Manager 

Is this as good 
as it gets?  “ “

Fixed-Income Strategy Update

Conference Board Consumer Confidence Index (Red) 

NFID Smal l  Business Optimism Index (Black)

Yield Spread (Credit  Valuat ions)  Lower is  more expensive

Extra yield offered above U.S.  Treasuries for  Investment 

Grade (black,  r ight  axis)  High Yield (red,  left  axis) 



Over the coming weeks and months, we expect to sell 
down some of our more credit-sensitive positions.  We will 
add longer-duration (interest rate sensitive) high-quali-
ty bonds in an effort to bring our portfolios more in line 
with the Aggregate Index.  The index carries a credit rat-
ing average of AA+ and typically outperforms active bond 
managers in more rocky periods.  This is due to the mar-
ket-weighted nature of the index, primarily made up of 
U.S. government-backed bonds.  We don’t expect to stay at 
this more neutral positioning for too long. By attempting 
to get ahead of the coming wave early, we hope to take 
advantage opportunistically as other market participants 
are forced to sell into tough conditions.

IG Gross Leverage at  Record Levels ; 

Net Leverage Above 2009 Peaks

High Yield Leverage Has Ticked Lower;  Net Leverage 

Above any Pr ior  Cycle Peaks

Cabot White papers

Good Citizenship and Good Business: 
ESG Concerns for Wealth Management 
Clients.
Craig Goryl, CFA 
Portfolio Manager 

Integrating ESG 
(Environmental, Social, and 
Governance) into an investment 
process is not just for churches 
or progressive institutions 
anymore, and for a good 
reason- it works. Put simply, 
ESG factors represent real risks: Is this company at 
risk of a lawsuit for mistreating its employees or the 
environment? Are its products safe? Is the board of 
directors exercising appropriate oversight to prevent 
fraud or undue risk-taking by company management? 
These risks impact stock returns. Accordingly, 
data show companies that score poorly on an ESG 
framework tend to lag the market. Cabot uses a 
variety of tools to assess ESG risks, just as we do with 
more “traditional” stock risks like competition or 
valuation. There is no such thing as a risk-free stock; 
our job as investors is to make sure risks are properly 
discounted in the price before we buy.

Unforeseeable and Incalculable:
$2 Trillion Transportation Sector is 
Change Coming.
Robert Lutts 
President & 
Chief Investment Officer

You may have heard about the 
coming autonomous driving 
trend. What does this mean for 
the automobile industry? Which 
companies are likely to be the 
winners and the new leaders in 
this major industry change? 

It is still early in the development of this technology 
so there are no sure bets today, but there are certain 
indications that a few companies are likely to be at 
the forefront of the new technologies.  This report 
attempts to explain the coming opportunities in the 
transportation revolution.

Visit ecabot.com/resources/white-papers/



“Even though we’re 
well into 2017 and 
the April 17 tax filing 
deadline has passed, 
those with self-
employment income 
and small business 
owners may still have 
the option to manage 
their 2016 tax liability 
by simply making 
a contribution to a 
retirement plan. Even 
better, if you haven’t 
yet established a 
retirement plan, you 
still have a chance 
to create one right 
up until your tax 
filing deadline (plus 
extensions).”

Sole Proprietors and Small Business Owners

Greg Stevens, 
CFP, CRPS

Principal, Senior 
Wealth Advisor

You may still be able to decrease your 2016 tax liability.

A SEP IRA is a retirement savings vehicle designed for those with self-employment 
income as well as small business owners. The beauty of the SEP is that the plan 
itself can be established right up to the point at which you file your taxes and your 
contribution will count toward the tax year for which you are filing. For example, 
you could extend your tax filing date until October 15, 2017 and create the SEP 
prior to that filing and fund it to offset your 2016 tax liability. 

Contributions to a SEP are made on a pre-tax basis and effectively lower your 
taxable income. All contributions grow tax deferred (no taxes on dividends or 
capital gains) and are only taxed when withdrawn. Distributions made prior to 
attaining age 59.5 will be taxed and assessed an additional 10% early withdrawal 
penalty. 

Sole Proprietors may also want to consider an individual 401(k). The contribution 
limits are higher and the tax benefits work the same way as the SEP. You’ll need 
to establish the individual 401(k) by December 31 of the tax year for which you 
intend to make the contribution. Funding the 401(k) can wait until your tax filing 
deadline. 

Utilizing tax savings strategies is an important tool to helping ev-
eryone meet their long-term goals. Contact your financial advisor or 
accountant for more details about opportunities that fit your needs. 

The IRS allows you to contribute up to 20% of your NET schedule C income (your 
income after deductions for expenses and half of the self-employment tax) up to 
a maximum of $53,000 for 2016. If you have employees, you’ll need to contribute 
the same percentage on their behalf. Contributions made to employees are 
immediately 100% vested (it’s their money).

SEP IRA

How Much Can You Contribute?

Tax Benefits

Another Option



Natalie Rubel
Client Services 
Specialist

With identity theft in the news and on our minds these days, it is not hard to see why some of us 
wonder if we’re better off with paper-based banking and paper statements.  But evidence shows 
that going paperless can actually protect your personal information, for a few reasons.

Electronic statements contain the very same information as paper statements.  What it boils down 
to is you need to choose a strong password that you can remember, and do not write it down.  Keep 
your information to yourself, and don’t fall prey to scams inviting you to “Click Here” to verify 
your information or login credentials. You bank doesn’t need you to verify your information, and 
if they do, they can find a more secure way to contact you than sending an email.  And finally, 
keep your email and contact information current with Cabot and other financial institutions.  We 
need to be able to reach you to best serve you.  As always, we are here to help.

