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Update in Canadian Equity 

Last summer, we saw a lot of new economy names in the U.S. do very well coming out of the March market downturn. With the vaccine 

news in November we saw a rotation in the market; stocks who had suffered for most of the 2020 began to rally on the back of news 

that the economy would be reopening. In Canada, commodities did well, such as oil and copper, as they are tied to global growth. Copper 

is at a 10-year high and oil is back to $60 per barrel. Buying the benchmark for exposure to Canadian equities makes sense, such as the 

BMO S&P/TSX Composite Index ETF (ticker: ZCN), to get the broad sector approach to the reopening trade.  This is a diversified way to 

add Canadian equities to your portfolio. Energy and materials have a decent weight. Also, Financials and Information Technology (IT) are 

well represented. IT is a growing part of the Canadian market (companies such as Constellation Software, CGI, Kinaxis, and Shopify). 

Relative to the U.S., Canada is attractive because of its valuations. Valuations are stretched in many areas in the U.S. Overall we think the 

U.S. is still a very good place to be because of its diversification and growth potential and it makes sense to stay with a U.S. overweight, 

but maybe take a bit off the top, reduce the overweight slightly, and allocate to some Canadian equity. 

 

Yield Curve Steepening 

The 10-year/ 2-year spread has jumped to 85bps, and we haven’t seen this since 2017. Canada and U.S. 10-year rates are at 45 and 50 

bps respectively. But rates are locked at near 0% in the front end of the curve. The Fed and BoC have made it clear that there will be no 

policy rate increases until 2022, so this backdrop is unique. The steepening of the curve is caused by the anticipation of inflation. Inflation 

breakevens are outweighing current CPI levels. This is the main driver of the steepening, paired with the continued optimism of the 

economy reopening. How to play his? The BMO Aggregate Bond Index ETF (ticker: ZAG) provides some long exposure to protect against 

equity market draw downs but short-term exposure and corporate exposure as well. ZAG is a good diversified way to stabilize your 

portfolio.  

 

ESG & Fixed Income 

In the Fixed Income space, we are seeing more interest in terms of ESG. 2020 was the first year we saw significant assets move towards 

ESG. Advisors are looking to either substitute or compliment ESG. The BMO ESG Corporate Bond Index ETF (ticker ESGB) and the BMO 

ESG US Corporate Bond ETF (ticker: ESGF), are both full term exposures. Against their full-term peers, performance held up well so by 

adding the ESG screen, you aren’t giving up any performance. In fixed income the ESG screen adds a quality bias. If you are concerned 

about corporate spreads, ESG products can increase the quality in a portfolio and eliminate downside risk. BMO is launching the BMO ESG 

High Yield US Corporate Bond Index ETF (ticker: ESGH) this week. With credit spreads so tight right now and an uptick in fixed income 

volatility, ESGH provides the benefits of high yield bonds with a little more quality to eliminate a bit of the downside risk. 

 

 

 



 

 

 

Emerging Markets 

Emerging markets are a place which investors are looking to for growth outside of the U.S. China is about one-third of 

The BMO MSCI Emerging Markets Index ETF (ticker: ZEM). Taiwan, India and South Korea are also top allocations. 

China lead all major equity market returns in 2020, and we see strong growth here going forward. China was the first 

country to move past lockdowns and reopen its economy. China had positive GDP growth in 2020 and is positioned to 

lead global GDP growth in 2021. Going forward the outlook for China is very strong. Overall, valuations are better in 

Emerging markets. The weaker U.S. dollar right now benefits Emerging Market countries who usually borrow in USD, 

so they see borrowing costs decrease. With Emerging Markets, being broad and diversified is a good way to access 

the asset class, using ETF like ZEM.  
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