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‘The fundamental correction in the
oil price ... has been driven too far
by the effects of technical factors.
Just as index buying had driven
the oil price up too far too fast, so
concerns over the credit crisis,
forced redemptions and the
wholesale selling of commodity
indices have driven the correction.’
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European stocks rallied on news that the central banks of the US, the UK, the European
Central Bank, and those of Japan, Canada and Switzerland and Japan would be
releasing US$247 billion of funds to ease the severe liquidity pressures in short-term
money markets. In the UK the shares of many of the FTSE listed banks such as
Barclays, RBS and HBOS rose. Lloyds TSB announced more details of its £12.2 billion
takeover of HBOS valuing HBOS' shares at 232p, which led to them rising 40% to
206.50p. The Chinese government on Thursday evening (Beijing time, mid-afternoon
London) announced that it would support the country’s stock market, which is down 70%
since last October. Stamp duty on stock purchases is to be stopped and a state
investment agency is to buy shares in three state-controlled banks. The Russian
government pumped 60 billion roubles (£1.3bn) into the country’s three largest banks in
order to defend liquidity in its markets and the Russian Micex market was re-opened
today so that repurchase deals could be carried out. But the main stock market will
remain closed until tomorrow. Russia’s government announced that it will cut duties on
oil exports which will gift the industry US$5.5 billion; this led to the shares of Russian oil
companies such as Rosneft and Lukoil rising strongly in London.

Expectations of further consolidation in the US financial sector and the increase in
available liquidity helped support the US market in early trading on Thursday and the
S&P 500 index was marginally up shortly before midday. Investment bank Morgan
Stanley was reported to be in talks about selling a 49% stake to state-controlled China
Investment Corporation. The Securities and Exchange Commission (SEC) unveiled new
rules which prohibits ‘naked’ short selling (thereby forcing investors to actually borrow
shares before they short them). The oil price which had dropped below US$100 a barrel
on Monday for the first time in four months rose back close to the US$100 mark again
on Thursday, while the gold price made further ‘safe haven’ gains. Below Charles Whall,
Global Analyst — Resources and Utilities at Newton Investment Management, give his
thoughts on oil market developments and where the oil price is heading:

"The oil price has fallen sharply in recent weeks and we regard this fall as being
attributable to a combination of technical and fundamental factors. First, in relation to
fundamentals, the effect of higher prices and a slowing global economy was to weaken
demand at the same time as the Saudis were under huge pressure to demonstrate that
they could ensure the market was supplied. An increase in Saudi supplies and the
weakening demand picture saw US demand fall by over a million barrels a day, while
OPEC production rose by over a million barrels a day in June (just as prices peaked).
This spurred the fundamental correction, which we think has been driven too far by the
effects of technical factors. Just as index buying had driven the oil price up too far too
fast, so concerns over the credit crisis, forced redemptions and the wholesale selling of
commodity indices have driven the correction. We expect an oil price of around
US$90/barrel to be a natural floor, as it is the marginal cost of supply, but further index
selling could take it below this level.”

“The fundamental picture is tightening as we move towards the final quarter of the year.
During the third quarter, approximately 60 million barrels of production will have been
lost owing to unforeseen outages, hurricanes, conflict in Georgia and production failures
in Angola and Nigeria. As pump prices correct and as consumers grow accustomed to
higher prices, there are some signs that demand is steadying. It is still difficult to read
the situation in China, but we would anticipate that, with OPEC delivering just 50% of the
stated cuts, global inventories should fall by a million barrels a day during the fourth
quarter, thereby causing oil prices to firm. Although 2009 remains difficult to call, the
delay for many new projects suggests a rapid tightening in the oil market from 2010."
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Important information

This publication is not a financial promotion and is not intended as investment advice. The information provided within is for use by professional investors only and not for onward
distribution to, or to be relied upon by, retail investors.

BNY Mellon Asset Management International Limited (‘BNYMAMI”) and its affiliates are not responsible for any subsequent investment advice given based on the information supplied.
Past performance is not a guide to future performance. The value of investments and the income from them is not guaranteed and can fall as well as rise due to stock market and currency
movements.

This document should not be published in hard copy, electronic form, via the web or in any other medium accessible to the public, unless authorised by BNYMAMI to do so.

This document is issued in the UK and in mainland Europe (excluding Germany) by BNY Mellon Asset Management International Limited. BNY Mellon Asset Management International Limited, 160
Queen Victoria Street, London EC4V 4LA. Registered in England No. 1118580. Authorised and regulated by the Financial Services Authority.

In Germany, this document is issued by WestLB Mellon Asset Management Kapitalanlagegesellschaft mbH, which is regulated by the Bundesanstalt fir Finanzdienstleistungsaufsicht. WestLB
Mellon Asset Management was formed as a 50:50 joint venture between The Bank of New York Mellon Corporation and WestLB AG.

In Dubai, United Arab Emirates, this document is issued by the Dubai branch of The Bank of New York Mellon, which is regulated by the Dubai Financial Services Authority.

If this document is used or distributed in Hong Kong, it is issued by BNY Mellon Asset Management Hong Kong Limited, whose business address is Unit 1501-1503, 15/F Vicwood Plaza,199 Des
Voex Road, Central, Hong Kong. BNY Mellon Asset Management Hong Kong Limited is regulated by the Hong Kong Securities and Futures Commission and its registered office is at 6th floor,
Alexandra House, 18 Chater Road, Central, Hong Kong.

If this document is used or distributed in the United States of America, it is issued by Dreyfus Investments, a division of MBSC Securities Corporation, located at 200 Park Avenue, New York NY
10166, USA. MBSC Securities Corporation is a member of FINRA.

If this document is issued or distributed in Australia, it is issued by BNY Mellon Asset Management Australia Limited (ABN 56 102 482 815, AFS License No. 227865) located at Level 6, 7 Macquarie
Place, Sydney, NSW 2000.

BNY Mellon Asset Management International Limited and any other BNY Mellon entity mentioned are all ultimately owned by The Bank of New York Mellon Corporation.
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