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BARMAC UPDATE
11th November 2009 at 13:00 GMT
Barmac Indicator Alert
We have an interesting inter-market divergence between the large cap FTSE 100 and the Mid and Small Cap indices.  As we write the FTSE 100 is back to the October highs around 5300 along with the Dow, but this rebound has as yet not been reflected in the normally more speculative Mid and Small Cap indices which still languish 5% to 6% below the October highs.  In Europe too, the DAX and CAC are also 3% or 4% below the October peak. 

So what do we think maybe happening?

It would suggest that the markets are becoming much more narrowly focused on the liquid large caps as the “animal spirits” slowly evaporate quietly away. Thus a narrowly focused rally slowly loses the support of the wider breadth of market and sets up an eventual reversal. 

This reversal may not necessarily occur in the short term as the FTSE 100 could certainly hit new highs and rally for several more months yet and this advance may drag the other segments higher to confirm the validity of the advance BUT if the Mid and Small Caps now lag and reluctantly follow the FTSE 100 higher, then we can be fairly certain that a major reversal is being set up by the markets. 

We stated in our last update (29th October) the following:

“We are not sure whether this is a sign of the major bear trend re-asserting itself (our long term bearish view that the March lows will be eventually tested and perhaps breached is well documented) or simply a correction within a bear rally. 

We certainly felt that the rally could last into 2010 as QE and fiscal stimulus leaches into equity markets. After all, next year the REAL headwind of higher taxes and lower QE/fiscal stimulus will likely stop any equity rally and economic recovery in its tracks. The double dip or W shape recession is definitely our expectation and we suspect that the real nasty part of the “downturn” is still ahead!”
It looks suspiciously like our feeling is being confirmed and that maybe markets (especially the FTSE 100) will perhaps launch another leg higher but its technical strength is likely to be very poor and set up a major reversal in the New Year. 
However we are rushing our fences as the FTSE 100 has as yet not broken out of the current 3 week consolidation and certainly the Mid and Small Caps have not as yet issued Barmac “buy” signals (when the Barmac Indicator cuts up through the zero line in the lower panel of the charts below) and we will await confirmation from the two junior indices. But new highs in the FTSE 100 will almost certainly eventually drag the Mid and Small Cap higher for perhaps one last hurrah into a Santa rally.

ACTION:  

Await buy signal on Small Cap and Mid at approximately 2830 and 9300 respectively if FTSE 100 bursts up to new high ground. 
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This market report has been compiled and distributed by Barmac Asset Management Limited and is for Professional Adviser use only.  This market report is provided for information purposes only and do not constitute investment advice or considered as an offer to sell an investment or a solicitation of an offer to buy an investment. 

Whilst all reasonable care has been taken to ensure that the information contained in this market report is true and not misleading at the time of publication, Barmac Asset Management Limited make no representation as to the accuracy or completeness.  No reliance may be placed, for any purpose, on the information and opinions contained therein.  Barmac Asset Management Limited accepts no liability whatsoever for any direct and/or consequential loss arising from use of this market report or its content. 

Any forward looking statements contained within this market report are based largely on expectation and are subject to a number of risks.  These risks include, but are not limited to, risks and uncertainties associated with economic, political and market factors affecting trading volumes and securities prices.

Remember that past performance should not be seen as a guide to future performance.  The value of an investment and any income from it can go down as well as up and may also decrease or increase as a result of changes in exchange rates between currencies.  Current tax levels and reliefs are liable to change. Investors may not get back the full amount originally invested.
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Barmac Asset Management Limited is registered in England No: 5188063
 Registered address:  27a Lidget Hill, Pudsey, Leeds, LS28 7LG
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