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Mid Cap Equities 

Mid and small cap equities benefit in a recovery phase. They are tilted to sectors like consumers and industrials which benefit 

from the ramping up of economic activity. The small caps are domestic focused. These businesses are contained in the U.S. 

while large caps have more global exposures. Mid caps are in the middle. Mid caps can be suppliers to large cap companies, 

so can be exposed to the global economy. For example, Apple announced a major expansion, a new campus in North 

Carolina. All the infrastructure and engineering to develop this campus will be pointed at mid cap industrial companies who 

have contracts with Apple. As investors look to play the reopening trade, mid caps are focused more on the growthier area of 

the market which is exposed to increasing economic activity. And mid caps generally have greater financial health than the 

small caps, so mid caps are better positioned than small caps to weather any short-term volatility. Mid caps can provide the 

best of both worlds: stability like a large cap, with growth potential like a small cap. The BMO S&P US Mid Cap Index ETF 

(ticker: ZMID) provides exposure to 400 mid cap US equities. 

 

 

Yield Curve Update 

There was significant steeping in the yield curve especially in Q1 (76 bps widening in Canada between the 2 and 10 year and 

a similar 79 bps widening in the U.S.). But in April rates have leveled off. The 10 year in the U.S. and Canada are both around 

1.6% right now. The demand for Canadian bonds is near record levels. Europe and Japan are offering negative yields, so 

Canada, which is a high-quality issuer, is seeing a lot of foreign demand. The equity market is trading at full value: The S&P 

500 Index’s P/E ratio is 32x earnings. So, some investors are taking some risk off the table and reallocating to fixed income. 

Yields have been flat this month because of these factors. Further down the road, we will probably see long term rates move 

up again reflecting the reopening economy. How to position in this environment? We like the Canadian BBB space and 

shorter duration. The BMO BBB Corporate Bond Index ETF (ticker: ZBBB) avoids the long end of the curve because its bonds 

are between 1-10 years. The BBB space tends to be less sensitive to rising rates compared to other credit levels. ZBBB has 

32% exposure to energy, which is well positioned for the reopening trade.   

 

 

 



 

 

Innovation 

In terms on innovations, we have seen a lot of interest in two of the themes so far: Genomics and Fintech. 

With vaccine roll outs, investors are understanding the opportunities that lie ahead in the genomics space 
and recognize the growth that can come in this space over the long term. In Fintech, investors have been 

looking to the BMO MSCI Fintech Innovation Index ETF (ticker: ZFIN) for indirect exposure to the theme 

of crypto currency and block chain. Investors have heard a lot about these themes, but it has been hard to 

figure out how much crypto exposure is suitable for them. What might make more sense is to invest in the 

companies which are involved in this area, such as Paypal, Square, and Mastercard. These are well 
established companies that investors know and understand which are pushing innovation forward in the 

crypto and block chain space. The growth-oriented sleeve of a portfolio would be a good place for these 
solutions. 

 

Health Care 
The Health Care sector is up more than the S&P 500 Index month to date. However, the vaccine 

development has already been priced in; overall vaccine makers have underperformed the broader health 
care sector recently. The equity market looks rich right now and investors are looking for out of favour 

sectors and health care was out of favour earlier in the year. The biggest story in this space has been 

Biden’s $2 trillion infrastructure package, of which $400 billion will be dedicated to health care. Over the 

next 8 years we will see this allocated to the companies in this sector. Outperforming sub sectors so far 

have been equipment makers and Health Care facilities which will be the main benefactors of the Biden 

infrastructure spend. 

 

 
 
 
Source: Bloomberg, All returns and data points April, 2021. 
Any statement that necessarily depends on future events may be a forward-looking statement. Forward-looking statements are not 
guarantees of performance. They involve risks, uncertainties and assumptions. Although such statements are based on assumptions that 
are believed to be reasonable, there can be no assurance that actual results will not differ materially from expectations. Investors are 
cautioned not to rely unduly on any forward-looking statements. In connection with any forward-looking statements, investors should 
carefully consider the areas of risk described in the most recent simplified prospectus. 
 
The viewpoints expressed by the Portfolio Manager represents their assessment of the markets at the time of publication. Those views are 
subject to change without notice at any time without any kind of notice. The information provided herein does not constitute a solicitation of 
an offer to buy, or an offer to sell securities nor should the information be relied upon as investment advice.  Past performance is no 
guarantee of future results.  The statistics in this update are based on information believed to be reliable but not guaranteed.  This 
communication is intended for informational purposes only. 
 
This article is for information purposes. The information contained herein is not, and should not be construed as, investment, tax or legal 
advice to any party. Investments should be evaluated relative to the individual’s investment objectives and professional advice should be 
obtained with respect to any circumstance. 
 
The BMO ETFs or securities referred to herein are not sponsored, endorsed or promoted by MSCI Inc. (“MSCI”), and MSCI bears no liability 
with respect to any such BMO ETFs or securities or any index on which such BMO ETFs or securities are based. The prospectus of the 
BMO ETFs contains a more detailed description of the limited relationship MSCI has with BMO Asset Management Inc. and any related 
BMO ETFs. 
 
Commissions, management fees and expenses (if any) all may be associated with investments in exchange traded funds. Please read the 
ETF Facts or prospectus before investing. Exchange traded funds are not guaranteed, their values change frequently, and past performance 
may not be repeated. 
 
For a summary of the risks of an investment in the BMO ETFs, please see the specific risks set out in the prospectus.  BMO ETFs and ETF 
series trade like stocks, fluctuate in market value and may trade at a discount to their net asset value, which may increase the risk of loss. 
Distributions are not guaranteed and are subject to change and/or elimination. 
 
BMO ETFs are managed by BMO Asset Management Inc., which is an investment fund manager and a portfolio manager, and a separate 
legal entity from Bank of Montreal. 
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