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Market Valuations 

Current P/E ratios are stretched. 40.2x is the current P/E ratio for the NASDAQ 100 Index which is the highest it’s been in the last decade. 

The NASDAQ is loftier when compared to the S&P 500. The NASDAQ typically trades at a 20% premium to the S&P 500; today this is a 25% 

premium. The NASDAQ is more growth oriented and more tech heavy than the S&P 500. Earnings have been depleted overall as we face a 

closed economy, which is the denominator in the P/E equation, and one reason valuations have shot up.  The Fed’s accommodative 

monetary policy as really exacerbated the “P” in the P/E ratio as investors are optimistic about the economy reopening. Can prices remain 

at these levels? Depends on vaccine roll out and the pace at which the economy can reopen.   

 

Inflation 

It is not too early to position for inflation, and we see this with flows; assets in TIPS ETFs which are listed in the U.S. have grown by about 

20% during the last year. So, investors are prepositioning their portfolios for inflation. These concerns are justified as monetary and fiscal 

policy has been aggressive, the Fed is targeting long term inflation and overlooking short term targets and balance sheets have been 

expanding. CPI has been muted but it is a backward looking. The breakeven rate is forward looking, and it is around 2.2% right now. In 

terms of fixed income positioning, US TIPS is a good way to hedge your fixed income portfolio from inflation risk. Because we are seeing a 

steepening yield curve in the U.S. investors will also need to manage duration risk. Therefore, we think the best way to play TIPS is by 

focusing on the short end of the curve with an ETF like the BMO Short-Term US TIPS Index ETF (ticker: ZTIP) which provides the inflation 

protection of US TIPS but removes the long term duration risk of long bonds. Click here to read our BMO ETFs Inflation Report. 

 

Slow Roll Out for the Vaccine 

Volatility is still elevated. We are seeing fresh market highs yet the VIX is over 20% which is twice as much volatility than pre-COVID. The 

vaccine news in November triggered a rally in more depressed, cyclical assets like small caps, Energy and Financials. The BMO S&P US 

Small Cap Index ETF (ticker: ZSML) has outperformed the S&P 500 over the last few months. Value has been the top factor so far in 

2021. Dividends will also benefit from their exposure to value. Oil is at $60 a barrel. The market is shrugging off the slow roll out and 

looking out beyond current economic data. Biden’s promised stimulus package will be another tailwind for the market. The Quality factor 

has always been our base case, core ETF trade idea. Quality ETFs and can address valuation concerns because our quality screen looks for 

fundamentally strong companies; many are tech companies but names who are profitable and who have strong earnings. These are 

fundamentally strong tech companies and not speculative high volatility tech names.  

 

 

 

https://www.bmogamhub.com/system/files/bmo_etfs_inflation_report.pdf?file=1&type=node&id=104065


 

 

 

Clean Energy 

Clean Energy was one of the most popular investment themes of 2020, but there was a lack of clean energy product 

in Canada. Non fossil fuel-based strategies saw the largest flows in the ESG space in the U.S. This is not a speculative 

trend; this is the real deal. Biden has recommitted to the Paris accord. China has a 2060 target for carbon neutrality. 

The growth of renewables surpassed coal in the U.S. last year- even under the Trump Administration. Governments 

are allocating stimulus dollars to climate friendly projects. Institutional investors are also tilting to these exposures. 

Clean energy is a very compelling theme, and we have been seeing lots of interest in the BMO Clean Energy Index 

ETF (ticker: ZCLN) since we launched it last month. This ETF tracks the very popular S&P Global Clean Energy Index 

which is the leading global index in this space with more assets benched to this index than any other clean energy 

index. The companies in ZCLN produce or provide equipment for renewable energy (solar, wind, hydro). We think we 

are still in the early innings in terms of long-term societal trend. Returns in clean energy were very strong last year, 

but it is still early for this trade. In a portfolio ZCLN would make an effective satellite. It has higher risk than broad 

market but could give investors exposure to long term themes to add to portfolios from a satellite perspective. Click 

here to read more about ZCLN. 

 
 
 
 
 
 
 
Source: Bloomberg, All returns February, 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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