Paper vs. Paperless?
Protect your identity with paperless statements.

CONS
-  Easier to Miss Payments
-  More Passwords to Remember
-  Less Access to Previous Statements
-  Email Address Change Notification
-  Delay in Catching Credit Card Fraud

Is it time to turn off the paper?
If you’re thinking about ditching traditional paper statements, consider the pros and cons before 
you make the change:

PROS
+  Saving the Trees
+  Less Mail and Paper in Your Home
+  Perks for Online Billing Statements
+  Identity Theft Protection
+  Information Accessible Anywhere

Greater Awareness of Account Activity
People who access their accounts online check their account 4 times more often 
than those who use paper-based banking, according to Tricerion, a company that 
specializes in secure authentication and login services. That means if someone does 
steal your identity or your banking information, you’ll find out about it more quickly 
and remedy the problem earlier, translating to potentially fewer losses.

Personal Information Less Vulnerable to Theft
Online systems are more secure than your mailbox and trash bin, as they’re much 
harder to access than intercepting the mail. Electronic statements really can’t be 
accessed by anyone who doesn’t have access to your service.  And then they’ll need 
your password to access any information.

Reduced Opportunity for Data Manipulation
You can’t easily alter an online transaction at a financial company. Manipulating paper 
statement registrations and committing check fraud via “check washing” (where 
payees and amounts on checks are altered) both occur today.  In addition, electronic 
payments cannot easily be altered. They go where they’re meant to go, when they’re 
scheduled to go.  Clients may also want to consider establishing a link between their 
managed Cabot accounts to their outside bank account for withdrawals.  



March –  June 2017 |  Peabody Inst i tute Library

The Great Game 
of Business:
Book Lecture Series
Author Rob Lutts, along with 
guest panelists, will address 
several topics from his book 
and examine what separates 
winners from losers. 

Around Cabot Upcoming Events

Rules of the Game | April 20, 2017 | 4PM-6PM
Learn how investment cycles differ from company 
growth cycles and nine characteristics of great 
growth stocks.

Game Changers | May 25, 2017 | 4PM-6PM
What remarkable advancements will make a serious 
impact on the way we live? Learn which companies 
are poised for growth in the coming decade.

The Spirit to Win | June 15, 2017 | 4PM-6PM
Learn the key differentiators and critical factors 
that make America more flexible than other large, 
developed economies.  

REGISTER TODAY
Call us at (978) 745-9233 or email mikki@ecabot.com.

The Great Game of Business
Investing to Win
Why are some businesses tremendously successful 
while others seem to struggle quarter after quarter 
to achieve profitability? Read The Great Game of 
Business and find out.

We are pleased to recognize and highlight 
the newest members of the Cabot Wealth 
Management team.

Richard Moquin, EA, MST
Senior Tax Planning Advisor

Rick is the newest member of our growing 
Wealth Management team and will work 
directly with clients to optimize tax 
planning as well as develop and analyze 
solutions related to estate planning and 

estate tax issues. Rick received his bachelor of science 
degree in Business Administration from SUNY Empire 
State College and his Masters in Taxation from Taft 
University. Prior to joining Cabot, Rick was the Assistant 
Vice President and Tax Officer at Cambridge Trust 
Company. Rick has over 30 years of taxation experience 
with a heavy emphasis on tax preparation for retirement 
and investment management accounts, trusts and 
estates, private foundations and individuals and gift tax 
returns for high-net-worth individuals. Welcome to the 
team Rick!

Pedro Palandrani ‘18G
Research Intern, 
Salem State University

Pedro joined Cabot as a research intern 
and is working  directly with our chief 
investment officer, Rob Lutts, on his next 
investment book. Pedro is responsible 

for performing research on investment cycles and 
summarizing key data and his findings. Pedro is finishing 
his Master of Business Administration degree at Salem 
State University and will graduate in May 2018.

Anthony Morose ‘17
Tax Intern, 
Salem State University

Anthony joined the Cabot tax team this 
year as he prepares for graduation in 
May. Anthony is a hardworking, full-
time student at Salem State University 

and is majoring in Business Administration with a 
concentration in Accounting. Anthony feels confident 
that this internship opportunity combined with 
rigorous classwork has provided him with a wealth of 
irreplaceable knowledge and experience, both inside 
and outside of the workplace. 

Meet the Team
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NEW! 
Download the 
Cabot Wealth Mobile App
The Cabot Wealth mobile app makes it easy for 
you to connect with Cabot Wealth Management 
and monitor your accounts anytime, anywhere.

Read the latest 
news from Cabot
 
Quickly access 
important contact 
details to email, 
visit, or call your 
advisor
 
View account 
data for Schwab 
brokerage 
accounts managed 
by Cabot

Stay up to date with 
our latest insights, 
commentary
and community 
involvement by 
visiting the 
Cabot Advisor Blog!

Registration is now open for Cabot’s 28th Annual Wealth 
Management Conference on Friday, September 29, 
2017. 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 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, estate 
and retirement planning techniques, transferring wealth 
to the next generation, sustainable investing concerns, 
identity theft protection and charitable giving strategies. 

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.

28th Annual 
Wealth Management Conference

To pre-register for this year’s conference, con-
tact (978) 745-9233 or email mikki@eCabot.com. 
If you need assistance with booking hotel ac-
commodations for your stay, please contact your 
wealth advisor directly. 

Pre-Registration Now Open to Clients 


