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Dear Friends,

As we enter our 10th year of economic expansion, the chorus 
grows among experts and analysts on Wall Street that we will 
eventually, “Enter a recession and stock prices will surely 
enter a bear market”.  All this correction and bear talk is quite 
good for the markets. Markets usually do what they have to do, 
to keep most people “off kilter”.  Today, investors are not very 
happy because earnings are slowing, the economy is slowing, 
and valuations are a bit higher than normal. However, the 
competition for stocks today is very weak – yields on Treasury 
securities and even corporate bonds are not very attractive at 
all. As long as interest rates stay in an accommodative position, 
I believe stocks will continue their bullish run.  What is going 
well in our economy today that is not fully priced into the markets?

       Trade conflict between the US and China could eventually be resolved favorably.  
This may take some time. Both countries need each other badly and I believe we will 
eventually reach a compromise and avoid further tariffs.

     Productivity in our economy is ramping up nicely.  Today my favorite sector of 
the economy is the digital transformation sector, which is essentially “smart” A.I. 
software that is helping businesses take costs out of the income statement.  I believe 
companies' profits are elevated as our ability to cut costs continues to rise. Earning 
could continue to remain robust.

   Investor psychology is very muted today. How do we know this? Investors 
continue to pull money out of equity funds on a regular basis.  They are missing 
the party and they continue to exit stage left.  This is again a good sign.  Before 
the bull market is over, investors will be throwing money at this market.

     Finally, bull markets usually follow a traditional 
script.  They are born on skepticism, they growth on 
enthusiasm and they die on pure speculation.  I believe 
we have not even entered the speculation phase 
yet.  Older investors will remember the 1995‑1999 
time period as the last real speculative phase in the 
markets.  I doubt we get to that level of speculation 
on this cycle; however, we are still very far away from 
that investor psychology condition.

I do want to remind you that we could have a healthy adjustment in stock prices at 
any time.  We usually have 5-10 percent pullbacks at least once a year.  We are due 
for one of these soon.  Further, I do feel we will have a bear market correction at 
some point in the coming 2-3 years.  This is quite normal, and we should expect it. 
Remain optimistic short-term, but, remain realistic long-term.  Enjoy the summer 
of 2019. 

Thank you for your continued confidence in our ability to watch over your family’s 
finances.
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US EQUITIES

Dow Jones Industrial Average 3.2% 15.4% 13.6% 16.8% 12.3% US Large Cap Stocks (30 select large US corporations)

S&P 500 Index 4.3% 18.5% 14.2% 14.2% 10.7% US Large Cap Stocks (Largest 500)

Russell 1000 Index 4.2% 18.8% 13.9% 14.2% 10.4% US Large Cap Stocks (Largest 1000)

Russell 2000 Index 2.1% 17.0% 4.1% 12.3% 7.1% US Small Cap Stocks (2000 small public companies)

GLOBAL EQUITIES

MSCI All Country World Index 3.6% 16.2% 6.3% 11.6% 6.2% Combination of major global markets: United States, Foreign 
Developed, and Emerging Markets

MSCI EAFE 
(Europe, Australia, Far East) 3.7% 14.0% -0.2% 9.1% 2.2% Large and mid-sized companies in mature foreign markets like Japan, 

Europe, Australia, etc.

MSCI Emerging Markets 0.6% 10.6% -6.8% 10.7% 2.5% Large and mid-sized companies in developing economies like China, 
India, Brazil, Russia, South Africa, etc.

MSCI Frontier Markets 4.7% 11.9% -11.0% 8.4% -0.8% 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 2.4% 4.7% 6.8% 2.0% 2.5% US Bond Market: government, corporate, and mortgage bonds

Bloomberg Barclay’s 
US Aggregate Bonds 3.1% 6.1% 7.7% 2.3% 2.9% US Bond Market: government, corporate, and mortgage bonds

Bloomberg Barclay’s
US High Yield 2.5% 9.9% 8.6% 7.5% 4.7% Higher risk, higher yield "junk" bonds

“ALTERNATIVE” ASSETS

GOLD, Dollars/Oz. 9.1% 9.9% 6.4% 2.2% 1.2% Gold bullion

NYSE Arca Gold Miners Index 14.6% 22.2% 18.5% -1.3% 0.7% Companies that mine precious metals

Crude Oil, Dollars/Barrel -2.8% 28.8% -10.0% 6.6% -11.1% The price of a barrel of oil

Bloomberg Commodity Index -1.8% 3.8% -8.9% -3.6% -10.0% Commodities like Gold, copper, natural gas, corn, etc.

