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Gold 

Gold pulled back this week due to a reaction in bond yields rising (moderately) and some profit taking in the space. When real yields go up, gold 

price goes down. However, we believe this sector still has some longer-term tail winds the strongest of which is the amount of money-printing the 

Fed and other global central banks have been doing, which could lead to inflation down the road. Market volatility and uncertainty can also help the 

price of gold, and with renewed geopolitical tensions between China and the U.S. and a U.S. election on the horizon, this can contribute to market 

uneasiness. Gold miners are also enjoying a record high price of gold, which hit $2000/oz this month, and lower input costs with the price of oil so 

low. The last time gold rallied, the price of oil was in the $120-$140 per barrel range, so for this gold run the miners are better positioned than last 

time gold rallied. We still think there is a place in portfolios for gold as a diversifier and the BMO Equal Weight Global Gold Index ETF (ticker: ZGD) 

would be a good way to play this sector right now. 
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Update on Quality 

Quality outperformed the broader market in July. This is because quality names have strong balance sheets, good cash levels and less debt to service. 

This enabled these companies to navigate the market stress in March better than peers. The BMO MSCI USA High Quality Index ETF (ticker: ZUQ) holds 

names such as Apple, Google, Visa, Microsoft, and Amazon. These companies are market leaders, set trends, and create high margin products. These 

companies also have stronger management teams and have a more efficient use of capital. This has been one of the core tenets of quality investing and 

much of the reason why they have outperformed. The quality factor appeals to both bulls and bears, because it offers protection on the downside and 

participation on the upside. 

 

Update on Low Volatility 

Low Volatility, by design, offers more value on the downside, because the portfolio captures much less downside than the broad market. So, in March 

BMO’s low volatility strategy did not drop as hard relative to other factors and the broad market. Low Volatility tends to generate value over time. When 

you think about market valuations, the U.S. market is more expensive now than pre-Covid, so an argument can be made for the growing importance of 

defensive positioning. Going forward, we will watch how momentum and higher beta names perform, if will they continue to run or will they cool off, 

we will see. 

 

Corporate Spreads 

2020 has been a wild ride for credit. March was disastrous but now we are in the fifth consecutive month for corporate spread tightening. There is 

improved risk sentiment driven by several factors. The supportive yet underutilized corporate bond buying programs, and better than expected market 

earnings are factors which are contributing to the tightening of corporate spreads across the board. But spreads are still 20% wider than pre-Covid 

levels. Therefore, we remain constructive on credit. The BMO Mid Corporate Bond Index ETF (ticker: ZCM) is a good way to play the credit space right 

now. The middle part of the yield curve hasn’t tightened as much as we have seen in the short end. And about 40% of the mid-universe is comprised of 

sectors such as Energy, REITs and Utilities which have wider spreads right now relative to other sectors and so we think there will continue to be credit 

spread compression in this space. 

 



 

 

 
 
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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Fixed Income- Coupon vs YTM 

A bond’s coupon remains fixed, but yields overall have dropped significantly in the last six months. This causes a wider spread between a 

bond’s coupon and its yield-to-maturity (YTM). In 2019 as rates began to rise, we saw a convergence of coupon and YTM but this has now 

all been reversed with rates dropping to historically low levels. In 2019 the Coupon-YTM spread was about 60bps and now we are at 200 

bps. This 200bps differential can be significant from a tax perspective because investors are taxed on the coupon% not the YTM%. This 

means investors should be paying attention as to which accounts they are holding their fixed income in. We suggest holding fixed income 

in nontaxable accounts whenever and wherever possible. This tax burden can be a significant drag on portfolio performance.  If a non-

taxable account is not available, BMO offers the BMO Discount Bond Index ETF (ticker: ZDB). This ETF provides a Canadian universe bond 

exposure but in a more tax efficient manner. We aim to build a bond portfolio which replicates the Canadian universe (matching risk, 

duration, yield, sector makeup) while minimizing the differential between coupon and YTM. This is achieved by buying more recently issued 

bonds, so the yield is more in line with the coupon while continuing to offer a diversified universe bond exposure. So the performance and 

portfolio makeup is very close to the BMO Aggregate Bond Index ETF (ticker: ZAG) while its tax profile is much more efficient.  

 


