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Dear Friends,                                                                                                    January 2021
The year 2020 has been difficult as we had to adjust to lives of 
isolation and social distancing. Unfortunately, it has been devastating 
for those who lost loved ones to the pandemic health crisis. We 
must all be mindful of the large human loss suffered by so many 
in our world this year.  2020 created two economic worlds: one 
booming and one crashing.  Never has our economy experienced 
such good and bad at the same time. Some companies, many in our 
portfolios (ecommerce, software, communications), experienced a 
sharp increase in growth that might have taken three to five years to 
experience under normal circumstances. Many people are having a 
hard time comprehending how markets can perform so well amidst 
the self-imposed recession, economic downturn, and a large loss of life.  
The answer is a simple one: Extraordinary Government Support. Our economy experienced 
government support programs that actually boosted personal incomes $1.03 trillion 
higher from March of 2020 - November of 2020, compared to the same period in 2019.1  
This meant we saw incomes rise for our economy by approximately 8% during 2020.  
Furthermore, at the same time, we saw the lockdown of our economy cause a very sharp 
decline in household spending. Spending was reduced by more than $535 billion from 
March to November of 2020 compared to 2019 periods.  Spending in our economy declined 
approximately 8%.  The net result of all this massive change was an increase in American 
personal savings of $1.56 Trillion.  In fact, in April 2020 personal savings spiked to a 
high of 33%, its highest level of record dating back to 1959.  It has since leveled off to an 
amazing high rate of approximately 12%.  The bottom line to all of these changes is that 
our economic situation (for much of our economy) was positive since much of this savings 
has found its way into financial markets. Unfortunately, this is not an equitable economic 
situation for all in our economy.  The lower income segments of our economy are hurting 
quite a bit (unemployment, mortgage defaults and business failures) however, this is being 
offset by some positive developments for many segments of our economy.  The lesson for 
us as investors – never believe you understand exactly what will happen in our economy.  
If 2020 teaches us one important lesson it is to: Expect our economy to be unpredictable.   
In 2021 we do expect more volatility.  In fact, we would not be surprised to see some 
healthy stock market rotation and a normal 5-7% or more correction (decline) in the 
coming months.  We will work to manage risks appropriately and help navigate the coming 
uncertainties.  There are many reasons to be positive regarding 2021 and there are many 
reasons to be fearful. We will work to keep both these factors in mind and in balance.
Thank you for your continued confidence. We are honored to watch over and help you 
manage your family’s wealth.

1Irwin, Neil and Weiyi Cai. “Why Markets Boomed in a Year of Human Misery.” The 
New York Times, 1 Jan 202, p. B5. 
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The year 2020 served as a stark reminder of how unpredictable the world can be. Coronavirus was not on 
investors’ radar a year ago. Even with perfect knowledge of the havoc it would cause - millions of deaths 
globally, overwhelmed hospitals, business shutdowns, a jump in unemployment from 3.5% to 14.8% of 
the US workforce - you probably never would have guessed that equity markets around the world would 
be up by year end!

An old investing axiom – the economy is not the market – was on full display in 2020. The extreme 
divergence between the two was one of the defining characteristics of 2020 for investors. It is worth 
reviewing some of the key reasons for this dichotomy:

The market is forward looking. It viewed the pandemic as a temporary phenomenon that would not 
hurt the long-term earnings prospects (and therefore market values) of large corporations….especially 
as the world marshalled vast scientific resources to produce solutions in record time.

In the case of some large technology companies that enable digital communication, ecommerce, 
and remote work, the pandemic actually helped businesses. These same companies represent a huge 
portion of the S&P 500 and powered the market higher.

2020 Review of Global Equity Markets

Craig Goryl, 
CFA®

Portfolio Manager
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Return DESCRIPTION (What does this Index represent?)

US EQUITIES

Dow Jones Industrial Average 10.7% 9.7% 9.9% 14.6% US Large Cap Stocks (30 select large US corporations)

S&P 500 Index 12.1% 18.4% 14.2% 15.2% US Large Cap Stocks (Largest 500)

Russell 1000 Index 13.7% 21.0% 14.8% 15.6% US Large Cap Stocks (Largest 1000)

Russell 2000 Index 31.4% 19.9% 10.2% 13.2% US Small Cap Stocks (2000 small public companies)

GLOBAL EQUITIES

MSCI All Country World Index 14.7% 16.3% 10.1% 12.3% Combination of major global markets: United States, Foreign 
Developed, and Emerging Markets

MSCI EAFE 
(Europe, Australia, Far East) 16.0% 7.8% 4.3% 7.4% Large and mid-sized companies in mature foreign markets like Japan, 

Europe, Australia, etc.

