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Dear Friends,

As we close the books on 2018, the outlook for 2019 is better 
than you think! So, what's our view of the US economy and 
markets as we begin 2019? You might be surprised to learn 
we are optimistic that the economy will continue to grow, and 
earnings will continue to rise. Why? The bear case is simply 
starting to look less likely to develop and is not gaining traction. 
However, there are forces in place that will counter most of the 
bear market concerns. We have experienced a long period of 
expansion – but there is no guarantee it all ends now. Interest 
rates continue to remain low (2.65% ten-year treasury rate) 
and many sectors continue to grow nicely. Clearly some issues 
of confidence have been affected, and confidence will have to rise to make sure we 
do not talk ourselves into a recession.  The Federal Reserve is aware of this and they 
are altering their course now. Markets in the USA fell close to 15% in December.  
We just experienced one of the worst December market performances in many 
years. Therefore, after close to a 20% correction in stocks, the markets today have 
pretty much priced in the impact of the negative concerns noted above. 

So where do we derive our optimism on the economy and markets? Our 
confidence is rooted in our belief in the men and women who create innovation 
and contribute daily to capitalism globally. We are at a critical period of expanding 
innovation in nearly all sectors of our economy (transportation, healthcare, finance 
and banking and energy to name just a few). This is the digital transformation we are 
now in the midst of.  I like Gregg Esterbrook's 2018 book, It’s Better Than It Looks. 
I highly recommend it. Easterbrook refers to a concept of “That Which is Seen and 
That Which is Not Seen”, an essay by Frederic Bastia as an important and correct 
view point here. Here are just a few of his observations of what has NOT happened 
in the past decade: 1. Resources are not exhausted; 2. There are no runaway viruses 
and plagues; 3. The western nations are not choking on pollution; 4. Crime and 
war globally are not getting worse; 5. The economy drives everyone crazy, but it is 
functioning well; 6. Dictators aren’t winning, those economies embracing freedom 
and democracy continue to grow and prosper. 

I know many of you are thinking I am way too optimistic.  I do believe I am not 
just looking at the world through rose-colored glasses. I am clearly aware of huge 
problems in many parts of our economy. My confidence comes from my belief 
that mankind continues to innovate and develop solutions to problems. Our 
capitalistic system creates excellent rewards for those willing to try new ways of 
doing things. The result: growth in companies like Goggle, Apple, Salesforce.com, 
Netflix to name just a few. Yes, there will be a recession and contraction in our 
economy at some point in the coming years. It is inevitable. The key problem for 
investors is identifying just when that may be.  It may be next year, or it could be in 
four years. In the meantime, life goes on and companies continue to innovate and 
grow and change for the better. We much prefer to focus on finding the new leading 
companies and let these companies work to grow our capital. Therefore, our advice 
is to take all those scary economic forecasts with a huge grain of salt and to not 
put too much credence in the gloom and doom economists. We are appreciative 
of the opportunity you have given us to manage your family's wealth.  We believe 
nothing is more important than to take sound 
steps forward in the preservation and growth of 
your hard-earned wealth.  

We look forward to a rewarding 2019.
Robert T. Lutts

President, Chief Investment Officer
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Nick Burwell
Portfolio Manager

It was a bit of a wild ride in the fixed income markets this year.  We started the year off with 
a bang as rates rose rather dramatically throughout the first half of the year.  As of June 30th, 
2018, the Bloomberg Barclays Aggregate Bond Index, which is a broad index commonly used to 
represent investment grade bonds in the U.S., was in the red with a -1.62% total return.  The U.S. 
treasury yield curve, a line that plots the interest rates at set points in time for differing maturity 
U.S. Treasury bonds, shifted higher during the first half of the year in a somewhat parallel fashion.  
For example, the three-month T-Bill yield went from 1.35% up to 1.90% (+55 basis points), two-
year yield from 1.90% to 2.5% (+60 basis points), ten-year yield from 2.40% to 2.85 (+45), etc.  

