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One of the great strengths of the economy of the United States
is the fact that it adapts and changes so well to many different
forces. The 2016 elections are proof that the American people
are not afraid to go in a very different direction regularly. One
of my Babson College professors, Dr. John Hornaday, often
described the U.S. Economic and Political system as a large
pendulum that swings back and forth between conservative
and liberal policies on a regular basis. After eight years of
fairly progressive and liberal policies, we have taken a sharp turn and will take a
very conservative agenda for the coming four years. Some might view this as risky
and problematic; rather, I like to think of it as a regulator on a combustion engine
that makes regular adjustments to fine tune the performance of the engine.
I have written often about my concern about the fiscal affairs of our Federal
Government. Our Washington leaders seem to think a balanced budget is one
that takes in 4% less than we spend every year. Over time, this habit becomes a
problem that is even more difficult to fix. Look to Venezuela, Puerto Rico, Greece
or Italy as examples of fiscal mismanagement. Puerto Rico is in default on its debt
and citizens are leaving for better-managed countries. The fiscal condition of the
United States is certainly not close to any of these countries today; however, a
decade or so of continued fiscal mismanagement and we may be much closer. The
shift back to conservative policies may force us to better manage our fiscal affairs
and put us back on track to a stronger balance sheet.
I am optimistic that the Trump administration can create a confident environment
for business leaders. Trump may unleash a bull market in optimism among CEOs
which could be very instrumental in creating more growth in our economy in 201718. Further, investors have just recently become more optimistic toward stocks;
but, for the past four years investors have favored bonds and other lower-risk
alternatives. So, we still view the Investor Psychology component of the markets as
neutral to bullish. As usual, there are risks in the financial markets, like possible
trade wars, over leveraged banks in Europe and selective emerging economies,
and the prospect of a sharp rise in interest rates. Each of these factors could create
a market correction at any time in the coming year. We would anticipate at least
one five-percent correction in the first half of 2017 and a ten-percent correction
is also possible at some point in 2017, if the right circumstances arise. We suggest
preparing for the correction in advance and thinking about how you might take
advantage of this opportunity when it occurs.
We know there will be continued volatility in 2017. However, we believe it will
be a year of progress. Thank you for your continued confidence in our investment
and wealth management services. We take our mission of preserving and building
your family’s wealth very seriously.
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Robert T. Lutts
President & Chief Investment Officer

Preparing Portfolios for 2017
Rob Lutts shares tips for managing stock portfolios in 2017:
1.
2.

Robert T. Lutts

President, Chief
Investment Officer

3.
4.
5.

Clear out the dead wood in the portfolio. We all have holdings that have not
contributed and the fundamentals have weakened. Cut these holdings loose
and add to your strongest ideas.
Do a check up on the basis for your asset allocation decisions. How overweight
are you in certain sectors? Is the case still strong for these over weights?
Which holdings have the largest widest target market? Make sure you have
enough of the holdings that can hit a grand slam home run.
Do the facts support your bullish thesis on these sectors bets? Are you
following the data carefully in these sectors to monitor progress in the
investment cycle?
Do you have a little bit of dry powder in case you find a really fantastic idea
that needs to be acted on quickly? Having 3-5% cash is always a good idea.

Fixed-Income Update
Nick Burwell
Portfolio Manager
As we turn the page on 2016,
we look back on what was
an unusually wild ride for
fixed income markets. The
year began with the price of oil declining
to $26 a barrel, a level not seen in more
than a decade. Given the high level of debt
outstanding connected to the energy industry,
more speculative corporate bonds experienced
an across-the-board sell-off with energyrelated high yield taking the lead. Government
bonds, on the other hand, benefited from the
uneasiness of investors, resulting in a decline in
US Treasury rates and subsequent rise in price.
Given the greater demand for government
securities, yields on ten-year Treasury bonds,
which began the year at 2.28%, quickly dropped
to 1.67% by the first week in February. By early
summer, the 10-year yield would get as low
as 1.36%. Prices for bonds move opposite of
yields. Fortunately, equity markets, the price
of oil and speculative bonds, began to recover
long before US Treasury yields bottomed out in
mid-summer.
The demand for US corporate bonds gained
quite a bit of momentum after the brief hiccup
in January and February and has continued at
a steady pace ever since. Cabot fixed-income
portfolios benefited from this trend as we have
been positioned with an overweight to US
investment-grade bonds relative to the broad
market indexes. Much of the demand for US
bonds in general stemmed from the fact that
the value of bonds with negative yields around
the globe reached as high as $12 trillion.

