[image: image19.wmf] 


BARMAC UPDATE
THIS DOCUMENT IS FOR PROFESSIONAL ADVISER USE ONLY AND 
SHOULD NOT BE DISTRIBUTED TO RETAIL CLIENTS
20th June 2011 at 08:00 GMT
The Castleton Growth Fund - Barmac Indicator 
The Castleton Growth Fund has struggled recently and we, as a result have conducted an extensive amount of research to see how its performance can be improved. 

We have identified where we have got things wrong and formulated a methodology for putting this right. We know the Barmac Indicator works, because we know this from our Discretionary Portfolio Management side.

The two key areas which have impacted the Fund’s performance are:-

1. Timidity on a “Barmac Buy Signal” following the banking collapse of 2008;
2. Market volatility.
These two factors are intertwined in that, when markets are volatile it is often difficult to be brave with a buy signal as markets first ramp up, only then for them to suddenly reverse and all the gains and more are eradicated. Market volatility of the type we have seen recently also adds another problem in that it creates too many signals.

We have seen market volatility before although not to the same extent. Since 2008 markets have become increasingly nervous and even more news driven as can be seen from the brief spike downs following a number of European sovereign debt crises. The near collapse of the global banking system in 2008 has had a huge impact.
Faced with this environment we have to assume it will continue for some time. We have also had to build into the equation the fact that market volatility continues in the same vane and may indeed moderate and therefore any solution we devised would have to be capable of handling this.

Our message is very positive…..

We have analysed an enormous amount of data and by effectively de-sensitising The Barmac Indicator we have found a solution that will cope with both today’s highly volatile markets and also with less volatile periods.  
We will now lead you through our research in order that you will be able to analyse the results for themselves. 
There is always a trade-off in these situations and the trade-off in this instance is increased volatility and potential larger draw downs. Even so, neither of these should be excessive in comparison to “long only” funds and under the modified Barmac Indicator, the Castleton Growth Fund’s performance should be ameliorated to the downside as a sell signal kicks in and drives the Fund to cash.
The Modification

The Problem…..

The Barmac Indicator has been used by us to call our market timing and that has been constructed based upon daily market data for the Ftse Small Cap Index.  Although we cannot trade the Small Cap in our fund because of liquidity constraints, it has always given a very good “heads up”.  However, since 2008 increased market volatility has resulted in too many signals (see point iii below).




The Solution…..
We have now made two changes to our market timing:-

1. We have moved from the Indicator being based on the Ftse Small Cap to the Ftse 250 Index.

2. We have moved from data based on a daily timeframe to data based on a weekly timeframe.


We have done this because:-

i. The Ftse Small Cap Index was always used by us to give us the “heads-up” with regard to market direction. However because of the nature of the Ftse Small Cap Index it was impossible for us to trade because of liquidity constraints;

ii. It is possible to trade the Ftse 250 Index and its constituents and therefore it makes sense to use an Index which the Fund will actually trade;

iii. Daily data on the Ftse Small Cap Index has been too sensitive as market volatility has risen since 2008. This has resulted in too many signals that often called a shallow correction which rapidly reversed with the result that the fund has gone to cash and then missed the subsequent recovery. 

It is this “round tripping” to cash and subsequent re-investing that has cost the Fund the opportunity to make returns (see notes below);

iv. Moving to weekly data desensitises the Indicator and consequently throws up fewer signals. Everything in terms of the signal is the same and apart from the time element there is no fundamental change. This is all in order to counteract the sudden market swings.

v. This modified approach will allow a gradualist investment build up without being swung by short term “sell” signals and thus permit a far greater participation in bull swings. The charts and statistics dramatically support this approach as you will see from the charts and accompanying data;
 

vi. The adaption of the Barmac Indicator weekly will however mean that the fund will be slightly more volatile as the “shallow” corrections will be ignored unless it triggers a weekly “sell” signal. 

One of the bonuses of the research we have undertaken over the past six months is that we have now found how the Barmac Indicator can be used reliably in conjunction with the S & P 500 and the DAX 30. 

This is a huge benefit to the Fund in that it enables it to invest in major overseas markets reliably and asset diversity.

Notes to Point iii above

The best way to illustrate this point is the recent Japanese disaster. 

