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Paul Cabot

Brief life of an investment pioneer: 1898-1994

by MICHAEL R. YOGG

RACK! Paul Cabot pulled his ROTC rifle back from his

dorm’s open window and surveyed the damage. Students

had been holding a dance in the Yard. The shot, though
only a blank, “had a terrific effect. All the little girls thought the
Germans were out for them.” It was 1918, 2 warm May evening at
the end of his freshman year, the night before he was to go on ac-
tive duty. Whether it was the war or the whiskey, Cabot thought
nothing of shooting into a dance. “I let go another round. [The
proctor| caught me with the rifle with the smoke coming out of
the barrel. Luckily my friends kicked the booze under the bed....I
knew I was in major trouble.” He later insisted, “I was not drunk
and nobody in my room was drunk,” but a dean concluded that he
was “considerably illuminated by liquor” and only family connec-
tions saved him. His father interceded with President Lowell, an
old friend, and the marksman escaped with an “admonition.”

From such unpromising beginnings emerged a much admired—
and respected—corporate leader. Cabot (A.B. 21, M.B.A. 23, LL.D.
’66) would later found an early mutual fund and establish its ex-
traordinary investment record, campaign against financial abuse
in the 1920s and for securities law reform in the 1930s, and shift the
Harvard endowment toward equities when he became the Univer-
sity’s treasurer in 1948, just in time for the bull market.

In 1923, Cabot spent six months in London working for the
First National Bank of Boston. “The manager was a horse’s ass of
the first order...,” he later recalled. “He never allowed us kids to do
anything.” But that allowed Cabot to pursue a personal interest,
the study of British investment trusts. A friend, the grandson of
J-P. Morgan, had introduced him to Morgan's business associate,
Robert Fleming, who was living in London at the time, and Flem-
ing became Cabot’s informal tutor. In the nineteenth century,
Morgan and Fleming had spearheaded the transfer of British and
European investment capital to the American railroad industry.
Fleming almost surely told Cabot that the key to Morgar’s suc-
cess was his frequent meetings and active involvement with the
managers of the railroads to which he lent money.

Once back in Boston, Cabot began meeting weekly at the
Parker House with his cousin Richard Paine 17 and friend Richard
Saltonstall 20 to “yak about common stocks.” In 1924 they formed
one of the first mutual investment companies—unquestionably
the first whose partners visited companies and interviewed man-
agers before deciding to invest. They also developed their own fi-
nancial models of the companies to help them pick stocks. Their
performance reflected their information advantage. From 1925 to
1929, State Street Investment Corporation returned 434 percent,
more than twice the return of the market. If its performance re-

gressed toward the mean in later decades, that was only because
its better competitors adopted its methods.

Cabot had learned another lesson in London: trust managers
could be unscrupulous. He had read about their behavior during
the mania of the 1880s and, when he saw the same things happen-
ing in the United States in the 1920s, he spoke out. In 1928, one
fund group decided that Cabot was talking about them and de-
manded that the Shawmut Bank, where he was a director, shut
him up. Cabot “flamed up. I got so goddamn mad I said, ‘Why the
sons of bitches....I trotted up to the Atlantic Monthly, the editor of
which happened to be my uncle, and gave him this speech and he
published it...It went all over the country and I got a hell of a lot
of letters.” As scandals surfaced after the market crash, Cabot’s
reputation was made. He became known as a brilliant investor, a
prescient critic of financial abuse, and a man of integrity.

For the next 65 years, Cabot used his position for both personal
gain and the public good. His investment firm thrived. Even as
others copied his methods, the performance and prestige that
came from being the first to do primary research gave State Street
an advantage in recruiting employees and clients that lasted into
the 1980s. Cabot’s reputation for honesty and savvy made him a
sought-after witness on Capitol Hill when legislation important
to the mutual-fund industry came up for consideration. This in-
cluded the Revenue Act of 1936, which prevented the triple taxa-
tion of mutual-fund dividends, and the Investment Company Act
of 1940, which established the ground rules for the industry—in a
way that allowed the already well-established Boston funds to
flourish, because there were no limitations on size; only moderate
restrictions on sales practices; and liberal rules governing the
funds’ relationships with broker-dealers. His successful manage-
ment of the Harvard endowment not only benefited the Univer-
sity, but contributed to State Street’s reputation as an investment-
industry leader, aiding its marketing efforts.

Toward the end of his life, Cabot was asked what the key to his
investment success had been. “First you've got to get the facts,” he
said. “Then you've got to face the facts.” The devotion to the facts,
to truth, to Veritas, was the key difference between the boy of 20,
who acted recklessly and lied about it, and the adult who, by the
age of 30, was well on his way to becoming rich and famous by
virtue of his hard-headed realism and intellectual honesty. V)

Michael R. Yogg, Ph.D. ’78, an investment manager in Boston, is writing a
book-length biography of Paul Cabot.

Opposite: The photograph is from Cabot’s twenty-fifth-reunion report.
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