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2 Conclusions 

 Big Picture (4) 
 Bank Credit Risk Started to Trend Wider on the Shift From Easing to Tightening Mid-2014 

 CDS (6-8) 
 Most Indices and Systematically Important Financial Institutions Trending Wider 

 Currency (9) 
 Last Stage of Transition Back Toward Universal U.S. Dollar Strength 

 Commodities (10-12) 
 Ugly 

 Debt Trends (13-17) 
 Expect Counter-Trend Rebound in Inflation Expectations Is Over 
 Long Bond Yields Trending Lower 
 North American High Yield Junked by Energy 

 Equity Trends (18-19) 
 More Shares Trending Lower Than Higher 
 Indices Transitioning to Downtrends 

 Sector Trends (20-32) 
 Positives: Staples, Technology 
 Breaking Down: Discretionary 
 Negatives: Resources 
 Breaking to Upside: Large Cap Industrials 
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3 Short Introduction to Our Process 

 Our System Defines the “Longest Most Consistent Trend”  
 On Currency, Commodities, Stocks, Bonds, CDS 

 We Key in on; 
 Inflection Points 
 Breadth 
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4 Bank Risk Started Trending Higher on the Shift From Easing to Tightening 
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5 Credit – CDS Indices 

 Risk Still Low, Yet 
Trending Wider 

 Core European 
Financials the 
Exception, Minting 
Lower Highs & Lows 
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6 1,000 bps Mille-High Club and Runners Up 

 Most Credit-Stressed, Publicly Listed Corporations, Sorted by 5Y CDS Level 
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7 CDS Trends on Too-Interconnected-to-Fail Banks* 

 Risk Levels Low, Most Curves Far From Inverted, Yet Most Are Trending Wider 
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*Global systemically important banks (FSA November 2015) where CDS is liquid 



8 Bank CDS Trends 
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9 Currency Trends 

 Moving Back Towards Universal U.S. Dollar Strength 

 Differentials Support EUR at New Lows 
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10 Commodity Index Trends 10 



11 Commodities - Energy 

 Oil Products at New Lows, as Is 
OPEC Basket 
 Expect Brent, WTI to Follow 
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12 Commodities - Metallic 

 No Words Needed 
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13 Debt Trends – Inflation Expectations 

 Expect Countertrend Rebounds Are Over, as Oil Takes out the Low 
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14 Debt Trends – Long Rates 

 Transitioned Back to Yield 
Downtrends 
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15 Debt Trends - Global Short Rates 

 U.S. and U.K. 2Yr Trends Are Higher 
 Another U.S. Spike Fading Back to Trend 

 Core European Yields Diving Ahead of Dec Draghi Decision 

 CDN & Aussie Yields Diverging From Commodity Cues 
 Expected to Be Resolved With Lower Rates & Currencies 
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16 Debt Trends - Bond ETFs 

 Treasury Bull Trends at the Short End Has Transitioned Out in Duration 

 North American Junk Bonds Squashed by Commodities 

 Note European Corp Bond Strength as Draghi Drives Yield Scarcity 
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17 Debt Trends - High Yield & Investment Grade Bond Price Indices 
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18 Equity Price Trends - Breadth 

 Over 50% of Shares Are Trending Lower 
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Trending 
Higher 

Severed 
Uptrend 

Trending 
Lower 

Severed 
Downtrend 

S&P 500 45% 6% 54% 2% 

Russell 2000 41% 6% 58% 4% 

MSCI World ex US 38% 3% 62% 5% 

S&P/TSX 25% 5% 75% 3% 



19 Equity Indices 

 Many Flat & Messy Trends 

 Transitioning to Bear Trends 
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20 Sector & Global Industry Relative Strength Trends 

 Positives: Staples, Technology 

 Breaking Down: Discretionary 

 Negatives: Resources 

 Breaking to Upside: Large Cap Industrials 
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21 Global Relative Strength Breadth Heat Map 

 Staples Providing Leadership – Since Credit Spreads Started Trending Wider This Year 
 Utilities Cycling Between Positive and Neutral 

 Technology Providing Leadership – Pulls Back When Credit Spreads Spike Higher 
 Health Care Cycling Between Positive and Neutral 