Dow Jones REIT Index 1.9% 19.4% 22.7% 5.9% 8.9% An index of Real Estate Investment Trusts

Alerian MLP Infrastructure 
Index 0.2% 17.7% 17.1% -0.5% -6.5% MLPs: Energy infrastructure assets such as pipelines

ASSET CLASS UPDATE

Correction? What correction? 

Equity markets around the world plowed ahead in the 2nd quarter, putting last year’s very difficult 
4th quarter finish further into the rearview mirror. In fact, as you can see from the accompanying 
table, nearly all investible assets have had a good run this year: stocks, bonds, and commodities 
are all up significantly. 

What is driving markets? 

It is NOT economic data, which has weakened globally, including in the US. It is NOT positive 
comments from CEOs, as earnings estimates for 2019 have fallen, not risen. It is probably NOT 
relief on trade skirmishes, which have shown no progress amidst various fits and starts. By process 
of elimination, the driver of returns across equities, bonds, and commodities this year seems to 
be an expectation that the Fed will cut short-term interest rates in July, by at least a quarter of a 
percentage point, and maybe as much as half a percentage point.

With low inflation and sluggish economic growth, the Fed certainly has justification for injecting 
some monetary stimulus here. But market participants are understandably wary… we’d prefer to 
see equities rise due to strong results from companies, rather than a Fed rescue effort. 

We’ll be looking for better fundamentals in the second half of the year.   

(2nd Quarter = 3/31/19 to 6/30/19; YTD = 12/31/18 to 6/30/19; 1 Year Return = 6/30/18 to 6/30/19)
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ESG Corner

Environmental

Governance

Social

As a regular feature, we’ll be highlighting aspects of ESG investing, an approach 
that takes into account risks relating to Environmental, Social, and Governance 
factors. It is important to note that ESG is not about personal or political values, 
but rather about considering risks that have historically been overlooked and that 
empirical evidence says either improves returns or (more commonly) reduces risk 
in a portfolio. We’ll start with my favorite subcategory in Governance: management 
compensation.

News tends to slow down in the summer, and that makes it my favorite season 
to read proxy filings (What, doesn’t everyone?)! US companies must issue this 
document every year-- Form DEF14A, for us SEC wonks-- that includes proposals 
up for shareholder votes, changes to the board of directors, and information on 
how management is compensated. 

I like to operate under the cynical assumption that CEOs are “coin-operated”: 
they’ll do what they are paid to do, usually via the shortest route possible. Are they 
incentivized on sales growth? Expect acquisitions! How about if the board sets a 
target of “adjusted Earnings Per Share”? Expect a lot of normal costs to be adjusted 
out! Short-term stock performance? Do not expect that CEO to reinvest a penny of 
this quarter’s profits into longer-term growth initiatives that could pay off in a few 
years. Even with a very capable CEO, the wrong incentives create higher risk for 
shareholders.    

Check out our latest white paper 
"Scratching a Niche: Uncovering 
Beauty in Unique, Specialized 
Businesses" 
by Craig Goryl 
on our website at:
www.eCabot.com

NEW WHITE PAPER

https://www.ecabot.com/cabot-white-papers
https://www.ecabot.com/cabot-white-papers
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The chart above shows the stock market movements from 2008 to 2019.  All the periods of time in blue-highlighted 
area,      are those in which the correction was between 5-10%.  As you can see, this happens just about once every 
year or so. The red-highlighted        period means a more than 20% decline.

In the chart above you will note that since 2009 we have generally had up markets punctuated by periodic sharp 
down periods – these we call corrections.  Technically, when a correction exceeds 20%, we then call it a bearish 
phase or a bear market.  Note the 2008-2009 bearish phase when the stock market dropped 56.8% in less than 18 
months.  This was not a fun period to be invested.  But in usual resilient fashion – stock prices rallied sharply in 2009-
2011, and recovered much of that loss very quickly. 

