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Barmac Update

22nd September 2008 at 16:39 GMT

ANOTHER DAY, ANOTHER BAILOUT!

THE BARMAC INDICATOR’S VIEW
The markets reacted with wild exuberance on Friday morning to Hank Paulson’s decision to save his former employers and friends at Goldman’s etc. Was it no accident that the decision came overnight before quarterly triple witching? Talk about market manipulation—not that we believe the authorities manipulate markets obviously, but with the majority of derivative positions massively underwater and due for settlement on Friday morning, in both the US and the UK, the cavalry came riding over the horizon to save their chums and fellow insiders. 
The huge upward gap on Friday took markets back to their August average where the majority of contracts will have been written; thus saving billions of losses for the merchant banks at the expense of those on the other side of the trade!   It is nice to see free markets still exist.
The billions used to save the banks from their toxic debt will of course be ponied up by Joe Public via higher taxes, higher interest rates (as Government requirements crowd out) and potential future problems with raised concerns about the state of US debt ratings and who knows the horrible place that could lead to.
Obviously, markets welcomed this deluge of money and the Fed’s promise to wash away the banking sectors enormous sins with a huge sigh of relief and a record surge higher of around 8% across most major markets. It is interesting to note however, that the previous record up day came on 20/10/87 when markets bounced 12% low to high from 1750 to 1950 before rolling over and bottoming on 10/11/87 at 1516, (a massive 23% lower). 
Indeed the majority of the equity markets record up-days have fallen within bear markets. Thus massive bull moves are counter-intuitively a warning that the bear is still on the prowl and ready to sucker more people in! As the dust settles it will be interesting to see how the money markets react to the current open cheque written by the Fed. 

In the UK the banks have as yet been barely tested as yet (houses are only down 10% to 15%) and we have already seen HBOS, Bradford & Bingley, Alliance & Leicester, Northern Rock and several more smaller institutions bite the dust. 
But the credit crunch has much work left to do and houses prices look set to decline in our opinion by at least another 20%. With the likes of Bradford & Bingley reportedly having 1 in 10 mortgages in default, one can only imagine the scale of subsidy that may be needed to keep UK banks in the pink. This money will come from taxpayers and will not necessarily be an ideal allocation of scarce financial resources.


The only certain result of recent events will be over-regulation and a bill to taxpayers that will be far greater than ever originally contemplated. We all know politicians are the ultimate crowd and there isn’t a problem known to man that their intervention hasn’t made worse and with their record of profligacy the bill will grow and grow as each and every interest group is bailed out or compensated.

.

MARKET REVIEW & STRATEGY

Small Cap (daily)
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The above chart illustrates perfectly the current state of the downtrend in small-caps despite Friday’s bounce and the Barmac indicator (lower panel) remains firmly in sell. A break above the trend currently at 2800 is required to change this picture.

The chart (below) illustrates the small-cap index on a weekly basis and it again clearly illustrates the power of the downtrend. It also provides a very specific insight into the power of the Barmac Indicator as it has remained firmly in sell (below the zero line since summer 2007) and consequently kept investors out of trouble. 
Our approach remains using the daily indicator as the early warning signal with the weekly chart maintaining the long term bias. 
Both remain firmly in sell at present.

Ftse Small Cap (weekly)
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We also seek confirmation via other indices and the Ftse Mid 250 index below appears very similar to the small-cap with a firm downtrend still firmly in charge. The weekly Barmac Indicator is again still firmly in “sell” and has remained so since July 2007. 
Despite the huge spike last week the chart looks little different than it did back in January or March at the Bear Stearns bail-out.  A move over 9500 is needed a serious reversal of trend and caution remains the watchword until then.
Ftse Mid 250 (weekly)
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The chart of the Ftse 100 below is slightly more volatile than that of the more broadly based indices of the mid and small caps BUT despite last week’s huge spike the trend still remains down for the present at least.
Ftse 100 (weekly)
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The daily chart below clearly highlights Friday’s dramatic action but still the argument for prices to trend higher is far from conclusive, although clearly a low of some significance has been established. 
Ftse 100
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We suspect markets may well trade broadly sideways over the next few sessions below 5600 and above 5100 and that this will resolve clearly into either a base or more likely a consolidation on the way to yet lower prices. 
Expect the stock market to start to focus on the earnings of non-financials now as the credit-crunch gathers pace and begins to strangle the life out of industry. As this malaise spreads we suspect prices will slide once more. Despite Friday’s rally we remain extremely cautious of equity markets over the medium term. 
Yes markets may stage a short term rally based upon last week’s bail-out but until and unless the daily and weekly Barmac Indicator turns positive on both Mid and Small Cap indices and the downtrends are broken we will remain in cash.
Castleton Fund (excluding dividends) versus Market
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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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