Yes that is correct, trillion! Thankfully, the
Federal Reserve has not, to this point, bought
into the notion of negative interest rates as a
constructive monetary policy tool.
Following a rather quiet summer, came the
presidential election. It became quite clear
in the days following the election of Donald
Trump that the bond market viewed this
development as an interest-rate-sensitive
event. US interest rates rose with conviction
immediately following the election results.
Ten-year US Treasury yields increased from
1.85% up to 2.25% in the days following the
election and have continued to climb since,
finishing out the year at 2.45%, higher than
where we began. To put this in perspective,
this high-pressure selling of US Treasury bonds
resulted in a price decline of approximately
-6.35% for the ten-year US Treasury bond from
the election through the end of 2016.
Although the rather dramatic rise in rates
following the election was significant, we can’t
say it was too surprising. Bond yields have a
way of moving quickly in short periods of time,
whether it be up or down. In this particular
case, the expectation for greater spending
on infrastructure projects combined with
the prospect of lower taxes was interpreted
by the market as bond unfriendly. Whether
these policies lead to higher economic growth
and higher inflation or result in a widening
of the federal deficit remains to be seen.
Either outcome would present a challenge for
government bond yields. At this point, we are
light on specific details and must not lose sight
of the fact that there will also be many other
factors influencing bond yields in the coming
year.

Preparing Portfolios for 2017
We cannot stress enough the importance of precisely
tracking, monitoring and adjusting the level of duration
in a fixed income portfolio. Duration is a measure of a
bond’s, or portfolio of bonds’ price sensitivity to changes
in interest rates. We had lowered our portfolio duration
when rates continually declined during the first half of
2016. By keeping our portfolio durations below the 4-year
level, we were able to protect fixed-income portfolios
relatively well during the recent rate rise. By comparison,
the ten-year US Treasury has a duration of approximately
9 years while the Barclays US Aggregate Bond Index
currently has a duration of 5.85 years.

we will continue to take an active approach to managing
fixed-income portfolios. Carefully managing levels of rate
exposure and credit quality are critical components to
successful fixed income portfolio management.

So where do we go from here? With relative yield
levels on US corporate bonds compared to US Treasuries
seeming to be closer to fair value, it may be a good time
to rotate fixed-income portfolios in a manner that raises
exposure to bonds with higher credit quality. Certainly,
having some exposure to US Treasuries is a bit more
enticing following the post-election sell-off. As always,

It’s possible that we have seen the lowest level of yields
we are going to see for quite a while. When we consider
the fact that we are currently experiencing the secondlongest equity bull market in history, we are at or near full
employment, consumer confidence is as high as it’s been
since the financial crisis and real estate prices are back to
2007 levels in many cities, it’s prudent to keep in mind these
are all characteristics reflective of a maturing economic
cycle. The Federal Reserve has indicated it expects to hike
the federal funds rate three times in 2017. There will be
many factors influencing financial markets in the coming
year, but monetary policy implications certainly will
continue to be a large driver at this stage, just as they’ve
been ever since the great recession. At the start of 2016, the
Federal Reserve projected four rate hikes throughout the
year. As they repeatedly backed off from this projection,
interest rates continued to trend lower and lower. It is
important to recognize similar conditions in place for
2017. We will continue to keep interest-rate sensitivity
lower than the broad market bond index with the caveat
that it is highly likely we may experience another period
of declining rates before all is said and done. High quality
bonds should gain in value if this dynamic plays out. We
will stick to our philosophical view that by maintaining
a portfolio of higher-yielding, higher-interest-earning
securities with less interest-rate sensitivity to the broad
market bond index should lead to superior returns over
time. However, effectively managing our duration and
staying defensively positioned will be critical to achieving
success within our fixed-income strategy.

Growth & Income Update

helped conglomerate
holding.