Corrections or price setbacks are a very normal part of how markets function.  We have not had a bear market 
correction (greater than 20%) since 2009. The 4th quarter of 2018 did get very close (in fact, it was down 19.8%) to 
a bear market.  I am fairly confident that we will have another 20% correction at some point in the next 2-3 years.  
What will be the catalysts? There is no way to know at this point what will create the bearish phase – it could be a 
recession, it could be an interest-rate shock, it could be a war, or perceived threatened war, or it could just be a period 
of extraordinary volatility. Prepare yourself today for that volatility.  How do you do that?  You make sure you have 
the right mix of asset allocation:  real estate, bonds, stocks and other investments.  When you are well diversified it 
is much more comfortable going through those bearish phases.  In the midst of all this volatility, many US companies 
like Alphabet (Google), Netflix, Adobe, Salesforce.com, and many others, are creating great value for shareholders 
regardless of the ups and downs of the market as a whole.  Thus, we prefer at Cabot to focus on the successful 
entrepreneurs in our society who are innovating and creating new wealth from their innovative services.  Longer 
term, stock markets are generally building value – shorter term, anything can occur – brace yourself for that reality!

Stock market prices on any given day are a function of the collective information known by 
millions of investors globally.  Specifically, changing global economies, corporate earnings, 
interest rates, and geopolitical issues are all changing for the better or worse daily. These 
factors and many more are considered and weighed by all investors, and this mass of investors 
(institutional and individual investors both) decide what the price of a given security should 
be on any given day.  Thus, we have up days and down days, or up months and down months, 
or up years and down years. This has been the case since stock markets were established.   

Since investors are emotional humans (like you and me), the collective emotional factor of society 
is reflected in changing stock prices.  Some like to call it “investor psychology” and/or “investor 
enthusiasm”.  It is either rising or falling at any given time.  Thus, stock prices, too, are either 
rising or falling as well.

Source: Yardani Research

Stock Market Prices Fluctuate - Expect it!



What is a Roth IRA Conversion?

A Roth IRA Conversion is a reportable movement of 
assets from a Traditional, SEP, or SIMPLE IRA to a Roth 
IRA, which is a taxable event. A Roth IRA conversion 
can be advantageous for individuals with large 
traditional IRA accounts who expect their future tax 
bills to stay at the same level or grow at the time they 
plan to start withdrawing from their tax-advantaged 
account, as a Roth IRA allows for tax-free withdrawals 
of qualified distributions. 

(Source: www.Investopedia.com)

Roth Conversion Strategies

Contact your Cabot 
Wealth Advisor today 

with questions or to refer 
our wealth management 

services. (800-888-6468)



There are many reasons why advisors utilize Roth conversions to bolster a client’s success in 
retirement, so it is important to have a general understanding of the mechanics involved, why 
you would want to complete a conversion, and what types of market conditions help to optimize 
the strategy.  Unlike a Traditional IRA account, there are income limitations that prevent single 
tax filers from contributing if MAGI (Modified Adjusted Gross Income) is over $137,000; married 
filing jointly $203,000.  This can make it difficult for high income earners to accumulate significant 
ROTH balances, which can then be distributed tax-free during retirement.  As a reminder, ROTH 
contributions are made with post-tax dollars and distributions that occur after age 59½ are 
penalty-and income-tax free. Furthermore, there are no required minimum distributions at the 
age of 70½.  Two ways high earners can make Roth contributions are:

Matt Heath
Wealth Advisor

Contributing to a Roth 401(k) account

Completing what is often referred to as a “backdoor Roth IRA”

It is worth mentioning that unlike the Roth IRA, the Roth 401(k) has no income limit, so high 
earners can take full advantage.  The “backdoor Roth IRA” allows people to circumvent the 
income limitations by making a standard non-deductible Traditional IRA contribution, and then 
converting the amount the following year into a Roth.  Converting 
these dollars means that the funds are treated as ordinary income 
to the account holder in the year the transaction occurs.  After the 
conversion, the funds are inside the Roth and can grow tax free 
for an indefinite amount of time.   Remember that there are no 
required minimum distributions from a Roth account, and as long 
as the individual has earned income, they can continue to make 
contributions.   Individuals’ tax circumstances are unique, but 
there are a few general concepts that can help clients determine 
if this is right for them. Consult with your tax advisor and find out 
if there is any room left in your marginal tax bracket to take on 
more income.  For example, you may be able to take an additional 
$10,000 in your current bracket, so converting that amount to the 
Roth may make sense.  That said, you must be aware not to create so much income from the 
conversion that it launches you into a higher bracket.  Another good strategy is to be aggressive 
with conversions when there is a significant downturn in the market.  If your investment account 
is down 30% and you convert, you will be taxed on the reduced value.  However, once the funds 
are in the Roth they can grow back and reach new highs income tax-free.  Again, it is critical 
to consult with your tax advisor or financial planner before implementing these strategies.  




https://www.investopedia.com/terms/i/iraconversion.asp
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New technologies like Robotics and Automation 
services were exhibited at the Goldman Sachs 
Technology Conference in Hong Kong (May 2019).

