Strategy — Technical LNdrics Stdnicy

Analysis EQUITY RESEARCH

Monthly Comment

Traders Bulletin

Monthly Overview
01 December 2008

Major Technical developments for November:
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o Leading equity markets record third consecutive month of losses but
close well above the lows
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The S&P 500 (896.24) shed 72 points (7.5%) in November, its third straight month of
losses and the fifth out of the last six. This leaves the index down by 38.9% for the year
and the loss would be a lot worse were it not for the sharp rally that took place last
week as the Fed unveiled plans to help prop up the still-ailing housing market (the
latest Case-Schiller Home Price Index recorded its 21% consecutive month of
decelerating returns). In fact, last week’s 12% advance was its largest since October
1974, when it gained 14% in a single week (in a move which effectively marked the
bottom of that bear market)

Such positive price action takes on added significance, of course, when it follows the
test of a major low or possible support level and, in this instance, it is clearly germane
to the bull case that the S&P tested (and marginally exceeded) the major multi-year
lows that formed in October 2002 — the closing low of 752 which was posted on
November 20™ was, in fact, the lowest since April1997. As a consequence, it is hard to

Equity Indices escape the impression that the S&P has encountered support and bounced — and, to
[Lla T EN TR TN IIE  date, that bounce has added 19% to the value of the index. This phenomenon is

clearly illustrated in the weekly chart shown below.
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The magnitude of the rally has also lifted the technical indicators off their extreme lows
and, at the same time, greatly reduced the extent to which prices can be considered as
oversold. Put another way, the market looked very attractive at 750 or so but is clearly
less so now and, on the daily chart at least, a couple of (potentially) important areas of
resistance are on the immediate horizon. What the chart above doesn’t show is that

Please refer to important the index is now just below the short-term downtrend which began in late September

disclaimers at end of document and the true test of whether this market has turned the corner is whether it can break
through downtrends and start retracing previous declines by more than the minimum
(i.e. by 38.2% or even 50%).

If the definition of a bear market is a series of descending peaks then it seems clear
that we need to see that sequence broken before we start talking about the bear phase
being over — in this case, that means a close above the early November peak at 1005.

Charles Stanley & Co. Ltd does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may have a conflict
of interest that could affect the objectivity, independence and impartiality of this report. Investors should consider this report as only a single factor in making their investment
decision. For important disclosures, refer to the back of this document or go to www.charles-stanley.co.uk/documents/researchpolicy.pdf. This document is a marketing
communication. This research has not been prepared in accordance with regulatory requirements designed to promote the independence of investment research.
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FTSE All Share (2133.99) also posted its third consecutive losing month although it
should be noted that its 49 point decline (2.27%) was far more modest than the losses
recorded in US markets. This is not to say that the All Share didn’t have a rough
month, and ten days ago it was trading down at 1873.99 (which would have
represented a loss of 14% for the month).

However, the chart shows that the retreat to that level corresponded with a test of the
October lows, at 1847.25, and the fact that the index subsequently rallied hard does
suggest that support has been found down there (it is also worth noting that the intra-
day lows from November failed to exceed those from the month before, and that looks
like a bullish development).

Like the S&P, the All Share now faces critical resistance in the form of the down trend
which began after the highs in early September, when it was trading at 2870 or so and,
as of Friday’s close, the index is sitting right below the trend-line.
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A month ago | noted that the All Share would have to post a decisive break above
2230 to indicate that it was moving out of its downtrend and the chart reveals that we
did get a move through that level, but one that lasted just two days, following which the
move lower resumed. With that in mind, what we are looking for now is a three-bar
break above resistance — in other words, even if that short-term downtrend is
exceeded, we need to see the index remain above it for at least three days.

While the price action of the FTSE Mid 250 (6093.32) is not altogether dissimilar from
that of the All Share (with the notable difference that it did trade down to a new five
year low last month) the recent activity on the FTSE Small Cap Index (1784.44) has
been much less encouraging. During November this index shed another 154 points
(7.95%), leaving it 57.6% below the all-time highs that were hit last year (and down
47.8% for 2008). While most indices were rallying hard last week the Small Caps
managed just a modest recovery and, as the chart below illustrates, this protracted
weakness leaves them close to the 2003 lows, then they bottomed out at 1637.5.
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Although the index is displaying bullish divergence on the daily chart, there is no
corresponding divergence on the longer-term charts and this suggests that we might
not have seen the bottom here yet. In short, despite some apparently low share prices
there is little in the current technical picture to suggest that they are not about to go
even lower in the near term.
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UK Stocks

The banking sector has been a significant drag on UK share markets over the last few
months and that situation did not change materially in November — in fact the FTSE
350 Banks (4195) extended their loss for the year to 47% and although we have see a
couple of bear market rallies recently it is still not clear at all that the sector is over the
worst.

