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Investing in Canadian Banks 

Canadian banks’ quarterly earnings are being reported this week and this will be the first look at how the banks have done since COVID-19 wreaked havoc on equity 

markets. Provisions for credit losses have increased substantially: 7-8x more than in previous quarters. Financials have not participated in the recovery like Info Tech and 

Health Care sectors have since March 23. The Canadian banks are yielding 6% today. Once bank earnings recover to pre-crisis levels, this will be very constructive for 

Canadian banks. The BMO Equal Weight Canadian Banks Index ETF’s (ticker: ZEB) all-time high was $30 and today it’s trading around $22, so there is a lot of upside 

potential. We will see some rough numbers reported this quarter, but this is still an attractive buying opportunity for the long-term. 

 

How do US Banks Differ? 

US banks tend to be more aggressive lenders, better capitalized, and have a more volatile return stream than Canadian banks. They still have the same drivers of returns as 

Canadian banks. US banks reported earnings last month, and loan losses were up about 5x pre-crisis levels. US banks as a satellite position could be productive long-term. 

The BMO US Banks Covered Call ETF (ticker: ZWK) offers a covered call overlay on US banks, so investors can harness the volatility of US banks to earn extra income very 

efficiently.  

 

ZWG Update 

The BMO Global High Dividend Covered Call ETF (ticker: ZWG) has performed very well through the market draw-down and the rebound. This global portfolio it is tilted to 

large caps and is more focused on dividend growth vs dividend yield. There is also a layer of ESG screening. This extra lens has been beneficial as ESG has outperformed 

plain vanilla equities through the drawdown, attributed to the stronger governance and better management teams which can navigate the economic slowdown. Overall 

dividend strategies in general did not fare well during the draw down as dividends were put under pressure. Because ZWG is focused on stronger companies it has done 

very well during this period. The stocks are about 60% US and include blue chip stocks such as Microsoft, Johnson & Johnson and Roche. The option overlay is adding 

incremental yield on top of dividends and the opportunity for growth is as high as ever; writing options around 10% . 

 

Heightened ETF Trading Volume 

ETF Dollar Volume went from less than $2 billion per day to a peak of $5billion per day in mid-March. ETFs tend to trade more in periods of turmoil. They offer investors tools 

to gain or remove exposures quickly. In 2008 we started to notice this trend in the data, especially in the US. This shows that ETFs are a great tool to access exposures on an 

intra-day basis and demonstrates the benefits of liquidity of ETFs. 

 

The Gold Rally and How to Play It 

We have seen physical gold cool off in recent days, but a gold rally could just be getting started. We have witnessed significant global monetary expansion on an 

unprecedented level that we have never seen before. This amount of liquidity entering the market can debase currencies over time. Looking back to 2008/09, the monetary 

expansion then was the largest ever. When QE was ramping up the first time, gold doubles from $900 to $1800 as QE phased into the global economy. The level of QE today 

is actually dwarfing 2008’s levels. $8 trillion has been pumped into the system already, and we could see more. Recently, some analysts are predicting $3000 gold but more 

broadly current base targets are $2000. Gold has already had a strong rally to $1700 and there is still a lot of upside potential. To get exposure to gold you can buy physical 

bouillon as a pure-play. Another way to get exposure is through the gold miners, such as the BMO Global Gold Equal Weight Index ETF (ticker: ZGD). The miners have 

operating leverage to the price of gold, so this is a leveraged play on gold. The downside risk is exposure to operational risk.  



 

 

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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