At the same time U.S. treasury rates began to climb, investment grade credit spreads began to 
rise also.  The extra yield the average U.S. investment grade borrower (U.S. Corporations) had to 
pay versus the government to borrow reached the lowest amount post-financial crisis in the first 
month of 2018, approximately 0.80%.  To put this into perspective, this “credit spread” measure 
has averaged 1.2% or (120 basis points) over the past five years.  Given the fact that many U.S. 
corporations have used this era of low interest rates to extend out the maturities of their debt 
liabilities, the U.S. Corporate Bond Index has a longer duration index versus the Aggregate Index.  
As a result, as of June 30th the Bloomberg Barclays U.S. Corporate Bond Index was strikingly in the 
red with a -3.27% total return.  

We were positioned well for the rise in rates with a defensive interest-rate risk profile.   Our credit 
portfolio held up well also, with a much shorter average maturity than both the Aggregate and 
Corporate Bond Index.  We continue to favor shorter-maturity corporate bonds.  

The Federal Reserve (Fed) raised the federal funds rate once in March and again in June.  The 
expectation mid-way through the year was for another two hikes in 2018, followed by three to four 
more in 2019.   The Fed also began to decrease the size of its balance sheet, in essence, another 
form of tightening monetary policy.  After nearly a decade of easy money and low interest rates as a 
backstop, the financial markets began to cry foul when it realized the proverbial “punch bowl” was 
being taken away.  The U.S. Treasury yield curve began to flatten considerably.  The graph below 
points out a strange-looking yield curve represented in green.  The kink in the front end represents 
a small inversion.  Inversion simply means shorter-term bonds yield more than longer-term bonds.  
Without getting too technical here, we’ll just point out that every recession going back to the 1950s was 
preceded by an inverted yield curve, so market participants get a bit nervous when they occur.   We 

will be watching the slope 
of the yield curve closely in 
the coming months for clues 
as to how the end of this 
economic cycle may play 
out.   For more extensive 
commentary regarding our 
fixed income and economic 
outlook, keep an eye out 
for a follow-up piece in the 
coming weeks.

2018 Fixed Income Review

Nick and Craig 
manage Cabot's 
Balanced Portfolio.

Contact us if you 
have specific 
questions.Source: Bloomberg Charts



Thanks largely to that tax cut, 2018 corporate profits rose more than 20%. The economy grew about 3%, buoyed by 
fiscal stimulus (again, the tax cut) and a confident consumer (low unemployment, rising wages) …all good news. Yet, 
the S&P 500 index lost more than 4%, experiencing some wild swings. What happened? There were two major worries 
that weighed on stocks in 2018:

• Trade tensions rose, and tariffs began to take effect, with potentially more on the horizon. China is the main 
focus of the administration’s hawkish trade policies. The goals of getting China to open its market to more US 
products, and to enforce intellectual property (IP) rights rather than facilitate the theft of IP, are important. But the 
market clearly worries that this could devolve into a damaging battle of wills and cultures. And in the meantime, 
the direct business effects are rising prices, falling sales, and sinking sentiment in some key industries.

• The US central bank sped up its return to “normal.” The Fed hiked short-term interest rates four times and 
continued to slowly sell or let mature the bonds it had purchased to boost the recovery following the Great 
Recession. Central banks in Europe and Japan are also trying to reduce monetary stimulus. All that emergency 
central bank liquidity had served to pump up the value of risky assets from depressed levels, and aid economic 
recovery. Draining that liquidity may mean deflating some risky assets like stocks, so central banks will need to 
thread a needle.

I’ve focused here on US stocks, but the two big issues I discussed were global ones. 2018 started with “synchronized 
global growth” but the Chinese and European economies have slowed. Overall, international stocks fared worse than 
US ones, ending the 
year down about 
14%. 

