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Covid’s Effect on the Market 

With Covid, we are deep into a second wave, and economies are shutting again and tighter restrictions have been implemented in many parts of 

Canada. With Biden coming into office we will likely see a firmer approach to Covid in the U.S., and this will affect the economy. There are now 

three promising vaccines which have been reported, and the market has perceived this news positively. The NASDAQ has cooled a bit, and “beat 

up” sectors like dividends, value and small caps have been outperforming this month. Small caps have had the most notable jump, evidenced by 

the BMO S&P US Small Cap Index ETF (ticker: ZSML) which is up 14% this last month vs the S&P 500 Index which is up 4% during the same 

time. The defensive growth theme, using BMO Quality ETFs has been working well as a portfolio anchor and we still believe in this defensive 

growth story going forward. These companies exhibit high quality fundamentals which can be a significant benefit going forward. For investors 

who are looking to tactical trades and cyclical tilts, we have been advocating banks in this space. Canadian banks are knocking on the door of 

pre-covid highs. The BMO Equal Weight Bank Index ETF (ticker: ZEB) has seen a 60% rally off its March low and U.S. banks are up 25% during 

the last few months. So, this could be a good tactical move in a satellite position. 

 

Chinese Securities in the U.S. 

There are currently two issues surrounding Chinese equities trading in the U.S. The first is a proposed ban on 31 Chinese companies that are 

linked to the Chinese military complex. The ban is on all U.S. holders and is to both ADRs and direct securities, which will be effective November 

2021 pending the Biden administration continues to support it. We think this will have a minor impact on the larger Emerging Market index, 

which does not hold most of these names. Two names which the MSCI EM Index holds which will be affected are China Mobile and China 

Telecom. Secondly, the SEC announced an investigation into Chinese ADRs. ADRs must meet certain U.S. requirements to maintain these listings. 

Many Chinese ADRs have refused to report things and have not been transparent enough to meet these ADR standards (ie: Alibaba). These 

companies run the risk now of being delisted from U.S. exchanges, which wold have a huge impact on these stocks. However, the head of the 

SEC is a Trump employee, and we will have a new head of the SEC next year, who will be appointed by Biden. So, we will see how this new head 

will treat this policy. Overall, we think Biden will work more constructively with China. We believe China is just too big to ignore from an 

investment standpoint. The BMO MSCI Emerging Markets Index ETF (ticker: ZEM) is a good way to get exposure to Chinese equities; it has 40% 

exposure to China. 

 

Preferred Share Update 

The introduction of LRCNs in the Canadian market has been a huge game-changer for the preferred share asset class. Banks are issuing these to 

raise capital to redeem outstanding preferred shares. The rate reset universe in Canada is around 40% banks and 10% insurance issuers. There 

are rumours that insurance companies will also get to issue LRNCs. Since July, we have seen the rate reset market really stabilize, as LRCNs have 

removed the sensitivity to downside rates; regardless of rate movements, the banks will still redeem these shares. Prefs make sense, because 

when you compare them to traditional fixed income, (which is negatively impacted from rising rates) rate reset prefs react positively to rising 

rates. With vaccine news, there is more optimism on economic growth so we may see a further rotation into equities which will force bond yields 

upwards. It’s important that investors have assets that provide protection against rising interest rates.  



 

 

 

Base Metals & Gold 

Base metals have gone on a massive run. For example, the BMO Equal Weight Base Metals Index ETF (ticker: ZMT) has 

returned 122% since March 23 vs the MSCI World return of 62%. Base metals are sensitive to economic growth 

expectations. After the pandemic outbreak, base metals were really hit hard as economic growth expectations turned 

extremely negative. However, China’s PMI readings have been north of 50 (indicating expansionary) since March, which has 

been a catalyst for base metals. And a weaker USD is supportive for commodities, and the USD is weakening. The vaccine 

news supports an economic reopening, so this news has been supportive of base metals as well. We think that ZMT can be 

added as a tactical growth trade, around a 3-5% position if investors want to take advantage of these secular tailwinds. 

Gold acts as a hedge against inflation, a weak USD and against macro risk. So, gold has faced some headwinds these last 

few weeks as all three of these risks were contained, and we have seen it consolidate over the last few months. But long 

term, we are still constructive on gold as government spending will continue and inflation concerns will remain. 
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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. 
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The BMO ETFs or securities referred to herein are not sponsored, endorsed or promoted by MSCI Inc. (“MSCI”), and MSCI 
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For a summary of the risks of an investment in the BMO ETFs, please see the specific risks set out in the prospectus.  BMO 
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may increase the risk of loss. Distributions are not guaranteed and are subject to change and/or elimination. 
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