Hong Kong and Shenzhen, China Trip
In May, I attended a Goldman Sachs Technology Conference in Hong Kong which highlighted 
many new and upcoming technologies like autonomous driving, LED technology, electric 
vehicles, and new data management and artificial intelligence technologies. I was surprised at 
the number of private companies today engaged in autonomous driving vehicles on the road tests 
in China. There is a great deal of capital (mostly private) chasing this new and upcoming industry.   
Many at the conference believed there would be real 
autonomous vehicles on the public road sometime in 
the next two to three years.  

I also spent time interviewing a number of leading 
technology companies – I was particularly impressed 
with one company called Universal Display Corp. 
(OLED), that is the leader in Light Emitting Diode 
technology (LEDs).  This technology is extensively 
patented by the company and allows small handheld 
screens and larger TV and portable screens to have 
ultra-high-quality color images.  We believe this 
company is very well positioned in a dynamic part of 
the technology market for the coming decade, and we 
will soon expand their business dramatically.  I was 
very pleased to meet Sidney Rosenblatt, one of the 
founders and the CFO.  Sidney gave me a fascinating 
history of the company’s founding 20 years ago and 
how they developed the incredible moat in this unique 
technology.  Universal Display has 300 employees, and 
of those employees more than 190 hold PhD degrees, 
thus the workforce is highly skilled. This company 
is based in New Jersey, but since they are a global 
company and sell all over the world, they were happy 
to present at the Hong Kong conference.

I also traveled to Shenzhen, China via subway from Hong Kong, and thus spent time with the 
citizens of Hong Kong on the subway for 2-3 hours.  It was an easy and inexpensive way to travel 

there.  

The main reason for my visit to Shenzhen was to 
visit the leading company in the genomics space-BGI 
Genomics (300676 CH).  I was impressed with the 
young workforce in this scientific company – I saw very 
few employees over the age of 35. Most lab workers 
were graduates of leading universities and were skilled 
in chemistry, biology and genomics.  I was told that 
in Shenzhen more than 95 percent of all pregnant 
women participate in the genomic tests to learn about 
the link between disease and the genomic data.  Since 
the government has complete control over the health 
care system in China, they are using this data to build 
knowledge data bases to fuel gene disease links.  

I believe the health care we will experience in the 
coming 5-10 years will change dramatically – BGI 
Genomics and U.S.-based Illumina (ILMN) are leading 
the developments and discoveries.  As computer 
power grows in ability at an exponential pace, we will 
encounter new breakthroughs very soon.

Electric bikes are used to deliver food and 
many other services in Shenzhen, China. These 
workers are getting their orders for the day.



Congratulations to Shannon Murphy, our 2019 Cabot Scholarship recipient. This award is given yearly to a deserving 
high school senior in the Salem school system who displays an interest in pursuing a future in finance. 

Shannon’s interest in cultural diversity grew after a trip to Spain. She plans to study International Business in order to 
understand the conflicts of cross-cultural communications more clearly. Shannon stated, “I believe that it is through 
an awareness of innate cultural differences that will allow genuine and substantial change to arise.” Her favorite class 
at Salem Academy Charter School was AP Government because, “It was very interesting to learn how government 
functions and how it affects citizens.” But business and finance are not her only interests. Shannon is an accomplished 
pianist and vocalist. She was a member and president 
of the National Honor Society, Technical Director of the 
Salem Academy Theatre group, Creative Producer and 
Head of Costume Design/Makeup Design/Execution. 
Shannon was also a member of the History Bowl who 
qualified for the National competition in Washington, 
D.C. She was also the class valedictorian.