MSCI Emerging Markets 19.7% 18.3% 6.2% 12.8% Large and mid-sized companies in developing economies like China, 
India, Brazil, Russia, South Africa, etc.

MSCI Frontier Markets 11.2% 1.4% 0.0% 6.2% 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 0.4% 5.6% 4.4% 3.5% US Bond Market: government, corporate, and mortgage bonds

Bloomberg Barclay’s 
US Aggregate Bonds 0.7% 7.5% 5.3% 4.4% US Bond Market: government, corporate, and mortgage bonds

Bloomberg Barclay’s
US High Yield 6.5% 7.1% 6.2% 8.6% Higher risk, higher yield "junk" bonds

“ALTERNATIVE” ASSETS

GOLD, Dollars/Oz. 0.7% 25.1% 13.4% 12.3% Gold bullion

NYSE Arca Gold Miners Index -7.4% 24.1% 17.2% 22.8% Companies that mine precious metals

Crude Oil, Dollars/Barrel 20.6% -20.5% -7.0% 5.5% The price of a barrel of oil

Bloomberg Commodity Index 10.2% -3.5% -4.0% -0.1% Commodities like Gold, Copper, Natural Gas, Corn, etc.

Dow Jones REIT Index 8.3% -4.8% 5.5% 6.8% An index of Real Estate Investment Trusts

Alerian MLP Infrastructure 
Index 32.7% -31.7% -13.8% -7.1% MLPs: Energy infrastructure assets such as pipelines

ASSET CLASS UPDATE
(4th Quarter = 9/30/20 to 12/31/20; 1 Year Return = 12/31/19 to 12/31/20)
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NEW WHITE PAPER

In a new Cabot white paper, Senior Portfolio Manager Craig Goryl examines two distinct styles 
of investing: Growth and Value. Like a pendulum, these styles have gone in and out of favor over 
time. He explains the basis for each style and the tug-of-war going on between the two camps 
today.

"For years, value investing beat the market. Many academic studies and 
funds are based on it. Now, compared to growth investing, value has failed 
for more than a decade. Value practitioners are calling for a comeback, 
while others are calling it “dead.” This argument has spilled from wonky 
investment committee meetings onto financial TV shows and the popular 
press. We look at some history and examine arguments on both sides."

Massive government stimulus in the form of direct checks to citizens, extra unemployment benefits, 
rent and mortgage deferments, emergency business bailouts and lending, ultralow interest rates, 
and money printing all helped buoy consumers and businesses through lockdowns.

An increase in moneys supply boosted the price of all assets, including stocks and bonds.
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Check out our latest white paper: Growth vs. Value by Craig Goryl on our website at:
https://www.ecabot.com/cabot-white-papers
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One result of COVID-depressed corporate earnings combined with strong equity returns is that today 
stocks look expensive. However, recovery in demand for travel, entertainment, and restaurants promises 
to be sharp, as long as the vaccines restore freedom of movement. A year of pandemic has made 
companies lean and efficient, so earnings should rebound sharply amidst higher demand. Those things 
provide reason for much needed optimism as we look forward to 2021.



The Year Ahead
Central Bank Policies, The Labor Market, and Inflation

The human suffering and economic despair that took hold over the past nine months is difficult to reconcile 
against the financial markets and ever-rising asset prices. Although fiscal stimulus and a ballooning savings 
rate have contributed to the market boom, it is central bank policies leading the charge. Rock-bottom 
interest rates have injected liquidity into the economy, reduced the cost of capital for corporations, and 
helped finance enormous government deficits. Low rates have been a leading contributor to the rise in 
financial assets through the end of 2020 and the central bank policy will remain in focus for many years 
to come. 
For the time being, open market prices for fixed-income assets are less determined by the natural forces of 
supply and demand, but more a function of the power of the federal reserve to set low rates and purchase 
bonds in the open market. The Federal Reserve, Bank of Japan, and the European Central Bank have each 
expanded their balance sheets by close to $8 Trillion in 2020.  As we position fixed-income portfolios and 
envision the path(s) forward, it is important to focus on the economic realities that drive these policies. 
Guidance on these future policies, although vague, can be broken down into two broader categories: 
Employment and Inflation. To quote Fed Chairman Powell on the appropriateness of their current policy 
stance, “The Committee seeks to achieve maximum employment and…..will aim to achieve inflation 
moderately above 2 percent for some time.”1 In short, the faster we get to a place in which those who want 
a job are back to work, the faster we can expect the Fed to raise interest rates. Additionally, the bank is 
prepared to let inflation rise above their longer-term 2% target to facilitate an economic recovery, a sign 
that the bank is more concerned with accommodation (low rates) than combating runaway inflation with 
rate hikes.

