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Dear Friends,                                                                                                           October 2020

2020 has been a year of growth, decline, fear and greed all at the same 
time.  What is most notable about this year is the many forces put in 
place to accelerate both success and failure in our economy.  I do believe 
that a major outcome of this health crisis is a rationalization among 
business leaders of all expenses and processes and a careful measuring 
of the way we do things.  The result: a more effi  cient economy that 
works to diligently avoid waste.  I also believe that 2021 might have a 
short-term ramp-up in profi t levels that we have never seen before as 
our economy rebounds sharply once a vaccine is developed to manage 
the health pandemic.  The result may be a higher level of corporate 
profi ts in many parts of our economy than has been expected over the 
past few years. 

I am often asked what we look for to anticipate a period when we might want to invest a bit 
more defensively. There are many unusual risks our economy faces today.   Here is a list of 
some of the top items we are monitoring:

A Sustained Rise in Interest Rates. The economy will be impacted negatively by a 
signifi cant rise in interest rates.  Debt levels are very high among all governments, thus 
rises in rates will result in a signifi cant rise in defi cits. 

Public Money Flowing into Equities.  Almost all bull markets end with the public joining 
the party and moving lots of money into stocks.  Today this is not the case.  Most investors 
are acting cautiously today, which contrarily is a bullish situation. 

Debt Binge Changes Perception and Confi dence. There is a limit to how much debt our 
economy can handle.  Once debt rises to a level we cannot handle, confi dence may falter.  
We need to watch for this tipping point.  It is not here yet, but we need to watch for that 
point.

Credit Cycle Reverses and Weakens Materially. Today there are a few sectors of our 
economy that are experiencing weakened credit conditions.  Overall, though, the economy 
credit situation today is strong.  We will watch the credit conditions carefully for expanding 
credit weakness. This could precipitate further economy weakness. 

At the current time, these four points identifi ed above are all in the positive zone. We will 
monitor these issues carefully to insure we are aware of changes in the fi nancial markets. For 
the time being, we believe both the economy and markets are in an improving mode.  This can 
change over time and we should, of course, expect 5-7 percent corrections in markets at any 
time. Volatility is something we can depend on. 

Thanks for your continued confi dence. We are honored to watch over and help you manage 
your family’s wealth.

Robert T. Lutts
President and Founder, 
Chief Investment Offi cer
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Healthcare Breakthrough Investing

Craig Goryl, 
CFA®

Portfolio Manager

For Cabot’s recent Online Conference, I profiled a sector that has been in the news a lot lately: Healthcare. 
Healthcare spending makes up 17% of all economic activity in the country. These companies are vital to 
our economy, our stock market, and our own health.

There is a lot to like about healthcare stocks. They tend to be steady businesses, not as subject to the ups 
and downs of the business cycle as other groups. Patents and regulatory barriers make it challenging for 
new competition to enter, protecting profits for established winners. And it’s a global business: a company 
that solves a medical need in one country can usually sell that solution around the world.

Anyone who has had to navigate our healthcare system as a patient knows it is far from perfect. As a 
country, we spend too much, get too little and battle unnecessary complexity. This chart compares life 
expectancy in various countries with per-person healthcare spending. In the US we spend double per 
person what many other developed nations do, yet we die younger.

That troubling picture is also an opportunity. We like to look for companies that deliver good outcomes 
while saving the system money. Those companies are likely to be part of the solution rather than part 
of the problem. We profiled a few healthcare companies from Cabot portfolios that fit this description: 
Chemed (CHE), Roche (RHHBY), and IDEXX (IDXX).

Drug companies comprise about 2/3 of the healthcare sector by market value. This is a tricky area for 
investors; the temptation to chase the next big breakthrough treatment is great. It costs about 2 billion 
dollars to develop a new drug today. The success rate of new drug candidates from start to FDA approval 
is 10-12%. Like lottery tickets, for every success there are many failed candidates.

(Continued...)

Source:  OECD & World Bank via JP Morgan



2020 Fall Conference
An Online Evening Event with Rob Lutts and the Cabot Team

AGENDA:  
Welcome Remarks:

Jim Gasparello

Introduction:  
Tyler Swaim, Moderator

Wealth Management
   Wealth Management Strategies for Uncertain Economic Times

   Speakers:  Greg Stevens and Tom Vautin

Investment Management
   Catalysts for the Next Bear Market | What to Look For 

   Speaker:  Rob Lutts
   Healthcare Breakthrough Investing

   Speaker:  Craig Goryl
   Finding Fixed-Income Opportunities in a Low-Rate World

   Speaker:  Pat Creahan

Closing Remarks
   2021 Outlook:  Managing Risks in a Volatile World

   Speaker:  Rob Lutts

Please contact us if you would like a copy of the 
recorded video of our 2020 Fall Online Conference 
that was held on Thursday, October 8th.  