The chart below shows that the banks are now back to levels last seen in 1996 and
this is not surprising as investors continue to struggle to figure out what is going on —
shareholder value is still being eroded by those banks that are obliged to borrow from
the government while even those that had been thought of as performing well (HSBC
comes to mind) have gone into reverse. Although the sector has managed to rally off
the lows | would suggest that we need to see a move through the early November
peak at 4708 before it is clear that the bearish cycle has reached any kind of
conclusion — and such a move does not appear to be imminent.
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In October the FTSE 350 Miners (10443.05) fell sharply but then rallied hard to close
well above the lows of the month and, at the time, that looked like it might be the start
of a sustained rally. Such has not been the case, however, and last month the sector
fell even further, eventually trading down to 8046 — a three year low — before rallying,
although the loss for November still amounted to a not inconsiderable 12.3%. That was
the miners’ fifth consecutive month of losses and still it is not clear whether a bottom
has formed.
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The bulls will argue that the sector has fallen by 66% since its peak earlier this year
and that it is now very oversold — this is true and it is even possible to argue that a
double-bottom of sorts has formed at around 8550 (and there is also bullish divergence
on the daily chart). At the same time, the recent move off the lows has brought the
miners into contact with their short-term downtrend and a decisive break above the
trendline could even lead to a move back to last month’s peak at 13259. Until that level
is breached, however, the sector will still be in a bear market.

The General Retailers (997.56) have also been under considerable pressure as
evidence of a dramatic and sustained slowdown in consumer confidence (and
spending) continues to accumulate. Just last week DSG International reported an
operating loss and last month the sector fell to levels last seen 20 years ago. The one
bright spot in the midst of the gloom is the fact that the retailers closed a long way
above last month’s lows, at 846 (i.e. they rallied by almost 16%) and it appears that
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they found support in the form of the lows from late 1998. Although the sector did end
November with a small loss there is at least some technical evidence to support the
proposition that a low might have formed. The long-term downtrend is now indicating
the possibility of resistance at around 1170 although before that can be tested the
sector must push through last month’s peak at 1119 or so — and that’s still more than
11% above current levels.
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The price action in the Oil & Gas stocks (7082.71) has been fairly resilient, particularly
when compared to the collapsing price of oil. Last month the sector actually gained
ground, rising by 2.9%, to post its second consecutive monthly advance and while one
wonders how long this can be sustained as crude slides through $50 per barrel (and
OPEC is unable to agree on further production cuts) the fact is that support has been
found at around 6700 and prices have bounced. For investors anxious about future
performance the best plan appears to be stick with holdings for now, but to start
lightening the load in the event that the sector breaks down through that support.
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Global Markets

The Nikkei 225 (8397.22) has now recorded its sixth monthly decline in a row, a
sequence not seen since the 1980s. That said, the decline for November was a mere
64 points and investors will have derived some comfort from the fact that the Tokyo
index closed well above its monthly lows (at 7406). As | mentioned last month, the key
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point from a technical perspective is that there has been a successful test of the 2003
lows and, notwithstanding last month’s retreat, this support has held. The subsequent
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price action for the Nikkei has shown that it has become stuck in a consolidation phase
(which is hardly surprising), with resistance at just above 9500 and support at 7900 or
so. Which of these levels is more likely to be tested in the near term remains unclear at
this stage.

The Hang Seng (14108.84) also fell modestly last month, recording a drop of just 80
points although, like the Nikkei, it traded a lot lower and at one stage was down at
11814. The weekly chart below gives traders some cause for optimism — over the last
few weeks the Hong Kong index has twice found support at just above 12600 and this
small double-bottom does give the impression that there could be scope for further
upside in the near term, particularly if the index succeeds in closing above the
intermediate peak at 14243.
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At 15500 or so the index will have retraced 38.2% of the decline that began in
September and, given the short-term upside momentum that it has recently developed,
a rally up to that level has become a realistic expectation (although | would also say
that | would expect to see some resistance there).

Commodities

With the notable exception of gold, there has been no meaningful recovery in the
prices of global commodities over the last few weeks as expectations of a deep and
painful recessionary phase increase.

Brent Crude ($53.49) dropped for the fifth month in a row, losing almost $14 to reach
levels last seen in early 2004. As the chart below shows, this protracted period of
weakness has brought the price into contact with its long-term uptrend and, in fact, this
trend has now been marginally breached.
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On a mildly positive note, the price has managed to rally somewhat recently and ended
the month 12% or so above the lows — at the same time, the chart above reveals that
the 14-week RSI has retreated to extremely low levels, and while this does not make a
rally inevitable it does suggest that support might not be too far off (the chart also
shows that the highs from 2000, at $45 or so, might arrest the selling pressure).
Nevertheless, | would like to see a close above $60 before suggesting that any kind of
bottom has formed.

