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Barmac Update

23rd February 2009 at 16:40 GMT

EQUITY MARKETS SLIDE TOWARD A DURABLE LOW IN THE NEXT FEW WEEKS,

 BUT THE LONG TERM BEAR IS HERE FOR YEARS

The bear’s grip appears to become ever tighter day by day as the life is slowly squeezed out of the global economy. The useless politicians throw money at the problem (like giving an alcoholic a couple of double whiskeys) and below we include a brilliant article by one of our favourite economists Liam Halligan of Prosperity Capital Management that sums up perfectly the danger of “betting the ranch” with quantative easing (printing money). 

Recessions are painful and it takes tough politicians to make unpopular decisions (only Thatcher and Wellington spring to mind) but mortgaging GB’s future in the forlorn hope of reducing the effects of recession is rank stupidity. The Government should be cutting wasteful expenditure hard (easy to do as over a million jobs created in bloated state sector since 1997) and invest in the politically incorrect but much needed (also economically powerful stimulus) roads, runways, railways, cheap fast widespread broadband and coal fired/nuclear power stations to provide the fast and economic transportation and power systems that are required for a successful trading nation. 

As most thinking members of the population are aware, competition from Asia will only increase during and after the recession and we must try and equip our country to compete - not handicap it with a series of bale-outs, a bloated state and ridiculous “green” policies governed by the anti-capitalist and blindingly ludicrous CO2 agenda (how can people be so thick and no apologies to any insulted by last point). 

Yes the recession is going to be extremely painful and many hard working people will lose their livelihood through no fault of their own. This is a terrible disaster and we owe it to these people to put into place conditions that will help the economy to compete and therefore recover. 
Thus we need to create reliable and cheap transportation for goods and services, low cost and reliable power together with a low tax business friendly environment. I suspect we will see none of this, so be prepared for the worst as the socialist west commits economic suicide and slides into semi-permanent low growth/recession.

We expect all future economic recoveries to be feeble and sub-par with the economy still struggling in a decade with equity markets still labouring below 7 or 8000 in a re-run of the long term Japanese bear. The only difference may be a dark slide into inflation if this Government really starts to print money. Remember it is easy and popular to say “yes” and print a few more pounds to save this industry or that job. It appears the caring and logical solution - but it will act like sulphuric acid on the competitiveness of the UK economy……..remember the disaster that was British Leyland!
As far as equities are concerned, the current declines appear to be nearing the end with a tradable low possible in the next few weeks or so. The UK will likely re-test the 2003 low and break the November lows as the Dow has already led the charge on both those landmarks. 
We are looking for a final panic perhaps caused by a default in Eastern Europe to create the conditions for a capitulation low with huge volume. Certainly, we think that in terms of time we are near the end of the current bear campaign but markets could easily fall another 20% (600+ points) from here, so it is still vital to be circumspect.

All the charts below are broadly the same with all four indices shown breaking down out of the recent three month consolidation and heading on toward new declines. However, we suspect that the Barmac Indicator, which remains firmly in sell on all four charts will non-confirm  (index hits new low but indicator does not) these lows and we will have a major technical bullish divergence between indicator and market. Such a set-up occurred at the lows in late 2002 and early 2003 and is often the signature of market turns. 

At present we remain hedged to cash and await developments with as much patience as we can muster!

The chart below highlights the strong outperformance since the market top in July 2007.

[image: image2.png]Pence 1 week candles Barmac ACDS Castleton Growth & FTSE 100

Unit Trust

b phoom TS

X R—

BARMAC
CASTI FTONF|

FTSE 100

MD 250

FTSE SMAL|

13/7/07 oct
www sharescope co.uk

‘08 Apr

Jul

Oct

110

90

80

70

50

‘09 20/5/09

Chart (c) ShareScope




[image: image3.png]www sharescope co Uk

Chart (c) ShareScope

1week candles FTSE 100 Index
6500 o .I,.ll"“ll'”l U ".‘ 6500
ﬂmw“ul"ﬂ" |"| W TMII
6000 'qup,mu.m MN ||| |‘i 6000
i
5500 T | ‘” HU‘\" ' 5500
5000 M 5000
4500 “ ﬂ“ 4500
w| i
4000 “u ml '“l 4000
2716106 07 i 08 Jul 09 20/5/09
1000 1000
0 0
1000 % 1000




[image: image4.png]1 week candles FTSE 250 Inclex

12000 12000
11000 . Ir“"‘”“ I 11000
ol i I
10000 lw 10000
ol

e L 'lllltl‘lm‘l 9000
8000 | 8000
7000 ‘ 7000
6000 |d| Wl

It 6000

276106 07 i 08 i 09 200509
2000 2000
0 g 0

-2000 -2000

www sharescope.co Uk Chart (¢) ShareScope




[image: image5.png]1 week candles FTSE Small Cap Index

4000 4000
3500 3500
3000 3000
2500 | 2500
2000 . 2000
e
! e
27/6/06 07 Jul 08 Jul 09 20/5/09
500 500
0 0
-500 -500

www.sharescope.co.uk Chart (c) ShareScope




[image: image6.png]1 week candles Dow Jones Industrial Average Index

14000 W 14000
oW
13000 , P 'JL Wlu llbqwl‘ | IP“I" 13000
i
12000 lw“‘"‘"w |" Hll“ ”'“ I‘|| If 12000
T

11000»1‘|§I"" W "“l 11000

10000 10000

9000 ‘ 9000

g

8000 ‘ ”Ull 8000
27/6/06 07 i 08 i 09 20/5/09

2000 2000
0 0

-2000 -2000

www sharescope co.uk Chart (c) ShareScope




Enjoy the fantastic article below from the Sunday Telegraph (22nd February 2009)……..
“……….On BBC Radio 4's Today last week, I was accused of being "bonkers". That was after I argued the UK faces serious inflationary dangers – not least due to the impending use of the Bank of England's printing press. My concerns that our "borrow-more, spend-more" bail-out will make a bad situation worse were similarly dismissed as "absurd". Allow me to explain why the real issue is inflation – and not the deflationary spectre that's been conjured up to scare us. Allow me to outline how to escape this crisis, the path our politicians should be taking, rather than their current disastrous course. Then you, dear reader, can judge who is "bonkers", whose reasoning is "absurd".

