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Investing with Cautious Optimism- Equities 

The reports of new virus cases are lowering, improvements for therapies for Covid-19 are being reported and historical amounts of fiscal and 

monetary stimulus are flooding the market. This has all been positive for equities and we have seen this has the S&P 500 has rallied 21% 

since the end of March. However, the coming realization that the recovery will be prolonged and remains a headwind. There will also be a lot 

of bad economic data coming out that the market will have to navigate in the coming weeks and months. The outlook for volatility in the 

near-term is still elevated. Overall, we are cautiously optimistic for equities for the next 12 months. In this environment we highly advocate 

for Low Volatility and Quality equities. Low Volatility’s sector exposure is defensive with an overweight to Utilities and Consumer 

Discretionary, sectors which will do well in this new work from home, stay home, environment. As a compliment to Low Volatility, we also 

really like Quality. In the US, Quality is up on the year (+1%). These are companies with low debt and strong balance sheets. It also has an 

overweight to large cap Tech names, so we think this pairs nicely with the defensive sectors within Low Vol.  

 

Investing with Cautious Optimism- Fixed Income 

We think investors should trade up in quality in their fixed income exposures as a general theme. We see the corporate space as attractive; 

with interest rates as low as they are, credit will offer a yield-pickup to government bonds. Within the corporate space, the highest quality 

companies are most attractive right now. BMO’s High Quality Corporate Bond Index ETF (ZQB) is an ETF with corporate bonds with an A and 

above rating. This means that if these bonds get downgraded, they remain investment grade. If you want to add a little more risk, and boost 

your yield, look to the BBB sector. It works as a satellite position or, keeping with the theme of upgrading quality, replacing your High Yield 

bonds with BBBs. BMO’s BBB Corporate Bond Index ETF (ZBBB) offers an ETF with a portfolio of BBB rated bonds. These are still IG bonds but 

they offer a higher spread vs government bonds. In terms of Energy exposure, ZQB has a very low energy weight, (sub 5%) while ZBBB is 

around 32% of the portfolio. 

 

Covered Call Strategy Update 

The high level of market volatility has been positive for the covered call option strategies. Right now we are writing options around 10%-15% 

out-of-the-money which is adding 2-4% more incremental income to each fund. We really like the BMO Global High Dividend Covered Call 

ETF (ZWG). It is a one-ticket global covered call solution with exposures in US (60%) Canada (10%), Europe and Asia. This is also a mega-cap 

strategy: it holds the largest global companies which pay sustainable dividends. Since the ETF launched in mid-Jan, the MSCI World Index is 

down 10% and this fund is down 8% so it has added 2% of value for investors during this time. The yield is about 7% so this makes a great 

defensive growth solution for today’s market environment. 

 

Investing in the Energy Sector 

With futures-based ETFs, we say “buyer beware”. Given market volatility in futures markets I would stay away from these types of products. 

Many investors might not realize that by holding these contracts, they are holding actual barrels of oil, and anyone holding the contract at 

expiry means they must take delivery of the oil.  In May there was a massive oversupply to the point where the contract went negative. The 

price of the June contract is $14 right now, half the value of long-term oil prices. Some futures ETFs still have exposure to the June contract so 

investors should be very careful. We think a better approach to exposure to Energy right now is through Canadian Energy equities, especially 

the senior names. The BMO Equal Weight Oil & Gas Index ETF (ZEO) holds 9 large-cap Energy names, all of which are in the TSX 60. Half of 

these holdings are pipelines which are less economically sensitive to the price of oil.  

 

HISA ETFsThese ultra-short term, cash like investments have seen a huge amount of inflow in the last couple years. But in the last few 

months these flows have really slowed down. Because yield has come down quite a bit, especially on the short end, these products do not 

offer the yield-pickup vs Savings Accounts they once did. But their main benefit right now is liquidity. When investors begin to put their 

money back into the market, they will be able to access their cash very easily with a product like this.  



 

 

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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