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Low Volatility Strategies in 2021 

After the sell off in Q1 2020, the equity market rebound was narrowly focused in tech companies. These companies benefitted from closed economies 

and people staying home. Low Vol strategies do not have exposure to these stocks because these tech stocks typically have higher volatility. So, from 

April- October as tech stocks rallied, low vol strategies lagged. Once the vaccine news was reported in the fall, the entire equity market got a lift and low 

vol companies were also part of this. In 2021 we are seeing the market is starting to get close being overbought. Additionally, the vaccine roll out has 

been slower than anticipated. Therefore, there is still a lot of uncertainty in the market right now and investors are looking back to low vol strategies to 

stay invested while pulling back on risk in a market which saw a lot of growth in 2020. Low vol strategies help investors to navigate the continued 

unknows, while maintaining a reasonable exposure to risk in markets.  

 

ZPAY: One Year Later 

The BMO Premium Yield ETF’s (ZPAY) one-year return is 10% vs the S&P 500 return of 16%. This is a decent participation rate from a strategy with half 

of the volatility of the S&P 500 and a strategy which is not fully exposed to equity markets. ZPAY’s option overlay was able to take advantage of 

increased vol during the year to generate cash flow. ZPAY’s equity weight went from 33% (pre- March) to 70% (at the lowest point in the market in 

March and April). In the summer as equities rallied, the equity weight drifted back down as call options written on the portfolio moved into the money. 

This is a great example of how the strategy is dynamic and how equity market volatility will dictate the overall equity exposure in the fund. As equities 

are close to the overbought territory, ZPAY can continue to provide partial equity exposure, and be a more defensive approach to equity markets while 

providing a tax efficient income overlay. Click here to read more about ZPAY. 

 

Credit Spreads  

The credit space is tough right now in turns of credit spread compression opportunities. High Yield spreads are around 295 bps, and default rates in 2021 

are anticipated to be 3-4%. So, the High Yield market is probably not accurately pricing the amount of risk in the High Yield space right now. Attractive 

opportunities in credit today are in the Canadian BBB space. BBB spreads in Canada are trading at around 140bps, and historically they can get as low as 

120bps. 20 bps of tightening in the investment grade space- especially at this point in the rally- is attractive, especially compared to HY. The BMO BBB 

Corporate Bond Index ETF (ZBBB) offers precise exposure to the BBB segment of the IG market in Canada. 

 

 Health Care 

The “Covid trade” still has some legs to it. Moderna and Pfizer are big catalysts for the U.S. Health Care sector as they were first to market with a vaccine. 

Johnson & Johnson and Merk also have vaccines that are close to being ready, so this will give momentum to the sector. Health Care is a long term and 

secular play. Some trends in favour of the sector are things like biotech which is seeing more inflows in research dollars, and an ageing demographic, 

which will increase the need for Health Care and Health Care services. Valuations in the sector are attractive: P/E is 23x earnings, compared to the S&P 

500’s P/E of 30. In 2021, given the equity market has already rallied significantly, Health Care would be a good place to rotate into which offers growth 

at more attractive valuations. The BMO Equal Weight US Health Care ETF (ZHU) provides exposure to this sector. 

https://www.bmogamhub.com/system/files/trade_opp_zpay.pdf?file=1&type=node&id=101804


 

 

 

Mega Trends 

Thematic Investing is a new way of looking at the market, in a much different way than we have done in the past. 

Thematic investing approaches the market by identifying “mega trends”: future drivers of market growth driven by the 

adaptation of new economy technologies which will impact our behaviours, our needs, and how we interact with the world. 

These are trends so large in scale that they are predicted to impact businesses, companies and industries across the globe 

in the future (for example electricity and computers are two mega trends which we’ve seen play out this century).  Mega 

trends are powerful global movements that are predicted to drive future stock performance for the companies that are best 

positioned to take advantage of each emerging theme.  Examples of mega trends are genomics, autonomous technology, 

next generation internet, fintech, and clean energy. BMO ETFs are listing a suite of products next week to capture these 

mega trends and disruptive innovations, so stay tuned! 

 

 
 
Source: Bloomberg. All returns January, 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 
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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 
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