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2 Conclusions 

 Big Picture (3) 
 Bank Credit Risk Started to Trend Wider on the Shift From Easing to Tightening Mid 2014 

– Equities Started Topping Out Then 

 CDS (4-7) 
 Most Indices and Systematically Important Financial Institutions Trending Wider 

– Highest Near-Term Stress Emanates From China 

 Currency (8) 
 Transitioned Back Towards Universal U.S. Dollar Strength 

– Chinese Currency Devaluation (Capital Flight) At Par With Asia Dollar Index 

 Commodities (9-11) 
 Ugly (Except the Counter-Trend Rally in Bullion) 

 Debt Trends (12-17) 
 Japan Leading Major Inflation Expectations Lower 
 Long Bond Yields Trending Marginally Lower 

 Equity Trends (18-19) 
 Indices Almost Fully Transitioned to Downtrends 
 A Few Winners When Priced in CAD 

 Stocks vs. Bonds (20) 
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3 Bank Risk Started Trending Higher on the Shift From Easing to Tightening 

 

3 

Jan 7, 2015 W
SJ: “C

hina’s hoard of foreign-exchange reserves continued to shrink in 
D

ecem
ber, recording the biggest m

onthly drop ever and falling overall to its low
est level in 

nearly three years as w
orries intensify over the country’s econom

ic slow
dow

n” 



4 Credit – CDS Indices 

 Risk Still Low, Yet 
Trending Wider 

 Core European 
Financials The 
Exception - Basing 
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5 1000 bps Mille-High Club (It’s Growing) 

 Most Credit Stressed Publicly Listed Corporations, Sorted by 5Y CDS Level 
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6 CDS Trends on Too-Interconnected-to-Fail Banks* Sorted By “Overwidened” 

 Risk Levels Low, Most Curves Far From Inverted, Yet Most Are Trending Wider 
 Most Overstressed: China, China, China, US 
 If the Minsky Moment (becoming Decade) in China Plays out in 2016…This is the Table to Watch 

6 

*Global systemically important banks (FSA November 2015) where CDS is liquid 



7 Bank CDS Trends 
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8 Currency Trends 

 CNY = Epicenter of Panic 
 But Slope Setting Up to Be “In Line” With That of Asia Dollar Index 

 Universal U.S. Dollar Strength 
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9 Commodity Index Trends 9 



10 Commodities - Energy 

 Oil Trending Lower, Yet Oversold 
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11 Commodities - Metallic 

 Gold = Safe Haven Fame & Folly 
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12 Debt Trends – Inflation Expectations 

 Japan Providing Leadership 

 Brazil to Provide Headlines 

12 



13 Debt Trends – Long Rates 

 Transitioned Back to Slight Yield 
Downtrends Mid 2015 
 Despite Central Bank Selling 

 Some Rain in Spain 
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14 Debt Trends - Global Short Rates 

 Behold the Outlier Trend in the U.S. 
 Position Within That Trend Fading Back To Trend Over 

Past Three Years 

 Core European Yields Fading Draghi Disappointment 

 Canada Positioning for More BoC “Insurance” 
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15 North American Yield Curves  
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16 Debt Trends - Bond ETFs 

 Treasuries in a Bull Market 
 Albeit Some Overbought Signaling Currently 

 Canada Breaking Out 

 Junk/High Yield & EM Trending Lower 
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17 Bond ETFs vs. CDN Bond Universe 
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18 Equity Indices 

 Are we Clear? 
 (Crystal) 
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19 World Equity Indices in CAD 

 Ahhh Perspective 
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20 Stocks vs. Bonds 

 US – Flat (Stocks Oversold); CDA – OW Bonds (Stocks Oversold) 
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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 (December 31, 2015) 
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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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