
 
Macro Backdrop & TAA 

Mark Steele 
Quantitative & Technical Analyst 

(416) 359-4641 
mark.steele@bmo.com 

 
August 18, 2015 

This report was prepared by an analyst(s) employed by BMO Nesbitt Burns Inc., and who is 
(are) not registered as a research analyst(s) under FINRA rules.  For disclosure statements, 
including the Analyst’s Certification, please refer to pages 25 to 28. 

Source for all data and graphics herein: BMO Capital Markets, Bloomberg, Thomson, Markit 
Priced August 14 



1 Conclusions 
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 U.S. Dollar Index  / EUR Churn (2) 
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 North American Credit Risk Protection Costs Now Trending Wider (15) 
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 U.S. Equity Index Trends Now Low Single Digit Returns (17) 
 North American TAA: Market Prefers Bonds (18) 
 Global Equity TAA: North America (US) Pivoting Higher (19) 
 North American Style Trends: SMID Breaking Down, Growth Pulling Back vs Value  (20) 
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2 U.S. Dollar (EUR Centric) Index 

 EUR Centric DXY Breaking Out…Wait No Breaking Down…Well, Perhaps Flattening Out 

 2Yr Differentials Point to EUR Weakness; Others…Not So Much 

 Retrenching European Inflation Expectations Show ECB Has a Long QEasy Way to Go 
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3 Currency Majors 

 Sterling Stands Alone 

3 



4 Currency – Petro & Metallic Crosses 4 



5 Currency – Emerging Market Focus 

 Broad Weakness, Priced in All Major Denominators 
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6 Bonds – Global Short Rates 

 U.S. 2y Trending Higher, Pushing up Against 75bps Ceiling 

 U.K. Back to Trending Higher After a Q3/4 Reset 

 German Schatz Currently Untouchable by ECB (Below 20bps) 

 Canada Influenced by Crude 

 Australia Twinned With Iron Ore 
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7 Bonds – Global Long Rates 

 Counter-Trend Move Towards 
Higher Rates Is Ending 

 Major 30y & 10y Yields All 
Back Below Falling 50d MAs 
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8 U.S. Yield Curves, Cause, Effect 

 Curve Breaking Down With Breakevens; Equity & Bank Relative Strength Pivoting Lower With It 
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9 North American Inflation Expectations 
 Continue to Break Lower With Oil 
 Pulling Long Rates Down With Them 
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10 Commodities - Overview 

 Broadest Commodity Basket (RICI) Just Breaking Below 2009 Low 
 Recent Breakdown Is More Oil (Iran) & China Sentiment (Stocks, Currency, Stocks Again) Driven 
 Correlation to the USD Currently (Temporarily) Lacking 
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11 Commodities - Energy 

 WTI 
 Near Month Breaking to 

New Lows 
 Out Months Breaking $50 
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12 Commodities – Base Metals & Bulks 

 Base Metals Punished Below 
Bottom Ends of Channels 

 Iron Ore & Steel Mounting 
Counter-Trend Rebounds 
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13 Commodities – Gold & Precious Minerals 

 Gold Enjoying Short-Covering Rally 

 Juniors Preferred 
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14 Credit – CDS Indices 

 North American IG, HY & 
European Senior Financials 
Now Trending Wider 
 Equities Do Not Yet Price 

This In 
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15 Credit – Tailored CDS Indices, Above 100bps 

 Various Shades of Weak Global Growth 
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16 Credit – High Yield Bond Indices 

 Energy Just Took out “No Bid” Low 
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17 Equity Indices 

 Most Below Falling 50d MAs 

 Many Trend Slopes Now 1-5% 
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18 North American Tactical Asset Allocation 

 Trends Are Messy, Yet Markets Prefer Bonds 
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19 Global Equity Tactical Asset Allocation 

 North America (US) Poking Its Head Up 
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20 North American Style Trends 

 Small Breaking Down vs Large 

 Growth Pulling Back vs Value 
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21 Sector Relative Strength Trends 

 Positives: Health Care, Discretionary 

 Negatives: Resources, Industrials 

 Positive Turns (D-Fence): Telecom, Utilities, Staples 
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22 Global Relative Strength Breadth Heat Map 

 Utilities (and U.S. REITS) Coming Back From the Dead 

 Health Care Leadership Waning (After Holding at a Highly Positive Level for Months) 

 Resources Remain Weak 
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23 Global Relative Strength Breadth – Time Series 
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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 
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For Important Disclosures on the stocks discussed in this report, please go to http://researchglobal.bmocapitalmarkets.com/Public/Company_Disclosure_Public.aspx or write 
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Dissemination of Research 
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are required to be simultaneously disseminated internally and externally to our clients. 
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