So where are we 
now? Because 
2018 brought rising 
corporate earnings 
and falling stocks, 
the market has 
gone from more 
expensive than 
average to cheaper 
than average 
(comparing P/E 
ratios across 
history.) And while 
the global economic 
signals are wobbly 
and do contain 
visible risks, they 
are on balance 
positive; the US 
is still growing 
and creating jobs. 
We’ll be watching 
developments 
globally in the 
new year. For an 
outlook, I invite 
you to read Rob 
Lutts’ letter in this 
publication.

INDEX 4TH QTR
Return

1 YEAR
Return

3Y ANN 
Return

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

US Equit ies

Dow Jones Industrial Average -11.3% -3.5% 12.9% 9.7% US Large Cap Stocks (30 select large US corporations)

S&P 500 Index -13.5% -4.4% 9.2% 8.5% US Large Cap Stocks (Largest 500)

Russell 1000 Index -13.8% -4.8% 9.1% 8.2% US Large Cap Stocks (Largest 1000)

Russell 2000 Index -20.2% -11.0% 7.3% 4.4% US Small Cap Stocks (2000 small public companies)

Global  Equit ies

MSCI All Country World Index -12.8% -9.4% 6.6% 4.3% Combination of major global markets: United States, 
Foreign Developed, and Emerging Mkts

MSCI EAFE 
(Europe, Australia, Far East) -12.5% -13.8% 2.9% 0.5% Large and mid-sized companies in mature foreign 

economies like Japan, Europe, Australia, etc.

MSCI Emerging Markets -7.5% -14.6% 9.2% 1.6% Large and mid-sized companies in developing ecomonies 
like  China, India, Brazil, Russia, South Africa, etc.

MSCI Frontier Markets -4.3% -16.4% 4.2% 0.7% 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 1.8% 0.9% 1.7% 2.1% US Bond Market: gov't, corporate, and mortgage bonds

Bloomberg Barclay’s US 
Aggregate Bonds 1.6% 0.0% 2.1% 2.5% US Bond Market: gov't, corporate, and mortgage bonds

Bloomberg Barclay’s US High 
Yield -4.5% -2.1% 7.2% 3.8% Higher risk, higher yield "junk" bonds

“Alternat ive” Assets

GOLD SPOT $/OZ 7.5% -1.6% 6.5% 1.2% Gold bullion

NYSE Arca Gold Miners Index 14.4% -8.4% 16.8% 1.2% Companies that mine precious metals

Crude Oil -38.0% -24.8% 7.0% -14.3% The price of a barrel of oil

Bloomberg Commodity Index -10.0% -13.0% -0.8% -9.4% Commodities like Gold, copper, natural gas, corn, etc.

Dow Jones REIT Index -6.0% -4.1% 4.3% 8.4% REITs: Real Estate Investment Trusts

Alerian MLP Infrastructure Index -16.3% -11.9% -1.6% -6.9% MLPs: Energy infrastructure assets such as pipelines

                               ASSET CLASS UPDATE

Craig Goryl, CFA
Portfolio Manager

Equity Year in Review
What happened in 2018: Volatility returned. In 2018 the US economy hummed, profits grew, and 
jobs were plentiful. But Mr. Market had already expected this rosy picture. Always looking ahead, 
stocks began digesting risks on the horizon, primarily trade tensions and the ongoing withdrawal 
of central bank liquidity. Let’s remember the quiescent climb of the prior year: in 2017 the S&P 
500 returned almost 22% with barely a noticeable dip at any point. Throughout that year, stocks 
were slowly but steadily taking into account the rising probability of business-friendly tax reform 
(which wasn’t official until December 2017) and ongoing deregulation.