During the disaster the Fund “lost” just under 3% whilst the markets on a whole lost 10%. However within three days most of these losses had been regained as the markets rallied. 

Our methodology on the sell side is to sell when our Indicator crosses to sell (this is usually after the markets have fallen at least 3%) and we go to either cash or near cash via hedging (this is where we sell futures against stock we own in order to cancel the stock out). 

However when the “buy” signal is issued the market can have risen by 5% by the time it is given. This means that our re-entry point in the market is higher rather than lower from where we exited. This is how part of the loss is incurred on the round trip. This loss is accentuated by our policy of only gradually re-entering markets when a signal is given due to our cautious approach.

COMMENTARY ON BACK TESTED SIMULATED PERFORMANCE OF 
BARMAC INDICATOR USING WEEKLY FTSE MID 250 DATA
The commentary should be read in conjunction with the year by year screen charts below that illustrate each and every signal. 

Please also refer to our illustrated block graph highlighting the year by year comparative returns. This can be downloaded from our website at www.barmacuk.com/barmacindicator.html


SUMMARY OF SIGNAL HISTORY AND CUMULATIVE RETURN
	
	SIGNAL DATE
	INDEX LEVEL
	GAIN/LOSS
	COMPOUND RETURN

	1
	18th March 1994
	SELL @ 3849
	
	

	2
	5TH May 1995
	BUY @ 3555
	
	

	3
	7th August 1998
	SELL @ 5323
	1768
	49%

	4
	12th February 1999
	BUY @ 5187
	
	

	5
	16th March 2001
	SELL @ 6258
	1071
	79%

	6
	15th March 2002
	BUY @ 6081
	
	

	7
	7th June 2002
	SELL @ 5962
	-119
	75%

	8
	9th May 2003
	BUY @ 4523
	
	

	9
	10th August 2007
	SELL @ 10889
	6366
	321%

	10
	17th April 2009
	BUY @ 7307
	
	

	11
	1st June 2011
	Index Level 12000
	Running gain 4693
	609%


Ftse Mid 250 rose from 3800 in Jan 1994 to 12000 for a gain of 8200 – compound return of 215%

Barmac Indicator Weekly delivered a gain of 13779 - compound return of 609%


The above table not only illustrates a vastly superior rate of return versus the Mid 250 index but only a relatively low number of signals through the 17 year period. Indeed it is worth noting that signal 2 and 8 lasted for three and four years respectively. 

Thus it is apparent that this approach lets the market take the strain whilst sidestepping the worst of multi month corrections. The sell-offs after the Asian Crisis, The Tech bubble, 9/11 and Lehman’s were all successfully sidestepped and the rallies in 2003 and 2009 were caught by the revised Barmac Indicator.

Set out below are the year by year charts and the resulting actions as dictated by the Barmac Indicator. 

Each signal is illustrated on the particular year chart with a red arrow.

Simulated cumulative performance of the Weekly Barmac Indicator compared to the 
FTSE 250 Index illustrated for period January 1994 to December 2010

1994

FTSE 250 Index starts at 3849 on 6th January 1994

Sell Signal on 18th March at 3865 - GAIN 0%
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Year summary 1994
FTSE 250 Index closed at 3487 at loss of 9.5%:     Barmac level 0.0%

1995

Buy Signal on 5th May at 3555 
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Year summary 1995
FTSE 250 Index closed at 4021 at gain of 15%:    Barmac gain of 13%

CUMULATIVE SUMMARY

FTSE 250 Index up 4.5%:      Barmac up 13%
1996
NO SIGNALS SO REMAINED IN BUY ALL YEAR
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Year Summary 1996
FTSE 250 Index closed at 4484 at gain of 11.5%      Barmac gain of 11.5%

CUMULATIVE SUMMARY

FTSE 250 Index up 16.5%       Barmac up 26%

1997
NO SIGNALS SO REMAINED IN BUY ALL YEAR
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Year Summary 1997
FTSE 250 Index closed at 4787 at gain of 6.7%      Barmac gain of 6.7%

CUMULATIVE SUMMARY

FTSE 250 Index up 24.4%       Barmac up 34%
1998
Sell Signal on 7th August at 5323 
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Year Summary 1998
FTSE 250 Index closed at 4854 at gain of 1.3%        Barmac gain of 11.2%
CUMULATIVE SUMMARY

