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The market can reverse course and go lower, but investors may want to take advantage now of the market sell-off by averaging into 

the market at attractive valuations, and upgrading to quality assets that will be core, long-term positions.  

 

 

 

 

 

Canadian AAA/AA spreads have widened: 

 

CDX IG spreads have widened significantly: 

 

Source: Bloomberg March 26, 2020 

 

 

 

 

Upgrading to Quality in Your Fixed Income Portfolio 

 
 

Macro Update: 
• The S&P 500 Fear levels recently exceeded the 2008 crisis. Recently, markets have been funding liquidity by any means necessary 

(margin calls, fund redemptions, moves to cash).  

• Equities, bonds and commodities became correlated with the large moves to cash. This means, there was indiscriminate selling with 

quality assets being sold in addition to junkier assets. 

• The quality sell-off was even more prevalent in the bond market because investment grade (IG) bonds were used to fund liquidity. From 

March 9th to the 20th, IG bonds underperformed both high yield bonds and the S&P 500, even though they are the highest quality and 

the highest on the capital structure.  

• We saw bids on cash rich companies come in well below their fundamental values (ie: Apple bonds were $7 lower), and CDX US IG 

spreads and Canadian AAA/AA spreads have widened significantly. 

• The Fed’s corporate bond buying program can be beneficial for “risk-assets”, as buying corporate bonds frees up inventory space of fixed 

income dealers and allows them to price assets more accurately. Additionally, it could create liquidity in bonds, allowing asset allocation 

managers to fund equity trades and move into risk assets, moving back to target weights.   

• Bonds with high quality issuers have taken an unfair share of the sell-off in recent weeks, given their more liquid nature than BBB bonds. 

As a result of the forced selling, recently traded values of corporate bonds rated A and higher have disconnected from fundamental 

values. While spreads in A+ bonds could widen further, investors will still need to fund liquidity, so we believe investors with a longer-

term view could take advantage of the forced selling and buy high quality bonds at a discount.    

 

 

 

If you want to add quality fixed income to your portfolio, you may want to consider buying: 

• BMO High Quality Corporate Bond Index ETF (ZQB)  
• BMO US IG Corporate Bond Index ETF (ZIC), U.S. dollars (ZIC.U), Hedged to CAD (ZMU) 

 



 

 

 

 
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 professiona l 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. 


