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US Federal Reserve Announcement 

Expectations for the Federal Reserve meeting in November have been set too high. The market is pricing in a 75-bps rate 
hike. The more important meeting will be in December. This is when the revisions of the dot plots will be released. The Fed 
may start suggesting slowing down the pace of   interest rate increases, they may raise their terminal values, which would 
give them the opportunity to take a pause at some point next year, but still give them room to raise rates again should 
conditions change. In terms of a pivot, it depends on how you define it. The Fed funds futures is pricing in a rate cut for the 
end of 2023. Where we are sitting right now, that maybe unlikely. A pause is potentially more likely. It generally takes 18-
24 months for rate hikes to take effect in the market. There are some leading indicators suggesting disinflation, especially 
on the goods front. UPDATE: the Fed Increased by 75pbs as expected 

Valuations 

For long term investors there are places to start picking away. From a valuation perspective, certain pockets are trading 
cheaply such as Canadian Banks. ZEB – BMO Equal Weight Canadian Banks Index ETF provides this exposure. REITs are 
starting to become more attractive, certain areas are still overvalued in the residential and industrial sectors. Office and 
retail are becoming more attractive. Whenever interest rates settle to a new terminal value, the attention paid to high 
flying tech stocks that really drove the market for the past few years is moving towards more mature dividend paying 
companies. Overall, the TSX for example is currently trading at 13.2 PE vs the 19.1 long term average. Over the long-term 
broad markets tends to revert to the mean. We encourage listeners and investors to check out the Staying Invested for the 
Long Term piece found on BMO’s ETF Dashboard, that highlights the challenge of timing the market and the advantages of 
staying invested. 

Nasdaq & S&P 500 

The Nasdaq has been underperforming S&P 500 Composite YTD. Over the past 5 years, the Nasdaq outperformance has 
doubled the returns of the S&P 500 over that time period. The conditions of extremely easy monetary policy of low rates 
and quantitative easing rewarded growth and technology companies and indices titled towards growth. Certainly, there has 
been a reversal in 2022 since those conditions have changed. The S&P 500 with some tech weighting, offers a more 
balanced and broad-based sector exposure. With rising rates, valuations are resetting, and higher P/E tech companies have 
sold off.  The market is pricing in a slow down in the economy as financial conditions tighten to slow down inflation, 
growth expectations have come down as well. This has led to the underperformance of the Nasdaq YTD. We may not see 
the same level of outperformance we’ve seen in the previous 5 years, but the Nasdaq is still a good option for long term 
growth. ZNQ - BMO Nasdaq 100 Equity Index ETF can act as a compliment to a core portfolio of US equities with ZSP – BMO 
S&P 500 Index ETF or ZUE - BMO S&P 500 Hedged to CAD. The key to know when growth will be working again, is looking at 
long term interest rates. We started to see a slowing down of the US 10 year, but the 10-year growth trajectory is still 
uncertain. Once the 10-year yield starts to settle into a defined range, that’s when the growth-oriented factor can start to 
potentially outperform again.  
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Fiscal Policy & Energy 

There are rumours President Biden will propose a new tax on windfall profits, for energy companies not reinvesting in 
production or new infrastructure. However, from a company’s point of view, there is a lot uncertainty to deploy capital 
right now and not enough incentive to boost production. This bill is going to be difficult to pass. From a policy perspective, 
ZEO – BMO Equal Weight Oil & Gas Index ETF is very well positioned.  The underlying companies have cash positions that 
have built up. They could reinvest it into new productive capacities, but the more likely scenario is to increase share 
buybacks or increase dividends. We expect dividend increases for companies within ZEO to over the next couple of years. 
Even though clean energy is the future, if you look the current infrastructure, it is still reliant on fossil fuels.  Regardless of 
monetary policy, you will need fossil fuels to make that transition which could last a decade 

Volatility and Option Premiums 

Post covid, volatility and implied volatility has reset higher in equity markets. The VIX, an index that represents market 
expectations of the volatility in the S&P 500 over the next 30 days, is higher. That indicates more uncertainty of the future 
direction of the market. Overall, to some degree this is a structural effect, a multi-year reset of higher volatility.  For option 
writers, this is a benefit. Volatility is a primary input into option pricing. So as volatility increases, more premium can be 
generated selling calls or puts. Recently, Put-Call Ratios have been flat and call buying has been more prominent, bidding 
up their price and premiums. ZWC – Canadian High Dividend Covered Call ETF or ZWH – BMO US High Dividend ETF provides 
exposure to this phenomenon. For income-oriented investors, these strategies that start with a solid dividend base that 
have been performing well in this type of market while adding on that covered call layer to take advantage of these 
trends. 
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https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-us-high-dividend-covered-call-etf-zwh/
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To listen to BMO ETF podcasts please visit bmoetfs.ca. 

 

BMO ETF podcasts are also available on 

 

 

 

 

 

 

 

 

 
Source: Bloomberg, All returns and data points November 2022. 
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 trademarks/trademark of Bank of Montreal, used under licence.
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