On the Road: Meeting With Management Teams of Companies
During the last quarter of 2018, 
members of our Investment 
Team visited the headquarters 
of Abiomed (ABMD).  They met 
with Todd Trapp, VP and CFO, 
and Ingrid Goldberg, Director 
of Investor Relations. Abiomed 
is a pioneer and global leader 
in healthcare technology with 
an emphasis on cardiovascular 
products. Abiomed developed 
the world’s smallest heart 
pump, the Impella device, with 
multiple benefits: 

Abiomed 
Impella 
Device

•  Improves quality of life by allowing the patients 
to have some physical activity (58% of patients 
moved out of Class III and Class IV. Class III and 
Class IV are miserable conditions where you're 
confined to a bed or a couch; you have no activity.) 

• Reduces mortality by increasing survival rates 
during procedures, protecting other vital organs 
such as the kidneys. 

• Is Cost-Effective, lowering hospital costs by 
reducing the length of stay and readmission costs. 

Pedro Palandrani, Cabot's Equity 
Research Analyst, attended Tabula 
Rasa Healthcare (TRHC) first ever 
Investor & Analyst Day in NYC. Tabula 
Rasa Healthcare develops cloud-based 
software solutions that enable 
healthcare organizations to optimize 
medication regimens with the goal of 
reducing Adverse Drug Events (ADEs). 
Tabula Rasa Medication Risk Matrix 
(MRM) has the ability to assess the 
impact of multiple drug interactions 
versus competing technologies that only 
assess 1 to 1 interaction. With 25% of the 
U.S. population taking more than two 
prescription drugs, Adverse Drug Events 
(ADEs) have resulted in 100,000 deaths 
annually and 1 million ER visits.  In fact, 
ADEs represent the 4th leading cause of 
death in the U.S. Tabula Rasa is taking 
the front seat in the industry’s attempt to 
transition to value-based healthcare by 
transforming the system from one that 
pays for procedures and sickness to one 
that pays for outcomes and health.

Tabula Rasa Healthcare (TRHC) on their IPO debut in The Nasdaq Stock Exchange 
(Photo from 2016)

From left: Craig Goryl, Portfolio Manager; Rob Lutts, President and 
CIO; and Pedro Palandrani, Equity Research Analyst. 



Tips From Cabot's Investment Management Team

As part of our year-end tax planning, we strive to increase the tax efficiency of our investment 
portfolios. We implemented a tax loss harvesting strategy to help reduce current year tax 
liabilities, and, in some cases, carry over the remainder to future years. "Tax Loss Harvesting" 
refers to the process of liquidating a security to capture or realize capital losses that can be 
used to offset realized capital gains. Importantly, the investment strategy does not change in 
nature, since we maintain the same market exposure with a different security that has very 
high correlation with the security that was sold. By implementing this strategy, up to $3,000 of 
the recognized capital losses can be used to offset current year ordinary taxable income ($1,500 
for married couples filing separately), and the remainder can be carried over to future years, 
indefinitely.

         Generally, a tax loss harvesting works like this:

Amid a volatile year, we find smart ways to cut losses

Source: Schwab Center for Financial Research

Join the 
conversation. 

Follow us on 
Twitter from 
your Twitter account or 
check out our Twitter 
feed on our website 
homepage at:

www.eCabot.com

9
9

Sell of a security to capture capital losses

The capital loss can be used to offset up 
to $3,000 of ordinary taxable income

Reinvestment in a security highly correlated 
that meets the asset allocation strategy

Pedro 
Palandrani

Equity Research 
Analyst



Small Business Retirement Plan Options
The thought of saving enough money to sustain your current lifestyle for a long retirement can 
be daunting-- especially for small business owners who face the daily pressures of running 
their business. A standard IRA or ROTH IRA have fairly low contribution limits. A traditional 
401(k) plan is great for larger companies but can be costly to operate and not the best for small 
business. On the bright side, sole proprietors, small business owners and anyone who generates 
taxable, schedule C income has excellent retirement savings options available to them.

