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Market Insights 
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The picture below tells pretty much the whole story. The bad story as well as the good story. The 

risks we spoke about over the past several months have finally come to the forefront. It is because of the 
risks of a decline we have held a sizeable cash position in our managed accounts for some time. 
 The market in a little over 5 weeks has declined to the price level it was 15 months ago. While the 
market may continue to decline to the level illustrated below as SUPPORT ZONE 2, most of our investment 
models and indicators suggest the correction has pretty much run its course. Okay, now we have the bad 
news out of the way. 

The good news is that in the past 2 years the market has had 3 other corrections very similar to this 
one. Each of these previous declines have been considered intermediate term corrections as we believe this 
one is. As shown below, each decline has ended with about the same magnitude of loss. Also important is 
that each decline has ended with our indicator (called an MACD) at the bottom of the graph turning up at or 
near the green horizontal line. While the indicator has yet to turn up, we would expect it to do so in the days 
ahead if this is going to be a similar buying opportunity to those three other times since 2004. 
 

 
 
 So let’s recap. We saw increased risk in the market so we reduced our holdings months ago. We have 
now corrected to a level that likely will provide a great buying opportunity for us to become fully invested 
once again. When we get fully invested again we will be expecting very attractive returns in the months that 
follow. HOWEVER, if our indicators do not quickly improve we will take further protective steps by moving 
more, and possibly all of, our portfolios to cash since the next real support is 5-7% lower. 
 
As always, we appreciate your trust in us and we never forget our mission is to both protect your capital and 
to grow your capital. 
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When I was a boy I wanted to be an artist; but I had a major obstacle blocking me. 
I’m color blind, and I can’ t see the reds and greens very well. There wasn’ t much 
for me to do in art class except draw with a black pencil; so I learned all about 
perspective. Pictures come alive if you can make them realistic, and artists do this 
by using perspective. My goal of writing this note to you is to help give you 
perspective about the times we live in. The information age bombards us with so 
much stuff it’s hard to decipher the truth. What really matters and how should you 
act as a result of all the changes that are going on?  Those are actually some of the 
reasons Rhoads Lucca Capital Management exists in the first place. We are here to help navigate your investments 
through this fast changing world. I want to tell you about the things that will have a major impact on your life. It is 
a very exciting time to be alive! Many of the things going on are positive and will have a huge impact on the quality 
of your life. It is my hope that together we will see what is happening in our world and how it impacts us. Gaining a 
complete understanding of what is going on in the world often seems impossible, but the truth is there. Perspective 
will help unlock the truth and give us better understanding. My contention is that by adding perspective to the truth 
we can grasp the major trends that will effect us in the future, giving us peace of mind and the ability to make plans 
that are realistic to prepare ourselves for the future that’s sure to come. You can expect a note from me about these 
things on a regular basis. 
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The economy can’ t seem to catch a good headline. Ever wonder just how bad it is? 
Well the truth is the economy is not bad at all. The 1st quarter GDP (Gross Domestic 
Product) was up 5.3% and that’s fantastic! In fact, it’s the fastest growth rate in over 
2-1/2 years. Unemployment is below 5% which also is very good. Most companies 
are in good shape making profits for their shareholders. So why do we have all the 
negative headlines? The very nature of the news is negative. The headlines are made 
up of words to catch your attention so you will listen, watch or buy a paper. My 
comments are designed to give you perspective; so here goes. Certain industries are in 

bad shape, like the legacy automobile manufactures or the airlines. These lagging industries have not updated their 
business models for the 21st century. Real pain and suffering comes as they unwind their old business models and 
build new ones, and that’s not fun if you’ re in the thick of it as an employee or shareholder. Now some truth. Have 
you heard about all the job loses they have had in manufacturing cars since the 90’s? In the June 5th issue of Forbes 
magazine publisher Rich Karlgaard in his Digital Rules column (one of my favorite reads) quotes economic expert 
Jack Schultz “ In 1990 there were 955,100 Americans employed in the automobile sector, compared with 956,200 in 
2005”  Mmm… what happened and where are the missing jobs? What happened - Toyota, Nissan, Honda, and 
BMW.  Notice the missing names of the old legacy manufactures. OK, you can say the new names pay their 
workers less; but they also make their cars in different locations like Alabama, West Virginia, and Georgia where 
the cost of living is much lower. Truth is there were no lost jobs. Something basic is happening in our Economy, it’s 
sort of like a backfield shift in football. Suddenly everything is different. Remember that different is not always 
bad; sometimes it can even be better. That’s my perspective for this month. Have a great June!  
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