Gold ($814.50) experienced one of its largest ever monthly advances as the price

reversed a significan portion of the previous month’s losses (you might recall that in
October the precious metal dropped by a massive $154). In part this reflects investor’s
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search for safe havens as bonds look far too expensive and the gloss has gone off the
dollar). The longer-term chart reveals that the level at which gold found support is not
completely arbitrary — in fact, it equates fairly precisely with the price having retraced
50% of the rally that began in 2001. What is not clear at this stage is whether there is
still room for much more upside in the near term as the price has become overbought
on a short-term view — downtrend resistance is now at $854 or so.
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Currencies

Sterling/Dollar (1.5383) — the pound continued to lose ground against the dollar in
November, falling as low as 1.475 before finding support. Technically, there is no
obvious reason why it should have found any buyers at that level, apart from the fact
that it has become extremely oversold. The governments of both countries are going to
be doing a lot of borrowing and printing money so it is not difficult to argue that the
currencies will be suffering from similar pressures. In the near term sterling looks
capable of gaining further ground against the dollar, although some resistance at 1.60
or so is likely.
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Euro/Dollar (1.273) - not long ago | suggested that the key level for this pair was
around 1.30 and so it is worth noting that this was breached for a short while last week,
with a close at 1.3025. However, its status as key resistance was reinforced as it
retreated the very next day. For now, that remains the level to watch.
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General regulatory disclosures
This document is a marketing communication.
This research has not been prepared in accordance with regulatory requirements designed to promote the independence of investment research.

Recommendations are given in good faith but without legal responsibility and are subject to change without notice. The information does not constitute
advice or a personal recommendation or take into account the particular investment objectives, financial situations or needs of individual clients. You are
recommended to seek advice concerning suitability from your investment advisor. Investors should be aware that past performance is not necessarily a
guide to the future and that the price of shares, and the income derived from them, may fall as well as rise and the amount realised may be less than the
original sum invested.

Other than disclosures relating to Charles Stanley & Co. Ltd, this research is based on current public information that we consider reliable, but we do not
represent it is accurate or complete and it should not be relied on as such.

Charles Stanley & Co. Ltd conducts a full service investment management, investment banking and brokerage business. We have investment banking
relationships with a number of the companies covered by our Research division. We may seek investment banking business from the covered businesses
referred to in this research.

Charles Stanley & Co. Ltd and its connected companies, their directors, members, employees and members of their families may have positions in the
securities or derivatives (including options and warrants) thereof of covered companies referred to in this research.

As a result, investors should be aware that the firm may have a conflict of interest that could affect the objectivity, independence and impartiality of this
report. Investors should consider this report as only a single factor in making their investment decision.

Our policy on managing actual or potential conflicts of interest can be found at:
www.charles-stanley.co.uk/documents/researchpolicy.pdf

Equity, bond and technical analysis use different research recommendations definitions. These are set out on the above website, as is a summary of the
bases of valuation and methodologies used by us to evaluate or set price targets for the subjects of our research. Details of the proportions of all research
recommendations published during the preceding calendar quarter can be found at: www.charles-stanley.co.uk/Research.jsp

However, due to the nature of the form of research analysis used in the Traders Bulletin, the author is responsible for the timing, content and
recommendations within Traders Bulletin and therefore this publication does not conform to Charles Stanley’s research policy.

Our salespeople, traders and other professionals may provide oral or written market commentary or trading strategies to our clients and our proprietary
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our Asset Management area, our proprietary trading desks
and investment advisers may make investment decisions that are inconsistent with the recommendations or views expressed inthis research.

This research is not an offer to sell or the solicitation of an offer to buy or sell any security in any jurisdiction where such an offer or solicitation would be
illegal.

Our research is distributed primarily electronically and, in some cases, in printed form.

© 2008 All rights reserved. No part of this report may be reproduced or distributed in any manner without the written permissian of Charles Stanley & Co.
Ltd. Charles Stanley & Co. Ltd. specifically prohibits the re-distribution of this report, via the Internet or otherwise, and accepts no liability whatsoever for
the actions of third parties in this respect.

This document is issued by Charles Stanley & Co. Ltd

Member of the London Stock Exchange * Authorised and regulated by the Financial Services Authority
25 Luke Street, London EC2A 4AR

Tel: 020 7739 8200 Fax: 020 7953 2822

Also at: Bath, Bedford, Birmingham, Bournemouth, Brighton & Hove, Bristol, Cambridge, Dorchester, Eastbourne, Edinburgh, Exeter, Guildford, Ipswich,
Isle of Wight, Leeds, Manchester, Milton Keynes, Newbury, Norwich, Nottingham, Oxford, Plymouth, Reading, Southampton, Southend-on-Sea, Tunbridge
Wells & Wimborne.
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