10-Year US Treasury Yield Path 2016

Craig Goryl, CFA
Portfolio Manager
2016 was full of the unexpected. Oil’s dip
to $26 per barrel in February, Brexit, and
the US election are the glaring examples of outcomes that defied expert predictions. We should expect a similarly wild ride in 2017,
which may or may not bring sweeping changes to US taxes/regulation/deficits, interest rates, foreign trade, and
the fate of the European Union.
Cabot’s Growth & Income portfolios were not immune to
surprises. We owned a profitable UK-based airline called
EasyJet when the Brexit vote occurred (Argh.) We’ve
held our position in a great Mexican tortilla company
through political rhetoric that has raged against open
trade with Mexico. On the other hand, rising interestrate expectations boosted our shares in JP Morgan and
First Republic. Rapidly improving economic expectations

Berkshire

Hathaway,
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My strategy for handling the unexpected remains the
same: build “all-weather” equity portfolios that offer some
appreciation in good times, and some protections in bad
times. What does this mean?
Diversification away from US large cap stocks. This
can include foreign developed countries, emerging
markets, and frontier markets.
Focus on high-quality companies with wide moats,
proven management teams, strong balance sheets,
and an established ability to make profits through
the economic cycle. Purchase them at a discounted
price.
Hold some cash, gold and gold-related stocks, like
miners, which are likely to hold or increase their
value when equity markets fall.

Preparing Portfolios for 2017
2016 in Review

costs, and markets tend to recognize this.

2016 did demonstrate a shortcoming of building such a
portfolio. US large cap stocks, as represented by the S&P
500 (+12%), outperformed foreign developed markets
(+1%), emerging markets (+11%), gold (+9%), and cash
(0%). This also happened in 2015 and 2014. Allocating
part of your portfolio to those other areas is a bit like
paying for insurance that you didn’t use.

That brings me back to my original point. I expect the
unexpected to happen again in 2017, and continue to
prepare for that by constructing portfolios that can
withstand surprises.

And how about owning quality companies at reasonable
prices? That is a strategy that makes intuitive sense and is
historically successful. However, 2016’s market rewarded
risk rather than safety or quality. For evidence, witness
the rallies that followed Brexit and Trump, despite
higher probability of geopolitical and trade disruptions.
Researchers at Goldman Sachs crunched some numbers
to find out what kind of attributes or characteristics
“worked” in 2016.
According to the Goldman data:
More volatile stocks beat less volatile ones.
Weak balance sheets (companies with excess debt)
beat strong ones.
Companies with low return-on-capital (a measure
of profitability and efficiency) beat high return-oncapital.
Was it a bizarro market? Not entirely. At least
cheap stocks beat expensive one.

Outlook for 2017
We ended 2016 with a strong rally. Stocks are near an alltime high, US is nearing full employment, CEO surveys
indicate great optimism, and markets expect a new
presidential administration to usher in a triple whammy
of tax cuts, deregulation, and infrastructure spending.
Happy days are here again, or so it certainly seems. Even
so, I don’t believe now is the time to be cancelling that
insurance against US large cap stocks.
For starters, US stocks are expensive compared to history
and to the rest of the world. The S&P 500 is priced at
21x earnings compared to a 50-year average under 17x
earnings. Put another way, one dollar invested in the S&P
500 would traditionally have bought you $6 in proven
earnings power. Today it only buys $4.72. Valuation
doesn’t tell you when to buy or sell, but it is the major
determinant of long term portfolio returns.
Valuation aside, geopolitical and trade risks stemming
from the same global populism that powered the Brexit
and Trump campaigns are still ahead of us, not behind.
Furthermore, tax cuts and infrastructure spending do
boost corporate earnings but they also come with future

Since Cabot clients are frequently interested in the
companies they own and the reasons why, I’ll share a
few of the names that I hope will drive Growth & Income
portfolios in 2017. Among US holdings, JP Morgan (JPM)
is a very high quality bank that had an excellent 2016
but remains inexpensive. If interest rates rise in 2016,
its true earnings power will surprise Wall Street. Disney
(DIS) faces a lot of skepticism over the health of its most
profitable franchise, ESPN, but I think that is overblown,
leaving this global consumer powerhouse undervalued.
Rockwell Automation (ROK) helps factories become more
efficient, which will be in demand if manufacturers’ path
to lower cost offshore labor is blocked. Cintas (CTAS), the
uniform company, should also benefit from same political
emphasis on US job growth. Finally, Newmont Mining
(NEM) has led a slowly healing gold mining industry
which will really get going if gold price rises in response
to more unexpected geopolitical events roiling economies
and currencies.
On the international side of things, I believe Sony (SNE)
is a very compelling turnaround worth double what it
trades at today, if management continues to shake things
up, highlight the sum of Sony’s disparate parts, and reap
a reward or two from the $4 billion it spends annually
on R&D. Novo Nordisk (NVO) got pummeled last year as
competition forced it to lower long term growth targets,
but now looks inexpensive with achievable expectations.
HDFC Bank (HDB) is an Indian bank that has grown as
that underdeveloped economy’s citizens join the banking
system; recent cash reforms will accelerate this trend.
Finally Gruma (GRUMAB MM), the Mexican tortilla
maker I mentioned earlier, will continue to export to the
world, feeding global trends in demographics, taste, and
diet. The tortillas just may have to fly over The Wall to do
so.