Shannon’s activities don’t stop there! She has also 
done volunteer work with the Special Olympics and 
started the first-ever silent auction/fundraiser to 
benefit their soccer team. Her volunteer work also 
included CAMPS Ministry and Cradles to Crayons, 
which benefits children in need. Shannon is excited to 
be attending Northeastern University in September as 
an International Business major with a concentration 
in Spain. She traveled to Barcelona this past year and is 
hoping to take advantage of Northeastern’s Cooperative 
Education Program (a.k.a. “co-op”) to study and work 
abroad. 

Jim Gasparello, Principal, Director of Wealth Management

Shannon Murphy

Employee Spotlight

Cabot’s 2019 Scholarship Winner

Interview by Tyler Swaim

From the early 2000s, Jim had a passion for traveling, developing 
international relationships, and exploring the cultural differences of 
each destination. Upon marrying his wife Claudia in 2005, he knew 
their mutual enjoyment for traveling would someday be instilled in their 
children. Claudia, a native of Colombia, has been involved with high-level 
international property management where she and Jim have developed a 
network of relationships throughout multiple countries. 

Throughout the past 11 years, Jim and Claudia have passed along the travel 
bug to their two daughters, Carlotta, 11, and Sarita, 7. As a family, they 
enjoy a month in the summer together exploring all aspects of Italy, while 
exposing their daughters to global diversity through cultural differences. 
This experience has been invaluable as Carlotta and Sarita are given access 
to multiple languages, a variety of art history, and exceptional foods. 

The trip to Italy not only represents a family vacation, but an opportunity 
for Jim and Claudia to take one step further for one-on-one time with 
their family and take a step back from the routine of life. The appreciation 
for being in the moment, slowing down a bit and fully enjoying family, 
the number one most important thing to live for, is what makes this trip 
exceptional for Jim and his family.  

Jim and Claudia’s traveling experiences continue to provide a sense of 
adventure, creativity, and appreciation for family and the offerings of other 
areas of the world.

Jim with his family at the Hotel de Russie in 
Rome, Italy.
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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 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.

Cabot Retirement Seminar
Cabot Wealth Management welcomed current and 
prospective clients for a retirement planning seminar 
held in its newly renovated conference room.  The 
Cabot team, comprised of tax planner Steven Ross, 
client advisors Tyler Swaim and Matt Heath, and 
Principal Sonia Ernst, discussed various retirement 
topics.  In addition to the Cabot team, Attorney Valerie 
McCormack (Law Office of Valerie A. McCormack) was 
available to answer estate planning questions and offer 
some general feedback. 
 
These seminars provide current and prospective clients 
a great opportunity to ask questions, learn from the 
questions of others, and develop a deeper understanding 
of how Cabot’s advisors deliver financial planning to 
clients.  In particular, the attendees of this Retirement 
Seminar were interested to learn more about how the 
changing tax environment in 2018 affected the various 
components of their overall financial plan.  Tax advisor 
Steven Ross did an excellent job describing the new 
limitations around HELOCS (Home Equity Line of Credit), 
itemized deductions, and charitable giving that the new 
tax legislation created.  Additionally, Cabot Wealth 
advisor, Tyler Swaim, articulated how contributing to 
and withdrawing from specific retirement accounts can 
help to reduce taxes in retirement and position clients 
for success.  Lastly, Attorney McCormack discussed 
the general components of a sound estate plan, and 
the benefits of avoiding the probate process for heirs.  
The two-hour seminar provided ample time for Cabot’s 
guests to socialize with each other, the Cabot team and 
experts. 

Matt Heath (left) and Tyler Swaim (right) speak at Cabot's 
Retirement Seminar.

Contact Cathy Kirby at catherine@eCabot.com 
or call (978) 745-9233 to register for this year’s 
event. We encourage our clients to mark their 
calendars so they can plan travel arrangements 
accordingly. If you need assistance with booking 
hotel accommodations for your stay, please 
contact your wealth advisor directly. 

Registration is open for our new "Evening Event with 
the Cabot Team". Over the years, many of you have 
come to our conference we have held during the day. 
This year we are offering an evening event instead. 
The event will still be held at the Hawthorne Hotel, 
one of the North Shore’s most historic hotels. Clients 
and attendees will again gain access to insights and 
perspectives on the economic landscape, investment 
opportunities, and strategies for managing wealth 
followed by a question and answer session from our 
Portfolio Managers panel.

NEW: An Evening Event with 
the Cabot Team
Thursday, September 12, 2019 | 6PM-9PM

Mark your 
calendar today 

for Thursday, 
September 12th!
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