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S&P 500 Update 

The BMO S&P 500 Index ETF (ticker: ZSP), which tracks the performance of the S&P 500 Index, is near pre-covid highs. Earnings and valuations have not 

really been revised downward since the global economic shock from COVID-19. In February, the S&P 500 was trading at 24x forward earnings, when 

markets were at all-time highs. Today, the S&P 500 is trading at 28x earnings, so valuations have gone up. The growth we have seen since March has 

been concentrated in certain sectors such as Information Technology, Communication Services and Health Care. To have a more concentrated exposure to 

these sectors, the BMO MSCI USA High Quality Index ETF (ticker: ZUQ) has an overweight to Info Tech and Health Care, a reflection of the strength of 

the companies in this sector and their solid balance sheets.  

  

Fixed Income Update- Short Trade After BOC comments 

Credit spreads have tightened significantly since March, but we are still 60bps wider than the beginning of 2020. Right now, we see opportunity in the 

short and mid sections of the yield curve. And within this we see corporate bonds as an attractive opportunity where spread compression still has a way 

to go to return to historic averages. The opportunity in short-duration, investment grade (IG) credit is supported by the central bank bond buying 

programs which will ramp up this summer. The BMO Short-term and Mid-term Corporate Bond Index ETFs (tickers: ZCS and ZCM) offer strong 

opportunities to capitalize on spread compression in the short to mid-section of the curve within IG credit.  

 

Canadian Government Bonds and U.S. Treasuries  

Investors are concerned about “second-wave” fears and view equity market valuations as stretched. One way to remain defensive while putting your 

cash to work is in government bonds. Canadian Government bonds and U.S. Treasuries can offer protection while earning some yield. Treasuries YTD have 

done well because of the flight-to-quality trade, especially in the long end of the curve. Long duration US treasuries have had a great run this year, with 

high teens to low 20% returns, so this trade has become a bit over crowded. Moderate duration, around the 5-10-year mark, has good value right now in 

this space as mid-term treasuries have been slightly overlooked. The BMO Mid-Term US Treasury Bond Index ETF (ticker: ZTM, or ZTM.U for USD) 

provides exposure to U.S. Treasuries in the middle part of the curve. The BMO Government Bond Index ETF (ticker: ZGB) provides access to Canadian 

Government Bonds, both provincial and federal. Government bonds make a great defensive trade because they provide protection from second wave 

market volatility while adding a little extra yield.  

 

Is the Gold Trade Over? 

Second wave concerns have bubbled up this week which has advanced the price of gold. Gold started the year at $1500 and now it is over $1700/oz. We 

see the gold trade as having a multi-year timeline. There are many similarities between ‘08 and ‘09 right now: a huge amount of stimulus (both 

monetary and fiscal) and a record amount of quantitative easing. Last time this happened, the gold price doubled within 3 years. Analysts are expecting 

this to happen again with price targets at $2000-$3000/oz in gold. You can buy the physical bullion to get access to gold. Gold miners are another good 

way to play this trade, and to add more torque to your portfolio. Those who want to take on more risk with a higher pay off, look at the gold miners to 

play the gold trade. There is more risk in junior miners because they are more leveraged. But if they maintain debt servicing levels, the juniors should 

perform well. Senior gold producers benefit from stronger balance sheets. We think there is lots of room left in the gold trade plus it’s a hedge to add to 

equity exposures.  The BMO Global Gold Index ETF (ticker: ZGD) or the BMO Junior Gold Index ETF (ticker: ZJG) both offer exposure to gold miners.



 

 

Alternative Exposures: Update on ZPAY 

The BMO Premium Yield ETF (ticker: ZPAY) was launched as a defensive, income-oriented strategy in late January and the strategy was tested in 

March which showed investors what the risk reward trade off looks like in this ETF. ZPAY entered the sell off with 35% long exposure to equities. 

As markets sold off put options moved into the money and we bought the underlying stocks at steep discounts, therefore the equity weight went 

up to 70% equities. ZPAY enjoyed the growth from the rebound in the spring. During this time, ZPAY participated in 50% of the US equity 

drawdown and 75% if its rebound. The equity weight has come back down to about 40% today. If you think there is more downside risk in the 

market, this fund will position you well to protect if there is another downswing. ZPAY also generates a healthy premium by selling put options so 

it offers a consistent return stream regardless of how markets are moving in the short term.  

 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
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. 
 
®/™Registered trade-marks/trade-mark of Bank of Montreal, used under licence. 