Email:  Info@eCabot.com

THANK YOU to those who attended our 31st 
Annual Conference, but our very fi rst virtual annual 
meeting!

Source:  PhRMA.org, FOCR.org, via Morgan Stanley

For this reason, we avoid chasing “breakthrough” medicines and “pre-revenue” companies. Looking for 
companies with approved products, targeting big medical needs, is a much safer route. I profi led a couple 
of holdings in this area: Novo Nordisk (NVO) and Amgen (AMGN).

Please contact us if you would like to see the recorded video version of this presentation.

Chasing 
break-
throughs is 
very risky!



Fixed-Income Opportunities in a Low-Rate World
For the second time in the history of the Federal Reserve, the Federal Funds Rate stands at 0%. However, 
this short-term rate explicitly set by the central bank, only tells part of the story. The yield on the Bloomberg 
Barclays US Aggregate Index (“The Agg”) stands at 1.21% as of October 9th. The last time the Fed Funds 
rate was lowered to 0% (Dec 2008) the index yielded more than 4%, a significant disparity between two 
“low-rate” environments. Aggressive open market purchases by the FOMC of Treasuries, Asset-Backed 
Securities, and Corporate bonds have driven rates across all maturities to record low levels. Finding 
opportunities in fixed income without taking too much risk requires more discipline than ever. 

The search for yield can often lead investors into taking on too much risk. In today’s market, it takes 
some creativity to find yield without sabotaging the integrity of the portfolio. The portfolio should still 
maintain a conservative credit quality, good diversification across industries and markets, disciplined 
interest-rate management, and a low correlation to other asset classes.  Dismissing any of these pillars of 
risk management could lead to a destruction in long-term returns. 

Historically, a portfolio’s treasury allocation offered investors a reasonable return without credit risk. Now, 
treasuries offer yields lower than expected inflation. At these low rates, we see value in substituting this 
allocation with ultra-high-quality corporate bonds. Below we compare a treasury and a bond recently 
issued by Alphabet. Both bonds have similar duration. By favoring the Corporate bond, investors pick up 
40 basis points of additional yield. For a company with as much cash on their balance sheet as debt, this 
is a worthwhile trade-off between risk and return. (As of 10/5/20)

Another high-quality trade-off can be found in municipal bonds. The tax-exempt market is a great way to 
diversify a portfolio and simultaneously add safe credits. While the corporate market has a very limited 
number of AA- and AAA-rated issuers, the muni market has thousands. Grabbing credit quality in the 
muni market at attractive after-tax yields leaves some room in the portfolio to capture more yield from the 
corporate side.  

Yield curve positioning

We actively seek out portions of the yield curve that are steep and offer attractive spreads above treasuries. 
By thoughtfully redesigning the portfolio, we can lighten up on both short and long maturities and instead 
overweight the 5- to 10-year portion of the yield curve. The more attractive spreads, between 75-125 basis 
points over treasuries, can add additional yield to the portfolio without adding too much duration. 

As low rates continue to frustrate fixed-income investors, it is important to fight the urge of gravitating 
toward risky investments. By staying the course and preserving your hard-earned capital, investors can find 
strategic opportunities to add yield and position themselves for long-term success.

Pat Creahan
Portfolio Manager



Rob Lutts
President, CIO

Five Reasons Why Gold is a Good Idea Today
Gold has historically kept up with purchasing power over thousands of years of our global economy.  It 
is not always a good investment, as it tends to go through bullish and bearish phases over time.  Today 
we have entered one of those bullish phases and we expect both gold bullion and gold mining companies 
today are in a bullish phase.  We believe it is wise for investors to have a 5-10 percent allocation to gold, 
as this will help protect against the coming currency debasement.

 Central Bank Monetary Expansion is in high gear today.  The USA Federal 
Reserve Balance sheet is now over $7 Trillion.  We were told 10 years ago that this 
balance sheet buildup was temporary – well, we are now into our second decade.  I 
believe this monetary expansion is simply permanent support.