Retiring in the New Year?
Five Ways to Prepare for Retirement in 2017

1

If you are over
the age of 50,
you’re eligible to
make additional
contributions
to
your IRA or company-sponsored retirement
plan. These “catch-up” contributions go a long
way to helping you prepare for a comfortable
retirement.

Catch up
on your
contributions.

2

Prior to retirement,
you’re focused on
building up your
nest egg. But are
you prepared for
life without a paycheck? As retirement nears,
your focus should shift to the right ways to use
that nest egg to generate income once your
paychecks stop. You’ll want to make sure your
savings can last you through all of your golden
years.

3

Create a
plan for
income.

There can be many
misperceptions
when it come to
Social
Security,
and retirees have
many different options for withdrawals. Do
your homework and determine the best
option for you based on your income needs
and tax situation. For example, did you know
that waiting to collect your benefit until age
70 will give you give you about 30% more per
year than if you chose to collect at your full
retirement age?

Learn more
about your
benefits.

4

If you got a
Supplement late start on
retirement, you
a late start. may find yourself
performing
financial acrobatics to catch up with your
savings. Meeting with a financial planning
professional well in advance of retirement can
make a big difference. Some techniques for
making retirement a reality on limited savings
are:
Reduce debt
Come up with a budget
Develop realistic expectations of retirement

5

Talk with your wealth
advisor regularly to
make sure you’re on
track for retirement.
If you don’t have
an advisor, perhaps it’s time to consider
finding one. Your advisor will review the
investments in your portfolio to determine
if your asset allocation makes sense. It is
critical that your asset allocation aligns with
your risk tolerance and goals. An Advisor
should also help you construct a wellthought-out financial plan to make sure
your tax, estate planning and investement
needs are covered.

Meet
with an
advisor.

Greg Stevens,
CFP, CRPS
Principal, Senior
Wealth Advisor

Selecting a
Wealth Manager
It’s not what they offer, but what you need that
should drive the decision.
One of the most common questions I hear is, “How do I
select a wealth manager?” Well, it depends...on you. I often
ask people, “What do you need? What kinds of services
are you looking for? Do you need someone to look at your
investments and work with other advisors? Or, do you need
someone to handle every aspect of your financial life?
All are valid questions. The answers to them will provide
you insight as to what type of advisor you need. Advisors
come in different shapes and sizes, ranging from large
firms and brokerage houses to smaller boutique firms and
small independent advisors. Choosing one over the other
shouldn’t matter so long as your needs are being met and
the service is tailored for you.

Women, Wealth and Giving
There is common misconception that philanthropic
acts are reserved for the very wealthy, but most are
surprised to learn how even modest gifts add up
during a lifetime. So, if you’ve ever given of your
time, talent or treasure, congratulations! You’re
officially a philanthropist.

Mikki L. Wilson
Director of
Marketing &
Business
Development

Today, women control more than half of U.S. private
wealth and continue to demonstrate innovation
and leadership in the field of philanthropy--with
major impact. Over the next 40 years, women are
expected to inherit 70 percent of $41 trillion in
inter-generational wealth transfer. More than
ever, women are increasingly responsible for their
personal and family wealth, including charitable
giving and philanthropy.
As we increasingly create and inherit wealth, basic changes in our day-to-day lives effectively
make it a certainty that we will take larger roles in financial decisions. Whether nurturing the
values of children, fulfilling charitable goals, or making investment decisions that affect your
financial security as well as your beneficiaries’, women play a central role in establishing and
preserving family wealth.
These and other trends magnify the need for women to be involved, informed and comfortable
with their role as guardians of family wealth. Active participation in wealth management can
strengthen women’s commitment to protect and grow their assets with the goal of leaving a
legacy for their children, their community and beyond.
As the adage reminds us, “Along with great power comes great responsibility.” Wealth holders
have a greater opportunity -- if not responsibility -- to make charitable giving an integral part of
the legacy planning process. Families that are charitably inclined may have clear goals in mind,
but they may not know where to begin.
In order to choose the best strategy, work
with a trusted advisor to evaluate a number of
factors, such as tax management objectives,
types of assets to be gifted, and your specific
strategic intent. Attaining financial security
for you and your heirs typically requires you
to accept responsibility for the management
of significant investment assets.
Whether you are single, married, or a
surviving widow, it is in your best interest
to obtain as much education as possible
about wealth planning, investments, and
related matters. Even if you are not directly
responsible for making important financial
decisions, it is vital to have knowledge in these
areas in order to communicate effectively
with professional advisors charged with
these duties.
If you have questions or would like to
discuss your personal situation, contact a
Cabot advisor today at (800) 888-MGMT.

