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BARMAC UPDATE
THIS DOCUMENT IS FOR PROFESSIONAL ADVISER USE ONLY AND 
SHOULD NOT BE DISTRIBUTED TO RETAIL CLIENTS
22nd September 2011 at 13:30 GMT
THE END OF BOOM AND BUST? YES, WE'RE JUST BUST...
Castleton Growth Fund switches out of cash into 3 month Bills

A quick “heads up” to investors and subscribers alike – it now looks like we are heading into the crisis we have long been warning about. 

As long term subscribers know we have felt that the so called “credit crunch” was the starter course and now the “main” is about to be served over the next year or so. We have grown sufficiently concerned to have started to move our cash holdings out of bank deposit into short term UK Treasury Bills. The fund moved to 90% cash in July after a weekly “sell” signal (see chart below) but we are concerned that if a major sovereign default occurs that it could cause a European wide panic. 

We do not necessarily think UK High Street banks will fold BUT we do not wish to take even that miniscule chance. THUS, by close of business tomorrow (23rd September) at least 60% of the fund will be in UK Treasury Bills (this amount may well increase if stress and risk increases in the next few months) so that if the very worst does happen the Castleton Growth Fund will still be safe and liquid. Cash on deposit is with resources rich Australian owned Yorkshire bank and the risk averse Co-Op bank.

Why UK Treasury Bills?

Simply they are issued to pay everyday Government payments and are the last UK security to default even if Gilts had to. They are typically ultra short dated and effectively finance the Government’s need to pay its electric and gas bill etc. not its capital expenditure SO just like an individual who cannot afford his mortgage, he will still finance food and light. Bills are used on the same principal. If UK bills defaulted then ALL financial instruments and institutions would have long since closed the doors! 

The two charts below illustrate what has happened to the Ftse Mid 250 Index since the sell signal was generated just over a month ago. The market has consolidated the fall and made indication that anything more than a temporary bounce will occur. The signal given a month ago was the first since April 2009 which suggests it should not be taken lightly (and we are not). We suspect further downside action is imminent and that eventually all the rebound since 2009 will be erased. 
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These are dangerous markets and the problem of where to keep your money is highlighted by the second chart showing the Ftse 350 Sector Bank Index. 

It is plain to see to the most inexperienced layman that bank share prices are headed back toward the Lehman low and this reflection of banking stress suggests that casualties will surely start to occur. HENCE we have gone for Treasury Bills. We suspect that the Castleton Growth Fund is much more secure at the moment than any bank and most other funds…..this does not mean the price cannot fluctuate slightly but the Bills reflect a cast iron backstop.
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COMMENT ON THE ECONOMY

Double dip twaddle…..this is depression and it started after the Tech bust!

It is impossible to have a double-dip if you have had no recovery. The last couple of years have merely been a rocket fuelled stay of execution whereby all the debts and risks have been dumped onto Central Banks. Now due to the straight jacket of the Euro, the Central Banks are drowning and the politicians have no real idea what to do.

In the UK we have politicians of all colours that think State spending will create jobs (this is impossible as merely a transfer payment from productive, responsive and discerning private sector and thus robs Peter to pay Paul) and are advocating increased spending. 

With credit markets as they are, this would be suicide as UK yields could go up to Spanish or Italian levels (5 to 6%) if markets thought UK resolve was weakening.  Such a doubling of market rates would smash the banks, mortgagees and the UK economy to pieces, so the Government really has no alternative but to be unpopular and stand firm (as most thinking opposition members well know). So how can policy create jobs? Maybe it is not so hard but it requires the sacrificing of a whole load of sacred cows! 

To create jobs only a massively favourable industrial and mercantilist policy will do the trick……6 steps to competitiveness would be:-

1) GB MUST deregulate all employment law as they are expensive and counter- productive so that companies can hire and fire as demand dictates without worrying about sex and ethnicity. Provide tax relief on child care so that working mums can afford to work;

2) Eradicate the minimum wage and dole for the job refuser and NEET. If people have no wish to work then no worries but tax payer should not pay;

3) Cut employers’ NI to zero (hey and that infantile 50% top rate of income tax). This will increase UK plcs labour competitiveness by over 12% overnight and will thus have a downward pressure on cost of goods and services, boost exports and inhibit imports. This potentially cuts £48 billion from top line revenue (I have ignored public sector NI as a circular transaction as paid out of tax revenue in the first place) but even if private sector only used 4%  of the 12% to boost jobs that is 900k of the dole saving approx. £20k per head or a cool £18billion and would pick up tax from those now employed along with at least 23% of the £48 billion via increased corporation tax: i.e. virtually self-financing once housing benefits etc have been factored in;




4) Abandon expensive and inefficient wind farms that will burden industry (and Joe Public) with uncompetitive power and using only a fraction of the £120 billion renewable budget to build cheap efficient thermal plants and invest in Thorium as the long term answer. Cheap wholesale power should be used to encourage ALL industry both heavy and light to locate in the UK and not be slowly eviscerated by high operational cost which light and power can be a major contributor, (after all global warming stopped in 1998 and whatever your views do wish to condemn vast swathes of the working population to joblessness?);

5) Red diesel for all commercial vehicles over 5 ton. Transport costs are a major driving force in industry and cheap fuel oil (like farmers get-why?) would again drive costs for users and consumers much lower and increase global competitiveness. No losers only winners and a huge message to the world that GB is open for business;

6) Finally to help finance the deficit and perhaps front run some of the above measures (although end of solar and wind farm madness would more than pay for above) a complete re-negotiation of terms with the sclerotic titanic that is the EU. Guess what, we might even get our fishing industry back (thanks a lot Ted).

None of the above measures will ever be done (maybe EU as crisis sets in) BUT all are logical if your aim and priority is to get the wheels of industry turning again and working people back working. It is totally self-financing, indeed raises money to repay our debt as burdensome EU contributions and renewable costs are eradicated.

So we know when our useless politicians wring their hands, pose and posture but do nothing meaningful (as the dreadful and dangerous nutcase Chris Huhne did this week) that they are not pursuing our best interest as if they were they would create favourable conditions to properly promote  trade and industry and not sixth form politics.  After all people need jobs and society needs them to have jobs and surely should be their priority otherwise we will see more riots and mayhem.

FINALLY

The UK and the global economy is staring down the gun barrel of catastrophe and due to flawed neo socialist and Keynsian theory the only solution appears to be print money and carry the vast waste of resources the useless State (by State I mean virtually every State in the western world and most of the supra-national organisations that goes with it) via the political elite. 

The printing of money will end in disaster with the poor still jobless and poor and the middle classes impoverished by the inexorable debt deflation that is gripping the world. The riots of last month are a mere fore-taste of the anger that will be released unless a true industrial policy is pursued and QE is abandoned.

We will write more on DEBT DEFLATION next week but it is the enemy of your and everyone’s wealth. 

Let us recommend a great website called Café Hayek which has plenty of very interesting economic comment and is worth an occasional browsing if you value your money.
END

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: Sharescope and other sources believed to be reliable.

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.
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