FTSE 250 Index up 26.1%         Barmac up 52.5%
1999
Buy Signal on 12th February at 5187
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Year Summary 1999
FTSE 250 Index closed at 6547 at gain of 32%        Barmac gain of 24%
CUMULATIVE SUMMARY

FTSE 250 Index up 67%         Barmac up 88.5%
2000
NO SIGNALS SO REMAINED IN BUY ALL YEAR
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Year Summary 2000
FTSE 250 Index closed at 6547 at gain of 1.5%     Barmac gain of 1.5%
CUMULATIVE SUMMARY

FTSE 250 Index up 70%         Barmac up 91.5%
2001
Sell Signal on 16th March at 6258 
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Year Summary 2001
FTSE 250 Index closed at 5913 at loss of 9.5%     Barmac loss of 4.5%
CUMULATIVE SUMMARY

FTSE 250 Index up 53.5%         Barmac up 82.8%
2002
Buy Signal on 15th March at 6081
Sell Signal on 7th June at 5962 
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Year Summary 2002
FTSE 250 Index closed at 4319 at loss of 27%     Barmac loss of 2%
CUMULATIVE SUMMARY

FTSE 250 Index up 12%         Barmac up 79%
2003
Buy Signal on 9th May at 4523 
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Year Summary 2003
FTSE 250 Index closed at 5802 at gain of 34%     Barmac gain of 28%
CUMULATIVE SUMMARY

FTSE 250 Index up 50.7%         Barmac up 129%
2004

NO SIGNALS SO REMAINED IN BUY
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Year Summary 2004
FTSE 250 Index closed at 6936 at gain of 19.5%     Barmac gain of 19.5%
CUMULATIVE SUMMARY

FTSE 250 Index up 80%         Barmac up 173%
2005

NO SIGNALS SO REMAINED IN BUY
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Year Summary 2005
FTSE 250 Index closed at 8794 at gain of 26.7%     Barmac gain of 26.7%
CUMULATIVE SUMMARY

FTSE 250 Index up 128%         Barmac up 245%
2006

NO SIGNALS SO REMAINED IN BUY
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Year Summary 2006
FTSE 250 Index closed at 11177 at gain of 27%     Barmac gain of 27%
CUMULATIVE SUMMARY

FTSE 250 Index up 190%         Barmac up 338%
2007

Sell Signal on 10th August 2007 at 10889
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Year Summary 2006
FTSE 250 Index closed at 10657 at loss of 4.5%     Barmac loss of 2.5%
CUMULATIVE SUMMARY

FTSE 250 Index up 176%         Barmac up 327%
2008

NO SIGNALS SO REMAINED IN SELL
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Year Summary 2008
FTSE 250 Index closed at 6360 at loss of 41.3%     Barmac loss of 0.0%
CUMULATIVE SUMMARY

FTSE 250 Index up 65%         Barmac up 327%
2009

Buy Signal on 17th April at 7307 
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Year Summary 2009
FTSE 250 Index closed at 9325 at gain of 46%     Barmac gain of 27.6%
CUMULATIVE SUMMARY

FTSE 250 Index up 142%         Barmac up 445%
2010

NO NEW SIGNALS SO REMAINED IN BUY
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Year Summary 2010
FTSE 250 Index closed at 11558 at gain of 23.9%     Barmac gain of 23.9%
IMPORTANT NOTES


Remember that past performance is not a reliable indicator of future results.  
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. Performance is not representative of actual returns and does not take into account any charges levied.

Source of data: London Stock Exchange for the FTSE 250 Index.  
Source of data: Barmac Asset Management Limited for the Barmac Indicator.

This document has been compiled, approved and distributed by Barmac Asset Management Limited. 
This document is provided for information purposes only and does 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 document  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 document or its content. 

Any forward looking statements contained within this document 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.

THIS DOCUMENT IS FOR PROFESSIONAL ADVISER USE ONLY AND 
SHOULD NOT BE DISTRIBUTED TO RETAIL CLIENTS
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Barmac Asset Management Limited is authorised and regulated by the Financial Services Authority No: 448348    

Barmac Asset Management Limited is registered in England No: 5188063
 Registered address:  27a Lidget Hill, Pudsey, Leeds, LS28 7LG
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