A Simplified Employee Pension Individual Retirement Arrangement (SEP IRA) allows a business 
owner to contribute a portion of the company profits to each employee (and themselves, of 
course). These contributions are based on a percentage of each employee’s earned income. The 
maximum contribution for a sole proprietor in 2019 is 20% of the business’s NET schedule C 
income (up to a maximum of $56,000). All contributions and earnings grow tax-deferred until 
they are withdrawn at retirement and plan contributions can be taken as a tax deduction to the 
business, thereby lowering taxable income. 

A Savings Incentive Match Plan for Employees (SIMPLE) IRA gives each employee the option to 
make a pre-tax salary contribution (up to $13,000 in 2019 plus $3,000 for those over age 50). The 
company owner is then required to match up to 3 percent of the employee’s compensation. As 
with a SEP IRA, the employer contribution is tax-deductible. While the contribution limits are 
not as high as the SEP, the SIMPLE IRA is a great solution for companies with employees that 
want to save a portion of their own income for retirement.

The Individual 401(k) gives sole proprietors (and their spouses) the ability to contribute 
significantly more to their retirement savings than both the SEP and SIMPLE. By combining 
an “employee deferral” maximum of $19,000 (plus a $6,000 catch up for those over age 50) and 
the ability to defer a portion of the company’s profits, business owners can hit their maximum 
contribution limit of $56,000 with a lower level of income. These contributions grow tax-deferred 
until they are withdrawn for retirement, and a portion of the contributions can be used as a tax 
deduction for the business. The Individual 401(k) is appropriate for a sole proprietor with no 
plans to add additional employees. 

Defined Benefit (DB) plans offer business owners the opportunity to save significantly more 
than they could if using a SEP, SIMPLE or 401(k). With a DB plan, the contributions are based on 
a projected retirement “benefit.” 

In other words, a business owner decides how much income they want at retirement (up to the 
2019 benefit maximum of $225,000) and an actuary determines how much the business needs 
to contribute each year to provide that level of retirement income. DB plans are a great option 
for small business owners looking for a way to boost their retirement savings in a short period 
of time.  These plans are more expensive to implement and administer than other retirement 
plans due to their complexity, but they work well for sole proprietors (or business owners with 
a small number of employees) with a profitable business and a desire to save aggressively for 
retirement. 

In summary, finding the right plan is a critical piece of the retirement savings puzzle. 
Company-sponsored retirement plans offer the benefits of tax-deferred growth, tax-deductible 
contributions and high contribution limits. The decision about which plan to choose should be 
made within the context of your overall goals and the size and profitability of your business.

SEP IRA 

SIMPLE IRA 

INDIVIDUAL 401(k)

DEFINED BENEFIT PLAN

Greg Stevens, 
CFP, CRPS

Sr. Wealth Advisor



Clients can now log in to their Schwab Alliance accounts 
through the Schwab Mobile App with a fingerprint (or by 
entering a passcode).

This enhancement simplifies the login process without 
sacrificing security for users who have fingerprint and/or 
passcode access enabled on their iOS or Android devices. 
Clients who prefer to log in with their user ID and password 
will still have that option.

This is the latest in a series of recent enhancements to the Schwab Mobile 
App and Schwab Alliance website, including:

Schwab Alliance: Keeping Clients Secure
Fingerprint and passcode login

Keeping Your Personal Information Secure
As we move into 2019 the attempts to “steal” one’s personal data and information will be on the 
increase.  It hasn’t decreased in the past 10 years; it only grows. Everyone should be aware of the 
continued sophistication of Phishing (via electronic communication) and Vishing (voice phishing, 
as in fraudulent phone calls), all with the purpose of taking our personal information to use in an 
illegal and harmful way. Here are some tips to remember:

•   It is good to question a phone call or email from a “trusted source” such as your bank, credit  
card company, a familiar financial institution or even the Internal Revenue Service, and 
your state revenue department. Many people misrepresent themselves claiming to be this 
trusted source.