UK interest rates have been slashed to 1 per cent – a 315-year low. Our budget deficit is heading for a colossal 10 per cent of GDP – bigger than the shortfalls that saw the UK go "cap in hand" to the International Monetary Fund in the mid-1970s. Government borrowing, having risen sharply in recent years, will soon spiral to levels not seen since the Second World War. Meanwhile, the pound has lost a third of its value in less than a year – pushing import prices up.

All these developments are inflationary. Fiscal and monetary policy are wildly out of control. Yet inflation, we're told, isn't a problem. Inflation is yesterday's news. Politicians and their pet commentators warn of deflation under every stone. I accept that falling prices warp incentives, increase real debt burdens and – if expected to continue – stymie retail spending. That's what plunged Japan into a decade-long recession in the 1990s.

But UK deflation simply doesn't exist. In December, annual CPI inflation fell to 3.1 per cent – way above the Bank's 2 per cent target. That number was used as "evidence" we're on "the brink of deflation". Anyone examining this data could see the lower inflation rate was driven by the one-off 2.5 point VAT cut. Adjusted for tax, the CPI actually rose – from 3.9 to 4.1 per cent. That's not surprising given that our ailing currency saw import prices rise a painful 14 per cent. CPI inflation fell to 3 per cent in January. Again, the detailed data is instructive. Food price inflation hit 10.3 per cent. Even "core inflation" – excluding food and fuel – rose, despite the screams of "deflation" from Whitehall and beyond.

Why are our so-called leaders creating deflationary fears? As an excuse for grabbing monetary policy back off the Bank of England and nailing interest rates to the floor, while junking fiscal caution and borrowing in a fashion akin to that of a banana republic. 
Our historically ignorant politicians – and their pliable, time-serving technicians – have responded to the credit crunch by avoiding the real issues. Using "deflation" as an alibi, they've taken the line of least resistance. Now, in a final desperate throw of the dice, we're seeing "quantitative easing" – in other words, "printing money". How will this ridiculous policy help? Have we learnt nothing from Zimbabwe, Argentina or the Weimar Republic? The huge inflationary dangers of "QE" are obvious – in particular alongside massive government borrowing, a tumbling currency and repeated interest rate cuts.

The UK's policy will make historians wince. But being seen to be "doing something" is easier than doing what really needs to be done. For that would involve politicians tackling powerful vested interests and admitting to previous regulatory mistakes. Ministers, first and foremost, need to hose down a banking sector that's holding the country to ransom. Our most senior bankers should be gathered in a locked room and – under threat of custodial sentence – be forced to disclose the full extent of their potential sub-prime losses. At the moment, banks are lying about the liabilities they face. That's why they won't lend to each other – which has gridlocked the inter-bank market, blocking crucial credit lines to firms and households.

Banks rendered insolvent must be merged and/or nationalised – with the bad loans "fessed up" and written off before more taxpayer money is spent on recapitalisation. Gordon Brown has taken a "head-in-the-sand" Japanese approach – creating the UK's "zombie banks" which are technically alive (allowing powerful executives to keep their jobs and save face) but commercially dead, and a drain on society given the extent of their toxic debts. We instead need the kind of hard-headed banking purge the Swedes used to escape financial crisis in the early 1990s. Until that happens, and the inter-bank market re-boots, the UK will continue to haemorrhage jobs.

Beyond this, Brown's regulatory regime must be scrapped, returning responsibility for bank supervision to the Bank of England, where it belongs. The split between the Old Lady and the Financial Services Authority is inefficient and dangerous – as we've seen. In addition, the Bank needs greater power to impose counter-cyclical reserve requirements – so banks create less credit when the economy is booming, but more in a downswing. That would take the pressure off interest rates as a tool of demand management – a blunt, discredited instrument.

Above all, we need desperately to reimpose the split between commercial banks (which take in deposits, then lend to ordinary businesses) and investment banks (which use higher risk strategies).

The removal of this "Glass-Steagall" firewall in the UK and the US is the prime reason for the crisis. By merging with commercial banks, leveraging their taxpayer-backed deposits and using them to place reckless bets, the investment banks have destroyed the financial strength of the Western world. Yet still, our politicians hesitate. Bewitched by the power of the money men, they fail to do what must be done.

If he had any self-awareness, Gordon Brown would hang his head in shame. His big spending, and debt accumulation, contributed mightily to our grave situation. But the Tories need to examine their conscience, too. For years, they backed Labour's irresponsible spending plans. Since the crisis began, their ideas on banking and regulatory reform have been vague and incoherent. The UK faces a wave of inflation, a potential gilts strike and the danger of another IMF bail-out. What is HM Opposition doing to stop this policy vandalism? Has David Cameron got the courage to risk ridicule by pointing to the madness of the policy consensus?”
Liam Halligan is Chief Economist at Prosperity Capital Management 
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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