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BMO ETF Portfolio Managers Chris McHaney & Chris Heakes 

The extreme price decline in equity markets has created the unintended benefit of higher yields. Equity income-oriented strategies 

have become attractive opportunities for investors to enter the market while getting paid as they wait for markets to rebound. 

 

Canadian Banks 

Banks present a compelling opportunity. In 2008 the Canadian banks never cut dividends. They have a long-term track record of dividend 

payment and growth. Today, the banks are yielding 6.6%. The last time the yield was this high was in 2008 and 1999, so on a historical basis 

this is a once in a decade opportunity. Valuations are also attractive. The average P/E is 7.6 and P/B is around 1. The banks have 

underperformed the index this year which seems unfair given there is so much Energy in the index. ETFs- ZEB, ZWB. Mutual Fund- Covered Call 

Canadian Banks Fund. 

 

Canadian Dividends 

The added cash flow of dividends may alleviate portfolio stress as investors wait for a market rebound. BMO’s approach to sustainable 

dividends is timely and important to emphasize. In a strained market, cash flow can be a problem for some companies. BMO’s dividend 

methodology identifies stocks which generate enough cash to pay dividends on a regular basis (the “sustainability test”), avoiding companies 

which could cut dividends in times like today. The methodology is also diversified, this is a benefit as some sectors have been hit harder than 

others. ETFs- ZDV (more holdings), ZWC (more concentrated but covered call overlay for higher yield). Mutual Fund- BMO Covered Call Canada 

High Dividend Fund. 

 

Canadian REITs 

This is the largest drawback in Canadian REITs we have ever seen. It is an interesting opportunity for yield-oriented investors; the average 

yield is 7%. However, this is a sector which is highly correlated to economic activity. Rents are not being paid when businesses are forced to 

be closed. Do these companies have the capital and liquidity to withstand this? Will they benefit from government relief packages? Having a 

diversified portfolio of REITs is important, such as ZRE which holds Residential, Retail, Industrial, and Health Care REITs. ETFs- ZRE. 

 

Income Opportunities Outside of Canada 

The U.S. can probably weather this storm better than other regions. They have an accommodative central bank and aggressive fiscal stimulus. 

Additionally, USD has been very strong which is helping unhedged strategies right now. Therefore, BMO’s US dividend strategies are in a good 

position to bounce back given the strength and quality of many of the companies in the portfolio. ETF- ZDY, ZWH, ZWS. Mutual Fund- BMO 

Covered Call US High Dividend Fund. 

 

Europe is down 25% YTD as it faces more challenges: the outbreak has been worse, central banks have less ammo and there has been 

considerably less fiscal policy. We see this as a higher risk area and as such a higher opportunity area.  The covered call overlay here is adding 

an extra 4-5% in current market conditions. ETFs- ZWE, ZWP. Mutual Fund- BMO Covered Call Europe High Dividend Fund. 

 

BMO’s Covered Call Mechanics in Volatile Environments  

The call writing has been dynamic and is adapting to the changing market landscape. We have been shifting the call overlay, where we want 

to add a meaningful amount of yield without being greedy. Volatile markets allow us to write further out of the money, so we have more 

room to participate in a recovery. Today we are writing around 15% OTM with one month to expiry, so if stocks rally, we will maintain the 

first 15% of the recovery. After that, the portfolio is 50% uncovered meaning half the portfolio will have full upside participation. 

 



 

 

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. 
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