•   Stealing your personal data can come from cyber criminals through emails or phone calls 
from people who seem like they want to “help you” over login problems, password changes, 
or other claims in the increased technology world.

•   It is unusual for you to be contacted out of the blue with an email or phone call. Be sure to 
question why.

•   As we move forward in our high-tech world, remember you should know exactly who you 
are giving information to. 

• If you are contacted to provide some form of verification of financial information, be 
extremely cautious.  Why do they not have that information already?

Vishing: The illegal access of data via 
voice over Internet Protocol (VoIP). Vishing 
is IP telephony's version of phishing and 
uses voice messages to steal identities 
and financial resources. The term is a 
combination of "voice" and "phishing."

Phishing: The process of attempting to acquire sensitive 
information such as usernames, passwords and credit card 
details by masquerading as a trustworthy entity and using 
bulk email, which tries to evade spam filters. Emails claiming 
to be from popular social websites, banks, auction sites, or IT 
administrators are commonly used to lure the unsuspecting 
public. It’s a form of criminally fraudulent social engineering.

DEFINITIONS:

• Clients can update their login IDs, passwords, and security questions on their  
   devices using a new feature on the Schwab Mobile App.

• Eligible clients can estabilish and verify a MoneyLink transaction in minutes 
   by entering the external account's login information in Schwab Alliance.

• If you have any questions, contact the Schwab Alliance team.

Steve Davis
Senior Tax 

Manager

Sonia Ernst
Manager of 

Trading & 
Operations



216 Essex Street | Salem MA 01970 | eCabot.com | info@ecabot.com | (978) 745-9233

f in

Cabot in the Community
2018 Sponsorships

IF YOU ARE INTERESTED 
IN SUPPORTING ANY OF 
THESE ORGANIZATIONS 
SEE THE LIST OF LINKS ON 
THE RIGHT:

Around Cabot
Steven Ross Joins 
Cabot Tax Team
Cabot recently 
welcomed new 
Tax Advisor, 
Steven Ross 
to Cabot's Tax 
Team.  Steven is 
responsible for 
tax compliance 
and planning 
services for 
clients of Cabot 
with a focus on 
minimizing clients’ tax liability. 

Steven received his Bachelor of Arts 
degree in Middle Eastern Studies from 
University of Massachusetts, Amherst 
and his Master of Science degree in 
Accounting from Suffolk University. 

Prior to joining Cabot, he worked as a 
Senior Tax Associate for Tonneson & 
Company, PC and as a Tax Senior at 
Ernst & Young, LLP, where he gained 
experience in tax compliance for 
high-net-worth individuals as well 
as corporate and pass-through entity 
taxation. Steven is currently pursuing 
CPA certification.

https://thecalebgroup.org/en/join-our-mission/
http://www.ipswichtigersfootball.org/
http://northshorecdc.org/
http://www.bgcgs.org/
https://spssalemhs.salemk12.org/
https://participate.salemstate.edu/give
https://www.salemrotary.com/
https://www.salemsound.org/donations.html
https://samaritanshope.org/donate/
https://www.northshoreymca.org/content/support-the-Y
https://www.northshorechamber.org/secure/new_scholar_sponsor.html
https://paulmadorechoralesalem.wordpress.com/donate-to-pmc/

Throughout 2018 Cabot proudly supported the following organizations 
in our community:  The Caleb Group, IHS Football Boosters, North 
Shore Community Development Coalition, Salem Boys and Girls Club, 
Salem High School Reality Check Program, Salem University Speaker 
Series, Salem Rotary Club Scholarship Fund, Salem Sound CoastWatch, 
Samaritans, Inc., YMCA of the North Shore, North Shore Chamber of 
Commerce Scholarship Fund and The Paul Madore Chorale.

NS CDCIHS Football 
Boosters

Salem High School 
Reality Check Program

Scholarship Fund

Scholarship Fund

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.


