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Currency 

Throughout March we continued to see the USD weakening. This trend is expected to continue based on stimulus and monetary easing all putting 

downward pressure on USD. What does this mean for CAD? CAD is dependent on commodity prices. If industrial metals increase in value, there will be 

some strengthening relative to USD. In 2008, the USD really weakened with QE, and CAD was propped up by strong gold and oil prices. Canada also did 

not use QE during this time. Oil prices are not as strong this time around. The outlook is a bit mixed for CAD. The US election could affect the USD. Trump 

policies prop it up but Biden has a softer approach to USD policies, so we will see how this plays out.  
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Fixed Income Update 

August was quiet in the Canadian fixed income market. Corporate spreads tightened a bit. The yield curve is steepening which could be a sign of inflation 

expectations. We think the quality trade is wise to protect on the downside as we enter the fall where credit could face some headwinds. Mid-term or 

long-term government bonds would work as a flight to quality trade, ETFs such as the BMO Mid Federal Bond Index ETF (ZFM) or the BMO Long Federal 

Bond Index ETF (ZFL).  Provincial spreads remain a bit elevated vs pre pandemic levels so we could see further spread compression here, and provincials 

add additional yield over federals. The BMO Mid Provincial Bond Index ETF (ZMP) or the BMO Long Provincial Bond Index ETF (ZPL) would be a good 

trade in this space. The BMO Government Bond Index ETF (ZGB) is a one-stop shop for exposure to federals and provincials and is one of our fastest 

growing ETFs right now. The Bank of Canada purchasing program will provide a safety net for federal and provincial bonds so spreads here should remain 

range bound, and the benefit to adding duration is the yield pickup. 

 

Emerging Market Bonds  

The BMO Emerging Market Bond ETF (ticker ZEF) which provides exposure to EM debt is an ETF we are hearing a lot about right now. For clients who 

have yield needs, ZEF can be a good solution. ZEF is emerging market debt issued in USD, with durations from 1-10 years. The USD is currency hedged. 

The bonds must pass liquidity screens, so they are very liquid. There are four regions in the portfolio: Eastern Europe, Middle Eastern Africa, Asia, and 

Latin America. The portfolio uses a GDP weighting methodology which allocates more to countries with strong GDP and have a stronger ability to grow 

and service debt. This creates a quality screen within the portfolio which adds downside protection. ZEF is 70% investment grade and 30% high yield. 

With yields historically low, ZEF can provide yield enhancement, (current yield to maturity is 2.7%). ZEF has a low correlation with the Canadian fixed 

income universe, so can be a good diversifier to reduce overall portfolio volatility. 

 

The Dow Jones Index Rebalances 

This index is made up of true mega-cap, industry leaders which are exposed to global consumers. This is a price-weighted index, so it is the equivalent 

of owning one stock of each of the 30 names in the index. Apple’s stock split therefore affected its constitution. Apple was the largest component, 

about 12% weight before it split, and now it is a 3% weight. ExxonMobil was replaced with Salesforce, as the index looked to trade out an Energy name 

and add another Tech name to keep the Tech weight up after dropping 9% once Apple split. Raytheon and Pfizer also left, and Amgen and Honeywell 

have been added. Sector weights- Tech did still come down a bit from 28% to 24% and Health Care went from 14% to 18%. The BMO Dow Jones 

Industrial Average Index ETF (ticker ZDJ) provides exposure to the Dow Jones Index.  

 



 

 

 
 
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. 

Update on Quality 

The Quality trade performed very well through August and specifically the BMO MSCI USA High Quality Index ETF (ZUQ) outperformed 

broad-based US equities during this period. We added currency hedged (ZUQ.F) and USD (ZUQ.U) options for this ticker during summer. 

ZUQ.F returned 8% in August which was over 2% more than the unhedged ZUQ as the USD depreciated relative to CAD. We continue to 

recommend the quality trade through the fall as we face a period of uncertainty with the US election, and a heightened focus on the 

economic recovery. Remember, one factor in the quality screen is low levels of debt and we think there will be a lot of strain on balance 

sheets moving forward. 

 