Currencies are unprotected from excessive “printing of money”. The value 
of your currency does decrease when governments dilute their currency.  This is 
simply infl ation.

Central Banks have no other choice but to keep interest “on the fl oor” to 
prevent governments from extraordinary fi nancial stress. 

The Gold Mining Sector has had a large consolidation and has thus rationalized 
supply and streamlined. They are now positioned to benefi t from the operating 
leverage.

Supply and Demand balance is now in favor of suppliers and we expect gold 
prices will move higher in the coming years.











Back in 2012, Vanguard published some research titled “Forecasting stock returns: What signals matter, 
and what do they say now?”. They compiled 85 years of financial data consisting of several metrics, and 
the purpose of the research was to show which metrics, if any, were correlated with future stock market 
returns. The topic is interesting. As wealth managers we are constantly thinking about the different ways 
we can build investment portfolios that will help you meet your goals, through a combination of returns 
and risk management. With the vast amount of information available to us, understanding what matters 
and what doesn’t is important. Did Vanguard figure out a formula that could help us cut through some 
of the noise? The metrics Vanguard used for the study included valuation statistics (how expensive the 
stock market is today on day one, measured by price/earnings ratios), economic fundamentals (things like 
GDP growth trends, bond yields, and corporate profits), past stock market performance, a couple of other 
models, and just for the heck of it, “the past 10 years of rainfall in the U.S.”.

It turns out none of the metrics had any predictive power over future short-term stock market performance, with short term being 
defined as one year.  In other words, if today you are trying to decide whether to be in or out of the market in 2021, there isn’t 
much science to hang your hat on. You can get lucky, but for the most part stock market movements in the short term are a coin 
flip. They also looked at how well the metrics predicted long-term stock market performance, with long term being defined as 
the next ten years. The findings were similar to the short-term study with one exception: the valuation statistics did have some 
predictive power.  Other studies have shown similar results.  The collective evidence indicates when the time horizon is something 
like 7-15 years, less expensive stock markets tend to outperform highly valued stock markets. That’s certainly not guaranteed to 
happen every time, though. We have seen irrational things in the markets, like asset bubbles, stay irrational for a long time.

Where are we in 2020?
The U.S. stock market is more expensive than its long-term average and more expensive than the international markets.
The growth side of the equity markets is more expensive than the value side – although growth tends to have persistently 
higher valuations than value for several reasons, and whether growth is currently “too expensive” compared to value is a 
healthy debate with good points on both sides.  
Interest rates for bonds and cash are historically low right now, and that means future returns for those investments are also 
likely to be low.






Looking Ahead: Can we Predict Future Investment Returns?

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

Over the past 90 or so years, U.S. 
stocks have returned about 10% 
annually, U.S. bonds have returned 
about 5% annually, and a balanced 
60% U.S. stock and 40% U.S. 
bond allocation has returned about 
8% annually.  Compare that 8% to 
Vanguard’s predictions (left), over 
the next 10 years that same 60/40 
allocation is estimated to return 
between 2.6% and 4.2% annually!
What do we take away from this, 
with a long-term horizon in mind?

lFuture investment returns for 
U.S. stocks and bonds could face 
the headwinds of 1) low interest 
rates and 2) starting valuations 
that are higher than average.  How 
things will play out in the short 
term is mostly unpredictable.

(Continued...)

Vanguard recently published their most recent ten-year future expected returns for various asset classes.  These are annualized 
numbers:



Wealth Management Strategies for Uncertain Economic Times
We recently wrapped up our fi rst ever “Online” Fall Conference. As many of you know, our annual fall 
conference has been held here in Salem, MA, in late September, for the last 30 years. The current enviroment 
forced us to regroup and come up with another plan. We were very pleased to see so many of you login to 
our conference to hear what we had to say.
One of the topics our team covered was the importance of constructing a sound asset allocation strategy as 
well as implementing a good estate plan for you and your family. Here are a few points to consider: 

Please reach out to your Wealth Advisor here at Cabot to discuss your overall fi nancial plan and goals for the future. It is 
important to make sure your tax, investment and estate plans are all aligned and working for you. 

Greg Stevens, 
CFP, CRPS

Sr. Wealth Advisor

Asset Allocation
Come up with an allocation plan based on the timing of your goals and tolerance for risk. Continually rebalance 
that mix to keep it in line with the target allocation and assess what is working or what needs to be adjusted.