 Employment

The labor markets face a long road ahead to return to pre-covid levels. The initial shock from the 
economic shutdown was so severe it pulled the unemployment rate from record lows to a peak of 
14.8% in less than a month. More recently, December payroll data showed the ongoing fragility of 
the current labor market. For the first time since April the economy failed to regain jobs. The net loss 
of 140,000 jobs was overwhelmingly driven by restaurant and bars that cut 372,000 jobs alone as 
they were forced to respond to a surge in virus cases amid colder weather. These vulnerable pockets 
of the economy, precluded from remote working, are largely at the mercy of the virus. A successful 
roll out of a vaccine will influence the path forward for businesses operating well below capacity. 
Additionally, The Bureau of Labor Statistics estimates the amount of people not counted in the labor 
force who currently want a job is 7.3 million. This cohort has fallen out of the labor force because 
they have mostly given up on their search for a job. Add that figure to the 10.7 million people already 
accounted for as unemployed and you get a clearer picture of the difficult path forward toward full 
employment. 

   Inflation

With respect to inflation, expect politics and fiscal policy to play a central role. Now, with the clarity 
of full Democratic control after the Georgia run-off elections, we can expect government spending 
to be a few notches higher than previously thought. Interest rates jumped higher on this news despite 
a simultaneous attack on the Capitol Building. The effectiveness of government spending will be 
important. Policies that facilitate productive spending and employment are positive for an economic 
recovery. Policies that simply add currency into circulation will produce unnecessary inflation and 
force the central bank to balance-rising inflation amid a struggling economy. 

The year 2020 taught us that no one can predict the future. That is a lesson to take into the new year as 
the path forward is riddled with uncertainty amid new policies, inflation, employment, the economy, 
geopolitics, and more. A responsible investor in any market should prepare accordingly with a thoughtful, 
personalized, and risk-oriented approach to investing for the long term.   

1“Federal Reserve issues FOMC Statement.” Board of Governors of the Federal Reserve System, 16 Sept. 2020, https://www.federalreserve.
gov/newsevents/pressreleases/monetary20200916a.htm. Press release.

Pat Creahan
Portfolio Manager



United States Economy - A Highly Resilient, 
Adaptable, Creative, and Innovative Economy
Why? Free Markets, Capital Markets, Legal System, Educational System, 
Entrepreneurs who Drive Ideas, Culture of Growth and Progress
The events of 2020 were a massive test to any economic system.  I believe our economy was better able 
to manage the 2020 health crisis than most in large part due to the ecosystem described above.   I am 
amazed how quickly the leaders of our most important institutions (banks, manufacturers, innovation digital 
oriented companies, and many more) figured out the new system and designed new approaches to develop 
the best possible outcome.  Our country is full of very smart people, many who have risen to lead dynamic 
companies and organizations.  These leaders are not afraid to face a new and unproven situation and they 
do their best when adjusting to the new realities.  In my hometown, Salem, we have seen some restaurants 
do an amazing job at adjusting to a new take-out reality, thus enabling them to preserve a good part of their 
business.   Nearly all businesses, including our own, had to figure out new ways to stay in close contact with 
you and make sure we were meeting your specific needs.

2021 will likely be just as unusual as 2020.  We will see productivity, inflation, and profit expansions 
that will be dramatic. We do expect a massive rise in productivity and accordingly a sizeable increase in 
profitability of many industries.  2020 forced all companies to rationalize their processes and become more 
efficient therefore, we could see a massive boost in profitability in many companies. This behavior will stay 
with us for some time.  Today, markets are “pricing in” some very positive developments for 2021. We must 
not become too complacent that we expect to simply sail right thought 2021 and 2022 without any troubles.  
Expect volatility and the unexpected.  We will continue to focus on quality companies and investments for 
our portfolios.  Today, we are having no trouble finding good investments and we feel confident that many 
of these investments are now significantly undervalued.  We believe these quality investments will carry us 
through the coming period of volatility.

Note: Many ideas in this article are further explained in the book written by Rob Lutts in 2018 entitled                                                     
“Winding the Stem – Entrepreneurs, Innovation, and Wealth Creation”. (See Chapter 23, Page 123.)  

