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Valuations in Equity Markets 

We have seen some volatility over the past month, with market sentiment being generally positive but fragile. This sentiment can change quickly. What 

is interesting to note is the disconnection between the S&P 500 Index (a measure of the US market) and the VIX (a measure of market volatility). There is 

historically an inverse relationship between these two. The S&P 500 is at pre-covid highs, but the VIX is double its pre-covid ranges. This is interesting 

and an important data point to keep in your back pocket. There is lots of uncertainty in the markets right now. The pandemic backdrop, election volatility, 

geopolitical strains and valuation highs all lead back to the notion that defensive growth positioning remains a prudent exposure to have with the 

combination of quality and low volatility factor exposures. We are certainty not out of the woods, and people should not get too aggressive in portfolio 

positioning right now. 

 

Defensive Strategies: ZPAY  

The BMO Premium Yield ETF (ticker: ZPAY) is a defensive way to approach equity markets. It is defensive because in a normal market environment, 

only 35-40% of the overall portfolio is exposed directly to equities. The remainder holds T-bills and writes puts and calls to earn option premiums. Click 

here to read more about how the strategy is executed. With increased volatility, we reached around 60% exposure to equities through April and May as 

puts were called. This provided us with an attractive entry point to buy equities at lower valuations and participate in the spring rally. The portfolio today 

is back to around 35% long equity exposure. In a strong upwards market ZPAY won’t match the return but it will protect on the downside and earn 

premiums to enhance its yield. It can also occupy the alternative space in a portfolio, because of its lower correlation to equity markets. 

 

The Peak Oil Report 

It is a challenging backdrop for the Energy sector and the peak oil report illustrates this. The peak oil report released by BP on Monday suggests a word 

of caution for the Energy sector. The report theorized that we have hit peak oil consumption; the number of barrels that the world consumes per day 

peaked in 2019. This is attributed to changing societal behaviors, adaption of greener energies and changing government policies combined with the 

global pandemic which has certainly eroded the demand for energy and oil. If you are questioning why BP would write this report if they are a 

traditional oil company, it may be that they are transitioning to a greener energy company. This report highlights the increased risk in the Energy sector. 

How would you play the energy market right now given these concerns? The BMO Equal Weight Oil & Gas Index ETF (ticker: ZEO) holds senior Energy 

companies which we believe is the most prudent play for this sector as we have seen bankruptcies over the past few months in the smaller energy 

companies. Also, the inclusion of pipelines in ZEO’s portfolio is something you want to look for in an Energy ETF, because pipelines offer a different 

return stream than other sub sectors such as the explorers. The pipeline companies (Enbridge, Trans Canada) increase yield and provide positive 

fundamental characteristics.  
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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. 
 
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. 

Has ESG Kept Up with the Equity Market Recovery? 

We think most advisors should have a thought-out strategy that they can give to their clients as this topic becomes more and more 

important to investors. Around $1 billion has been invested in ESG ETFs in Canada out of the $31 billion in new ETF assets so far this year. 

Most of the ESG specific ETFs are new, and so don’t have a track record to support performance. A lot of the strategies including our own 

don’t have a huge track record yet, but in the selloff, we noticed some downside protection here. For example, The BMO MSCI Canada ESG 

Leaders Index ETF (ticker: ESGA) had less draw down than the broad Canadian market during the selloff and kept pace during the 

recovery. As strategies start to build more of a track record, we will continue to see investor interest here as they realize there is not a 

return penalty to invest in ESG, in fact this might be the other way around. These could be better performing companies in the long run.  

 


