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Barmac Update

21st January 2009 at 16:21 GMT
Today’s Castleton Growth Fund unit price of 103.02 reflects a rise of 0.75% so far this year as highlighted by the chart below, whilst The FTSE 100 has fallen over 8%.

The fund is in cash at the present after a brief, but short lived buy signal on January 2nd. 
We suspect that Cash will be king for a few weeks yet.
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Over the past 12 months we have seen the markets fall dramatically with the Small Cap nearly halving and the FTSE Mid 250 down 36%. 
Our cautious strategy, helped by the Barmac Indicator, has enabled the fund to avoid the major lurches down.
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The charts below of the Small Cap with the Barmac Indicator in the bottom panel shows firstly, how the daily chart has given an initial buy signal a week ago that has been negated by falling back through our 3% market stop (red line on chart) on Small Cap.
The weekly chart remains in sell and we need a strong upward dynamic to turn charts positive again.
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THE GLOBAL ECONOMY……How did we get here?
Well what can we say at present? We have the laughable “no more boom and bust prudent iron chancellor” playing Oliver Hardy and the myopic Mr Magoo Alastair Darling acting as Lancashire’s own Stan Laurel, as illustrated by the Daily Mail, in charge of a runaway train and it is clear they do not know what to do to avert a crash. Instead they are busying themselves on collecting tickets and ensuring that no-one is standing in the aisles.

Britain is now headed for the buffers unless the slide in the pound is stopped. Interest rates should go up to save the pound or otherwise bond yields will explode as foreign investors dump pounds and Government stock. A gilt collapse would devastate the economy far beyond the problems witnessed in the 1930’s when the gilt market held up and the banking sector remained solid. The current collapse has more in common with the “South Sea Bubble” and the fiscal collapse that followed it. 

Let’s face the simple fact the idiot Brown is one of the key people responsible for this mess along with Blair, Clinton, Bush and Greenspan. Between them they created the environment and the pathetic tick box regulation that has allowed the current debacle unfold.

The repeal of Glass Steagall by Clinton in 1998 allowed investment banks who trade their own book, run derivative markets etc to merge with steady deposit taking and vanilla lending retail banks. Clinton then pushed these new super-banks to lend to the US poor to encourage home ownership among the largely democrat voting underclass of the urban South. Thus was created the recipe for the sub-prime debacle. 

Here in the UK two particularly morally bankrupt politicians decided to ride an easy populist wave in order to seek re-election in 2001 and 2005. They knew that during a boom public sector deficit should be reigned in but they spent. They knew inflation was dramatically under-reported (and still is with CPI ignoring house prices for example) thus enabling lower interest rates than were appropriate. They knew the excessive housing boom was unsustainable but it dragged in taxes for them to waste and made people feel good and thus not see what a complete horlicks these pratts were making of the economy.

So they deliberately let the boom and the bubble inflate and inflate to the point when most of the population was sucked in via house price mechanism delivering a whole industry of Buy To Let and equity release that allowed Britons to gear up and live way beyond their means. 
The Government was ably assisted here by the buffoons who run banks who slavishly fed their political masters boom by allowing customers to borrow 4, 5 and 6x salary and setting up the great crash. None of these idiots either in Threadneedle Street or Downing Street looked over the edge and asked “what if?”

Every poor soul who has his home re-possessed should thank Mr Gordon is a moron Brown for creating the mess that allowed poor Joe Public to get in over his head. Brown should hang his head in shame.

But there is even more asinine incompetence to add to the above charlatanry.  Brown liked to boast how he made the Bank of England independent despite all the members of the Monetary Policy Commission being political appointments. 
At the same time he removed the Bank of England’s supervisory  role of the banking system that had worked since 1694 and split it between the apparatchiks of the Treasury and the completely incompetent cash burning tick boxers of the FSA. An organisation completely out of its depth with mortgage brokers never mind multi-national banks. 
Naturally when this typically socialist beaurocratic tripartite arrangement was actually tested by the Northern Crock debacle – it failed hopelessly. Where was the regulation and oversight and where was the ability to anticipate problems and act decisively? Certainly not at the fingertips of Brown (we will give him no more names as he deserves nothing) the man who saved the world! What utter conceit and hubris.

So in summary Clinton’s repeal of Glass Steagall, Greenspan/Bush/Blair/Brown, artificially low interest rates and low fiddled inflation together with Brown overspend and appalling regulation have led us to the point where Britain may end up bankrupt.

SO WHERE NOW?
As long term readers will know we are not in the least bit surprised by the current market declines because we have argued that we have been in a bear market since 1999 and that the bear will last 15 to 20 years. 
With ALL UK banks clearly bust before property has declined our anticipated 50% we expect the UK economy to bump sadly along with very poor long term prospects for years.  Because the banks are bust our long term stock template is JAPAN with the UK unable to make substantial gains beyond 7000 for many years to come (unless and this is even worse the incompetents in Downing Street manage to generate Weimar style hyper-inflation) with all rallies failing and each economic recovery being stymied by bust banks who cannot lend and subdued demand due to excessively high tax as Government tries to balance the books whilst cutting public spending hard.

We suspect UK markets will see new lows in the first quarter as fear becomes extreme with the 2003 low being tested. The fear level will be the greatest we have ever witnessed but will hopefully put a tradable low in place for the rest of the year provided the UK is not broken by the ensuing crisis. 

There is no safe haven in the Euro as the cobbled together currency is likely to burst apart over the forthcoming year as the PIIGS (Portugal, Ireland, Italy, Greece and Spain) suffer depression and dramatic summer of riots. At least one of the Governments will be overthrown with Greece and Spain looking most vulnerable at present.

As a side issue to everyone’s personal day to day finance
We would also not rule out a Roosevelt-esque bank holiday so make sure you have plenty of cash to hand and a spot of physical gold might not be a bad insurance policy for the next few months. If banks are closed for a week or two and spending restrictions imposed it would be very advantageous to have some cash set aside.

The Castleton Growth Fund remains in cash and cash instruments for now and awaits a bottom during the next few months and expect a recovery rally back toward 5000 but we think it will be “a darn close run thing”. All rallies will fail in the end and economic recoveries will be weak because the only fact anyone needs to know is:

THE BANKS ARE BUST!
P.S.

The graph below illustrates clearly how bust the worlds banking system truly is.
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This market report has been compiled and distributed by Barmac Asset Management Limited and is for Professional Intermediary 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 authorised and regulated by the Financial Services Authority (No: 448348)    
Barmac Asset Management Limited is registered in England and Wales (No: 5188063)

 Registered address:  27a Lidget Hill, Pudsey, Leeds, LS28 7LG
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