Culture of Adaptability – A unique aspect of our economy is the special ability of entrepreneurs and leaders to 
remain flexible and adaptable to change.  Why is this so?  I believe it is simply part of our very healthy competitive 
forces of capitalism that are instilled in our students at a very young age. I love the fact that our citizens are the 
beneficiaries of the amazingly competitive environment in business today.  You have all seen the restaurant or 
retail store that stops paying attention to the customer and provides a less than acceptable experience.  It only takes 
several months of this to put a “nail in the coffin” of their business.  We have such a large choice among so many 
businesses that we must continue to earn these customers loyalty every day.  Our capitalistic system has trained our 
business leaders to be adaptable and willing to change in order to survive.  Our system is very different from the old 
mature governing systems in Europe – like France, the United Kingdom and the command-and-control economy 
of China or Russia.  Those economies are simply not built for adaptability, rather they are built for compliance and 
intentionally avoid or minimize innovation in their economies.

Entrepreneurs and Risk Takers -   This is probably the most important aspect of our dynamic economy.  Our 
economy is rich with many leaders willing to risk it all on a new idea or service.  Students in the U.S. all know the 
Steve Jobs Apple story, the Bill Gates Microsoft story and now the Elon Musk Tesla story.  We have thousands 
of aspiring new, young, ambitious students who are entering the workforce yearly with the notion that they too 
can become Steve Jobs or Elon Musk.  This is the fire that ignites innovation in our economy.  Ferdinand Foch 
said, “The most powerful weapon on earth is the human soul on fire”.  The passion and drive to succeed, innovate, 
and ultimately achieve financial success, is the runway these students are driving on.  Many, of course, will fail or 
only achieve marginal success.  However, those that do hit the mark are helping our economy become amazingly 
adaptable, innovative, and flexible.  

Rob Lutts
President, CIO

https://www.amazon.com/Winding-Stem-Entrepreneurs-Innovation-Creation-ebook/dp/B07NLHJ2LD/ref=sr_1_1?keywords=winding+the+stem+robert+t+lutts&qid=1580499561&sr=8-1


Early 2021 Tax Planning
With the Presidential, House, and Senate elections wrapped up, we now have certainty about who will 
be leading our country for the next couple of years.  What is still very uncertain though, are the potential 
changes to the tax laws that might be coming later this year.

President-elect Joe Biden has mentioned several things that he would like to change.  Even with a Democratic 
majority in both the House and Senate I expect there will be long negotiations and a tug-of-war on many 
issues.  If tax laws change, they would be effective the beginning of 2022 and therefore, we would have the 
remainder of 2021 to plan for them.

Since we do not have any details, it is too early to start a deep dive into tax planning for 2021.  However, 
we can keep track of a few things that have the highest probability of happening:

It will be interesting to see what happens during the year.  For now, it seems like taxpayers with incomes 
below $400,000 are not likely to see significant changes.

As part of the Coronavirus CARES Act, 2020 required minimum distributions (RMDs) were waived and 
the tax filing date was extended to July 15th.  Will we see those things again in 2021?  With the financial 
markets recovering strongly after the turmoil in March, I do not believe we will see an RMD waiver for 
2021.  There have not been many rumblings about an extended filing date either.  There is always a slim 
chance that the Biden administration could show a soft side towards taxpayers but that depends on how the 
pandemic plays out the next couple of months.

RMD
Required Minimum Distribution

A few of the tax increases may begin at the $400,000 income level.

A higher capital-gains tax rate might take place at income levels above $1,000,000.

The value of deductions might be capped at a marginal tax benefit of 28%.

The state and local tax (SALT) deduction cap may be increased or rescinded. 

The federal estate tax exemption may be reduced.

Tom Vautin 
CPA, CFA, CFP 
Sr. Financial Planner, 
Portfolio Manager



Online Security Tips
Have You Ever Googled Yourself?

We search the internet countless times a day for 
several reasons.  Travel information, restaurants, 
news, politics, recipes, sports, and directions are 
just some of the popular searches.  You name it, 
you can find it online.

How many of you have ever taken the time to 
search yourself?  Go ahead.  Enter your first and 
last name and click search.  Are you surprised at 
what shows up?  Some of you may see photos, 
your company, social media profiles, organizations 
that you are a part of, apps that you created an 
account with ten plus years ago, phone numbers, 
and addresses.  Not surprised yet?  Add your town 
after your name and click search again.  Do you see social media contacts, your age, previous addresses, 
relatives, your maiden name?

