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June 12, 2020 

Implementation: 
To add defensive income to your portfolio, consider buying the BMO Canadian MBS Index ETF (ticker: ZMBS).  

To learn more about ZMBS & the Canadian mortgage market, listen to our BMO ETFs ZMBS Deep Dive Podcast or read our ZMBS Q&A. 

 

 

 

Yield Advantage & NAV Stability 
• In a low rate environment finding yield, especially in 

the highest quality assets, is difficult. Currently, a 2-

year government of Canada bond is yielding 0.27%.  

• The Canadian MBS market offers a 30-40 bps yield 

pick-up over short federal bonds. ZMBS’s yield-to-

maturity is 0.70% and duration is 2 years. 

• The high-quality, CMHC backing, and short duration, 

all contribute to lower volatility than corporate 

bonds. During the March volatility, ZMBS’s NAV only 

declined to $30.41, from its previous high of $30.61 

on March 11. 

A Tactical Time for the Canadian MBS Asset Class 
• Part of Canada’s COVID-19 economic response plan 

is the IMPP (Insured Mortgages Purchase Program), 

a bond-buying program launched by the Bank of Canada to purchase NHA-MBS pools from banks. The purpose of the program is 

to help banks fund Insured Mortgages. 

• This program will remove a lot of supply from the market and this will most likely result in narrowing NHA spreads.  

• The IMPP program has put aside $150 billion (equivalent to 1-years’ worth of NHA-MBS supply). In 2008 during the mortgage-

related crisis, a similar bond-buying program only used $68 billion. 

• New loan originations are down given the decrease in home sales (most are mortgage renewals right now) so we can expect 

secondary MBS issuance to be light this summer. This should be positive for spreads given the lack of supply.  

 

Access the Canadian MBS Market with All the Benefits of an ETF 
• Traditionally MBS’s were an asset class only accessible in OTC markets by institutional investors. The mortgage pools were traded 

in large lots, with little transparency. 

• Now investors can access this unique asset class on the secondary market with all the benefits of an ETF: liquid and transparent 

trading on the exchange, tight bid ask spreads (10-15bps) to keep trades cost efficient, and trades can be executed with smaller 

order sizes. 

• Institutional pricing: the MER for ZMBS is 0.17% 

 

The BMO Canadian MBS Index ETF: (ticker ZMBS) is the first ETF to provide exposure to the Canadian Mortgage Backed Securities 

(MBS) market. The ETF holds AAA-rated, Canadian Mortgage & Housing Corporation (CMHC) backed mortgage pools, so it is a defensive 

fixed income investment while offering a unique fixed income exposure to diversify portfolios.  

Yield Curves of AAA-rated bonds: 

ZMBS Relative Value Through Yield Pick-up 

Source: Bloomberg May 29, 2020. 

 

https://www.bmoetfs.ca/en/trade-tips/podcast-zmbs-for-defensive-income-in-the-portfolio
https://www.bmoetfs.ca/en/trade-tips/podcast-zmbs-for-defensive-income-in-the-portfolio
https://bmogamhub.com/system/files/zmbs-qa_e.pdf?file=1&type=node&id=33632&force
https://bmogamhub.com/system/files/zmbs-qa_e.pdf?file=1&type=node&id=33632&force


 

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. 

BMO Global Asset Management is a brand name that comprises of BMO Asset Management Inc., BMO Investments Inc., BMO Asset Management Corp. and 

BMO’s specialized investment management firms.  

Commissions, management fees and expenses all may be associated with investments in BMO ETFs and ETF Series of the BMO Mutual Funds. Please read the 

ETF facts or prospectus of the relevant BMO ETF or ETF Series before investing. The indicated rates of return are the historical compounded total returns including 

changes in share or unit value and the reinvestment of all dividends or distributions and do not take into account the sales, redemption, distribution, optional 

charges or income tax payable by the unitholder that would have reduced returns BMO ETFs and ETF Series are not guaranteed, their values change frequently 

and past performance may not be repeated.  

S&P® and S&P 500® are registered trademarks of Standard & Poor's Financial Services LLC ("S&P") and "TSX" is a trademark of TSX, Inc. These trademarks have 

been licensed for use by S&P Dow Jones LLC and sublicensed to BMO Asset Management Inc. in connection with ZCN, ZUH, ZSP and ZSP.U (the "ETF") The index 

or indices are products of S&P Dow Jones Indices LLC and have been licensed for use by BMO Asset Management Inc. in connection with the ETFs. The ETFs are 

not sponsored, endorsed, sold or promoted by S&P Dow Jones Indices LLC, S&P, TSX or their respective affiliates, and S&P Dow Jones Indices LLC, S&P, TSX and 

their respective affiliates make no representation regarding the advisability or investing in such ETFs. 

For a summary of the risks of an investment in the BMO ETFs or ETF Series of the BMO Mutual Funds, 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. 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. ETF Series of the BMO Mutual Funds are managed by BMO Investments Inc., which is an investment fund manager and a separate legal entity from 

Bank of Montreal.  

®/™Registered trade-marks/trade-mark of Bank of Montreal, used under licence. 
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Source: BMO Global Asset Management June 11, 2020. 

 

 