 Materials Cycling Between Neutral and Weak 

 Energy Cycling Between Weak and Ugly 
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22 Energy 

 Heavily Slanted Toward 
Underperformance 

 Most “Barking Dogs” 
Reverting Back to Dogs 
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23 Materials 

 Slanted Toward 
Underperformance But 
Many Severed 
Underperformers 

 European Names 
Reacting Positively to 
Weaker EUR 
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24 Industrials 

 Neutral, Balanced 

 Positive Tilts on Building 
Products & Airlines 
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25 Consumer Discretionary 

 Global Autos 
Inflecting Positively 

 U.S. Retail Inflecting 
Negatively 
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26 Consumer Staples 

 Tilted Towards 
Outperformance 

 Recommend Buying 
This Pullback 

 Expect Relative 
Strength Breadth 
Reading to Hit New 
High as Credit 
Continues to Trend 
Wider 
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27 Health Care 

 Few Consistent Outperformers 

 Has Cycled Between Positive and Neutral for Years 

 Current “Time Out” Could Take Months 
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28 Financials (ex Real Estate) 

 Banks and Diversified 
Financials Tilted toward 
Underperformance 

 Insurance Tilted Toward 
Outperformance 
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29 Real Estate 

 Tilted Toward 
Outperformance 

 Recommend Buying 
Pullback in REITs for Their 
Interest Sensitivity 
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30 Technology 

 Breadth Cycles Between 
Positive & Neutral 
 Recommend Trimming 

Overbought Stocks 

 Software Stacked Toward 
Outperformance 
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31 Telecommunication Services 

 More Noise Than Signal 
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32 Utilities 

 Tilted Toward 
Outperformance 

 Recommend Buying 
Pullback for Interest 
Sensitivity 
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Disclosures 
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Company Specific Disclosure 
For Important Disclosures on the stocks discussed in this report, please go to http://researchglobal.bmocapitalmarkets.com/Public/Company_Disclosure_Public.aspx. 

Distribution of Ratings (September 30, 2015) 

IMPORTANT DISCLOSURES 
 
Analyst’s Certification 
I, Mark Steele, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or issuers.  I also certify that no part of my 
compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed in this report. 
 
Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and their affiliates, which includes the overall 
profitability of investment banking services.  Compensation for research is based on effectiveness in generating new ideas and in communication of ideas to clients, performance of 
recommendations, accuracy of earnings estimates, and service to clients. 
 
Analysts employed by BMO Nesbitt Burns Inc. and/or BMO Capital Markets Limited are not registered as research analysts with FINRA (exceptions: Alex Arfaei and Brodie 
Woods). These analysts may not be associated persons of BMO Capital Markets Corp. and therefore may not be subject to the NASD Rule 2711 and NYSE Rule 472 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts. 
** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services as percentage 

within ratings category. 
*** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services as percentage 

of Investment Banking clients. 
**** Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts. 
***** Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services as percentage of 

Investment Banking clients. 

Rating 
Category 

 
BMO Rating 

BMOCM US  
Universe* 

BMOCM US 
IB Clients** 

BMOCM US 
IB Clients*** 

BMOCM 
Universe**** 

BMOCM 
IB Clients***** 

Starmine 
Universe 

Buy Outperform 42.2% 18.6% 54.7% 44.3% 56.9% 54.6% 
Hold Market Perform 54.3% 11.3% 42.7% 51.8% 40.9% 40.0% 
Sell Underperform 3.5% 11.1% 2.7% 3.9% 2.2% 5.4% 
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Rating and Sector Key (as of April 5, 2013)  
We use the following ratings system definitions:  
OP = Outperform - Forecast to outperform the analyst’s coverage universe on a total return basis; 
Mkt = Market Perform - Forecast to perform roughly in line with the analyst’s coverage universe on a total return basis; 
Und = Underperform - Forecast to underperform the analyst’s coverage universe on a total return basis; 
(S) = Speculative investment;  
NR = No rating at this time; and 
R = Restricted – Dissemination of research is currently restricted. 
 
BMO Capital Markets' seven Top 15 lists guide investors to our best ideas according to different objectives (CDN Large Cap, CDN Small Cap, US Large Cap, US Small 
Cap, Income, CDN Quant, and US Quant have replaced the Top Pick rating). 
 