The intent of this is not to alarm you, it is to inform you.  Once you are informed, you can make intelligent 
decisions to help with your own personal security.  

Inadvertently, one of the biggest areas that people share more information than they should is through 
social media. Review your social media account settings to verify you are privately sharing your 
information with only family and friends. Be careful about what you share and with whom.  Consider 
removing information which you would not want displayed across the internet for all to see.

Social media is fun.  It allows us to connect with the family and friends we do not see every day.  In 
a COVID-19 world it gives us an easy way to stay in touch.  Without realizing it, you may be sharing 
more information than you bargained for.  Even if your settings are already set to only share with friends, 
how well do you know the hundreds of friends you are linked to?  You may have gone to high school 
with someone 30 years ago, but have you seen them since?  Do you trust they are handling the security 
of their accounts with enough vigor that if their password is breeched, they will not expose your posted 
information to criminals?

Consider for a moment what you have chosen for passwords or even for your home alarm security code.  
Do you have a spouse or child’s name in that password?  Perhaps their date of birth?  A simple view of a 
social media account could tell any number of individuals who your family is, their date of birth, your date 
of birth, and even your mother’s maiden name. 

Have you ever been away on vacation and shared on social media the amazing sights you are seeing?  You 
have now inadvertently announced that your home is unattended.  

If you take one tip away from this article, please take a moment to review the settings on your accounts 
and in your apps. If you do not need to make something public, remove it.  If you do not need to allow 
access, remove it.  

There is a lot more public information out there than any of us would like.  Some of it you cannot control.  
That which you can, you should.

Sonia Ernst
Manager of 

Trading & 
Operations
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Around Cabot
Bo Tang joins the Cabot Team

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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Stemwinder
What is a stemwinder?

We are pleased to welcome Bo Tang to the Cabot team 
as a Research Analyst. He works with the Investment 
Management team to research investments for Cabot’s 
Growth and Income strategies. 

Before joining Cabot 
in 2020, Bo previously 
held positions in 
trading and operations 
at Fidelity Investments 
and State Street Global 
Advisors. Bo is a 
member of the Boston 
Security Analysts 
Society (BSAS) and a 
CFA® Charterholder. 

He attended Carnegie 
Mellon University for 
his undergraduate degree and Boston University for his 
MBA. Bo enjoys spending time with his family and is 
an avid motorsports enthusiast. 

Excerpts from Rob's book: "Winding the 
Stem: Entrepreneurs, Innovation and 
Wealth Creation" (Chapter 15, pg 81-102)
(Available on Amazon.com)

shoppers feel welcome with a simple, "Hello, welcome to Wal-Mart." This greeting set the whole tone for all of Wal-Mart. 
I highly recommend reading Sam's autobiography, Sam Walton: Made in America. I still believe I learned more about 
leadership and management reading it than I did reading many of my management theory books at Babson College. Sam 
Watson is the pure example of a stemwinder and may go down as one of the best and most capable business leaders of all 
time. You can read more about Sam and these other great stemwinders below in my book Winding the Stem.

What is a stemwinder? He or she is the leader of the 
business; it is the leader's key job to "wind the stem" or 
momentum of the company on a regular basis to keep the 
company moving toward its goal. (The term "stemwinder" 
refers to the stems of wind-up toys popular many years ago, 
before battery-powered toys became popular.) The best 
CEO stemwinders know what the business needs and work 
diligently on that part of the business just when it needs 
it and have the vision to see a market opportunity before 
others. Here are a few of my favorite stemwinder CEOs in 
American business:

• Sam Walton, Founder and Stemwinder of Wal-Mart, 
Inc. : I believe Sam Walton may go down as one of the 
top stemwinders of all time. His simple philosophy of 
how to grow a retail business was the key to his success. 
He had two basic beliefs - low prices and great service. 
He installed greeters at each of his stores and made all

• Ray Kroc, Stemwinder at McDonald's Corp.
• Joe Wilson, Stemwinder and Management of Haloid/

Xerox, Corp.
• Wayne Huzienga, the Billionaire Trash Man!
• Steve Jobs of Apple: One of America's Most Talented 

CEOs
• Jeff Bezos of Amazon
• Bill Gates of Microsoft, Inc.
• Elon Musk, CEO of Tesla Inc., SolarCity Inc. and SpaceX
• Katharine Graham of the Washington Post

http://www.eCabot.com
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