Around Cabot

Upcoming Events

Did you know 16.5% of children in Massachusetts
are food insecure? For some children, their main source
of nutrition is food they receive at school during the week.
The Salem Backpack Program provides students in
need with nutritious food each weekend during the
school year. Now serving over 100 children in all Salem
elementary schools, the Salem Backpack Program
provides a bag of food each Friday that includes
breakfast, lunch, healthy snacks, fruit, juice and milk.
F e b r u a r y 1 5 , 2 0 1 7 | H o u s e o f t h e S eve n G a b l e s

Women, Wealth & Philanthropy:
The Gift That Keeps Giving
4:00PM - 7:00PM
House Tour | Meet & Greet | Brief Presentation

Cabot’s holiday food drive and donation provides children food
each weekend for the entire school year. Mikki Wilson, Cathy
Miaskiewicz, and Rob Lutts present Kerry Murphy, a Salem
mom who started the program, with a check on Giving Tuesday.

Meet the Team
We are pleased to announce
a new addition to the Cabot
team! Craig Cooper joins
Cabot as our new Operations
& Trading Associate while Jill
Alas focuses on new additions
to her family and maintaining
her role as our Accounts
Payable Receivable Controller.
Craig’s primary focus will be to
effect the best trade executions
while coordinating with the
portfolio management team. His other responsibilities
include, but are not limited to, participating in
monitoring and evaluating best execution for
Cabot clients, identifying and implementing system
automation functions and working directly to support
Sonia Ernst, our Trading & Operations Manager, as
well as other members of the Cabot team.
Prior to Cabot, he held positions at Putman Investments
and State Street Corporation. Craig is a graduate of
Southern New Hampshire University with a Bachelor of
Science in Finance Economics. He is active and enjoys
hockey, golf, running and skiing for leisure.

Charitable giving requires thoughtful consideration
and advance planning. During this presentation, we’ll
share tips for maximizing the tax efficiency of your
gift. We will also discuss ways to involve your family,
pitfalls to avoid when making donations, and all of the
various gift-giving options. Seating is limited.
M a r c h – J u n e 2 0 1 7 | P e a b o d y I n s t i t u e L i b ra r y

The Great Game
of Business:
Book Lecture Series
Author Rob Lutts, along with
guest panelists, will address
several topics from his book
and examine what separates
winners from losers.
Winding the Stem | March 16, 2017 | 4PM-6PM

Discover qualities and attributes of successful
stemwinder CEOs and their impact on American
business.

Rules of the Game | April 20, 2017 | 4PM-6PM

Learn how investment cycles differ from company
growth cycles and nine characteristics of great
growth stocks.

Game Changers | May 18, 2017 | 4PM-6PM

What remarkable advancements will make a serious
impact on the way we live? Learn which companies
are poised for growth in the coming decade.

The Spirit to Win | June 15, 2017 | 4PM-6PM

Learn the key differentiators and critical factors
that make America more flexible than other large,
developed economies.

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

Stay Connected

Happy
New Year!

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

As we’ve strived to help
you reach your goals in
the past year, we have
crossed many milestones.
This New Year we thank
you for providing us the
opportunity to serve you.
We hope that 2017 brings
prosperity and happiness
to you and your loved
ones.

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

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

The Great Game of Business
Investing to Win

Why are some businesses tremendously successful
while others seem to struggle quarter after quarter
to achieve profitability?
Rob Lutts, president and chief investment officer of
Cabot Wealth Management, addresses this issue and
examines what characteristics separate the winners
from the losers. Robert Lutts shares key economic
sectors that Cabot Wealth Management considers
promising in the coming years and highlights possible
future leaders within these up-and-coming sectors.

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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