Prior BMO Capital Markets Rating System (January 4, 2010 – April 4, 2013) 
http://researchglobal.bmocapitalmarkets.com/documents/2013/prior_rating_system.pdf 
 
Other Important Disclosures  
For Important Disclosures on the stocks discussed in this report, please go to http://researchglobal.bmocapitalmarkets.com/Public/Company_Disclosure_Public.aspx or write 
to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY  10036 or Editorial Department, BMO Capital Markets, 1 First Canadian Place, Toronto, 
Ontario, M5X 1H3. 
 
Dissemination of Research 
BMO Capital Markets Equity Research is available via our website https://research-ca.bmocapitalmarkets.com/Public/Secure/Login.aspx?ReturnUrl=/Member/Home/ 
ResearchHome.aspx. Institutional clients may also receive our research via Thomson Reuters, Bloomberg, FactSet, and Capital IQ. Research reports and other commentary 
are required to be simultaneously disseminated internally and externally to our clients. 
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General Disclaimer 
“BMO Capital Markets” is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal and its subsidiaries BMO Nesbitt 
Burns Inc., BMO Capital Markets Limited in the U.K. and BMO Capital Markets Corp. in the U.S.  BMO Nesbitt Burns Inc., BMO Capital Markets Limited and BMO Capital 
Markets Corp are affiliates. Bank of Montreal or its subsidiaries (“BMO Financial Group”) has lending arrangements with, or provide other remunerated services to, many issuers 
covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital Markets as of the date of this report and are subject to 
change without notice. BMO Capital Markets endeavours to ensure that the contents have been compiled or derived from sources that we believe are reliable and contain 
information and opinions that are accurate and complete. However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof, takes no 
responsibility for any errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its contents. 
Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report is not intended to be used as the primary 
basis of investment decisions, and because of individual client objectives, should not be construed as advice designed to meet the particular investment needs of any investor. This 
material is for information purposes only and is not an offer to sell or the solicitation of an offer to buy any security. BMO Capital Markets or its affiliates will buy from or sell to 
customers the securities of issuers mentioned in this report on a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position 
in many of the securities discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO Capital 
Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or sell securities of issuers discussed herein. 
 
Additional Matters 
To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein subject to the terms set out above. 
Any Canadian person wishing to effect transactions in any of the securities included in this report should do so through BMO Nesbitt Burns Inc.  
 
The following applies if this research was prepared in whole or in part by David Round, Edward Sterck or Brendan Warn: This research is not prepared subject to Canadian 
disclosure requirements.  This research is prepared by BMO Capital Markets Limited and subject to the regulations of the Financial Conduct Authority (FCA) in the United 
Kingdom.  FCA regulations require that a firm providing research disclose its ownership interest in the issuer that is the subject of the research if it and its affiliates own 5% or 
more of the equity of the issuer.  Canadian regulations require that a firm providing research disclose its ownership interest in the issuer that is the subject of the research if it and 
its affiliates own 1% or more of the equity of the issuer that is the subject of the research.  Therefore BMO Capital Markets Limited will disclose its and its affiliates’ ownership 
interest in the subject issuer only if such ownership exceeds 5% of the equity of the issuer. 
 
To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to the extent that it refers to 
securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should do so through BMO Capital Markets Corp.  
 
To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct Authority.  The contents 
hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional experience in matters relating to investments falling within 
Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) or (II) high net worth entities falling within Article 49(2)(a) to (d) of 
the Order (all such persons together referred to as “relevant persons”).  The contents hereof are not intended for the use of and may not be issued or passed on to retail clients. 
 
Unauthorized reproduction, distribution, transmission or publication without the prior written consent of BMO Capital Markets is strictly prohibited. 
Click here for data vendor disclosures when referenced within a BMO Capital Markets research document. 
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http://research-ca.bmocapitalmarkets.com/documents/C17EA078-97CF-4438-AC2C-B5A8118F8C4B.PDF
http://research-ca.bmocapitalmarkets.com/documents/C17EA078-97CF-4438-AC2C-B5A8118F8C4B.PDF


37 

ADDITIONAL INFORMATION IS AVAILABLE UPON REQUEST 
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US through BMO Capital Markets. 
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