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Risk Cycle
Omega Metrics technology reveals predictable Risk 
Cycles in equity indices and sector indices. These cy-
cles are characterised by alternating periods of falling 
and rising measured risk. The Risk Cycle is a leading 
indicator of booms and busts. Its predictive power is 
illustrated by the excess returns which are achieved 
by increasing exposure in low risk periods and de-
creasing it as measured risk rises.

Daily risk levels for the SP/TSX Commercial Banks 
Index have increased 80% in the past 12 months.

Market Modes
Persistent asymmetries in the distribution of gains 
and losses–which we call Unstable Market Modes– 
provide predictions of market corrections.

This has already happened once in the past decade. 
In 2007 the Canadian Banks Index had more than 
doubled since the 2003 recovery began and was in 
Unstable Expansion. A correction of at least 38% 
was predicted.

Downturn Indicator
The Risk Cycle Downturn Indicator marks the transi-
tion from boom to bust phases.

In September 2007 the indicator signalled the end of 
the bull market for the Canadian Banks Index. The 
Index subsequently dropped by 56% to its February 
2009 low.

On 10 June 2015 the Downturn Indicator called the 
end to the current bull market.

Model Notes
The Downturn Indicator is our generic indicator for 
equity indices. It has not been tuned to the Banks 
Index and, as Figure 1 shows, it is possible for the 
Downturn Indicator to reverse itself as it did in 2011.  
In almost 3 decades however it has not done so from 
the level it has currently reached. In November 2011 
we would have issued a reduced alert because no 
correction level had been predicted.
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The Coming Correction in Canadian Bank Stocks

The Bull Market in Canadian Banks is over.
Omega Metrics® Risk Cycle Analysis correctly predicted the timing of the correction in 2007.
The current correction outstanding is at least 24%.
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Figure 1. SP/TSX Canadian Banks Index and Risk Cycle Downturn Indicator, 2003-2015.

Current Analysis: SP/TSX Canadian Banks Index
The Banks Index has risen dramatically from its 2009 low–up by a factor of more than 3 at its peak in Sep-
tember 2014. Since Q3 of 2012 the Index has had an outstanding correction from Unstable Expansion and is 
expected to decline by at least 24%. Daily Expected Shortfall has increased from 2.6% to 4.7% in the past 
year. On 10 June 2015 our Downturn Indicator signalled the beginning of the correction. The Correction Alert 
level is Very High.
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LEGAL NOTICE

Please read this notice carefully:

The contents of this document are for illustrative and informational purposes only. No information in this document should 
be considered a solicitation or offer to buy or sell any financial instrument or to offer any investment advice or opinion 
as to the suitability of any security in any jurisdiction. All information is subject to change and correction due to market 
conditions and other factors.This document has been created without any regard to the specific investment needs and 
objectives of any party in any jurisdiction. Specific instruments are mentioned in this document but this should not be 
construed in any way as a recommendation to invest in them or in funds or other instruments based on them. They are 
used for informational purposes only. Omega Analysis Limited does not provide investment advice. Investors need to 
seek advice regarding suitability of investing in any securities or investment strategies. Any decisions made on the basis 
of information contained herein are at your sole discretion and should be made with your independent investment advisor.
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