Being too conservative has the potential for huge opportunity loss due to missed gains. If your allocation is aligned 
properly, don’t panic and sell out waiting for “things to get worse”.

Diversifi cation is important. Make sure your portfolio has the proper mix of asset classes to manage risk.

Timing the market is very diffi  cult. Missing out on only a handful of the best days in the market will have a huge 
impact on the growth of your portfolio.

Estate Planning
Review your basic documents:  Will, Durable Power of Attorney and Health Care Proxy

Get your family involved in Estate Planning discussions so they understand your wishes and how you intend to 
pass your assets along.

Make sure your benefi ciary designations on retirement accounts and life insurance policies are up to date.

Review any Trust documents to insure that all provisions are still appropriate.

lThe international markets appear to have reasonable equity valuations.  Over the past decade, both the foreign developed and 
emerging markets have not experienced the same degree of valuation expansion as the U.S. markets.  During the 2000-2010 
decade, it was the opposite – foreign stocks outperformed U.S. stocks, and over long periods of time foreign stocks and U.S. 
stocks have performed about the same.  We believe in global diversifi cation, and now seems like an especially good time to 
have that philosophy. 

lHaving some small caps mixed in and a tactical tilt away from the most expensive growth stocks could also prove to be 
valuable.

lThe low-interest rate problem is harder to solve.  Bonds are meant to be the anchor of your asset allocation, and by design 
they return less but have less volatility.  Cash and high-quality bonds are positioned to return between 0.5% and 2.5% annually 
over the next decade.  Higher returns require taking on additional credit and interest rate risk, but having too much risk with 
bonds defeats the purpose of them being the “safer” component of your allocation.

Given current conditions, it would be prudent for us to have somewhat lowered expectations for investment returns going 
forward.  There are two silver linings, however.  First, if we do encounter lower returns this coming decade, higher-than-expected 
returns have likely already taken place for most investors over the past decade to balance it out.  Second, infl ation may remain 
low for quite a while, and for individual investors in a “real life” scenario, the growth of money net of infl ation is what matters.

In the end it comes down to the math.  If your portfolio is expected to grow a certain amount to fund future living expenses and 
those expectations are not met, then saving more and spending less may be necessary to fi ll in the gap.
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This quarterly newsletter is intended for information purposes only. Articles, graphs, charts and discussions should not be construed as 
specifi c investment advice. Individuals should personally consult with a fi nancial professional to review their own specifi c 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 diversifi cation 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.

Congratulations to Senior Client Services Specialist Anne Boris on 
her upcoming retirement!

“Often when you think you’re at the end of 
something, you’re at the beginning of something 
else.” – Fred Rogers

It is very rare in today’s world to fi nd an individual 
who will dedicate such a big portion of their lives 
to a company. Anne did just that for Cabot.  After 
25 years at Cabot, Anne has decided to retire at 
the end of this year. Throughout the years, Anne 
consistently did her best to help each of our 
clients. She made many friends and brought a 
very personal touch to each client relationship.  
I will personally remember Anne’s drive to 
continue learning and helping others in all areas 
of her life.  As Anne embarks on her next journey 
into retirement, our team wishes her all our best.  
With gratitude, we thank you Anne for your many 
years of service and wish you health, happiness 
and continued success in all that you do.

Sonia Ernst, Principal, Manager of Trading 
and Operations

Retiring

25
after

YEARS

Anne Boris

I always remember Anne’s fi rst name has an 
E at the end of it. Why? Because it stands for 
“Excellence”. 

Anne has been caring for the service needs of 
Cabot’s clients for the past 25 years! 

Most clients ask for her specifi cally since they 
know if Anne is handling their issue it will be 
handled correctly the fi rst time. We are sorry to 
see Anne retire as she has been an integral-key 
part of the Cabot team for many years.  She will 
be very diffi  cult to replace. 

Many thanks Anne, for your many years of 
wonderful service!

Rob Lutts, President and CIO

It has been a pleasure to work with Anne over the 
last quarter century as we started within a year of 
each other.  The one thing that stands out is that 
Anne always made sure that our clients had a 
fi rst class experience.  She has developed such a 
wonderful rapport with many of our clients over the 
years and they have always been so complimentary 
of anything that Anne does to help them.  It has 
been a privilege working with you, and now it’s an 
honor helping you celebrate your retirement. I wish 
you all the health and happiness in your soon-to-be 
retired life!

Jim Gasparello, Principal, 
Director of Wealth Management


