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Asset Allocation 

Correlation does not equal causation and obviously the Superbowl doesn’t control the stock market. The Superbowl is a fun 
indicator that started back in 1973, accurate about 73% of the time, but it was wrong in the past 6 of 7 years. So, there is no 
secret sauce to investing or crystal ball. Long term investing takes discipline, understanding your investment objectives. Setting 
the right plan, sticking to your asset mix, regular review, and making changes around the edges. Asset allocation ETFs can help 
achieve this. ZBAL – BMO Balanced ETF and ZGRO – BMO Growth ETF are two great options. Holding different ETFs can help 
create risk differentiated portfolios, between asset mixes, to help investors stay true to their objective for the long run. Holding 
asset allocation ETFs as core and adding ideas that we discuss on this podcast as satellites. The Superbowl indicator is a fun one, 
it always comes up in January, but again it is all about sticking to your strategic asset allocation and staying disciplined.

US CPI

Markets were all over the board after the release of the US CPI print. Digging deeper into the numbers, inflation is trending down 
on the goods side and we expect that to continue. Inflation proved to be more resilient on the services side. Core inflation ex 
housing and energy, fell back to October levels. A couple short term risks that can skew inflation higher – China reopening and 
strategic petroleum reserves. Markets are gauging the likelihood of rate cuts this year. The overnight interest rate swap market 
is pricing in a cut, which maybe unlikely, we think we are very close to the terminal value, which is good for the bond market. 
ZUAG – BMO US Aggregate Bond Index ETF is a great way to  gain exposure to a well diversified US bond market. Benefiting 
from exposure to US credit, short and long duration, it is a solid building block in a portfolio. From a tactical perspective, with 
spreads tightening in IG bonds, inversion of yield curve, duration and credit exposure can come in handy. ZUAG’s current YTM: 
4.3%  and Duration: 6.3. From a Canadian investor’s perspective, if you own Canadian bonds and equities, your owning the same 
companies across the capital structure. Getting US bond exposure gives you that corporate diversification.

Buybacks and Taxes

Democrats passed a 1% tax on buybacks that begins this year. Corporate announcements in January of significant buybacks 
signals the 1% tax isn’t causing companies to rethink their buyback programs. $132 Billion in buybacks in total were announced, 
triple from last year. Energy companies were leading the charge; Chevron and Exxon. Meta as well with a $40B buyback. Biden 
favours increasing the tax to 4% or more, we don’t see that happening in the near term with Republicans controlling the house. 
If taxes were to increase this could cause more dividends to be paid out. For US dividend ETFs, what we like to focus on is free 
cash flow generation for dividend payments. BMO Dividend ETF's identify companies with strong operating cash flow, selecting 
healthy companies that can increase their dividend. ZDY – BMO US Dividend ETF for example is not just screening for high 
dividend payers, but sustainable growers using cash flow from operations. So, for non Canadian dividend ETFs, our dividend 
methodologies can lead to strong outcomes with the businesses you are invested in.

https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-balanced-etf-zbal/#price-performance
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-growth-etf-zgro/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-us-aggregate-bond-index-etf-zuag/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-us-dividend-etf-zdy/
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Buy American Act

This Act has been around since 1933. But the major difference is there is real bipartisan support. And with the increasing trend 
of deglobalization, this policy has more legs. It applies to all US government agencies when making purchases over $10,000 
for public use, the goods must be made in the US. This is supportive of US equities. Obviously other factors will drive equity 
performance, but this is a tailwind. We believe this can benefit US mid and small cap companies. Inside ZSML – BMO S&P US 
Small Cap Index ETF you will find names like Olympic Steel and Kaiser Aluminum.  In ZMID -BMO S&P US Mid Cap Index ETF  
- US Steel and Cleveland Cliffs, these names could benefit from the Buy American Act and are not typically on investors’ radars. 
Getting that exposure through an ETF, a broad basket of securities, can largely benefit from this policy initiative. Sectors that 
may benefit are industrial, materials, & information technology. These sectors make up 35-45% on average in ZMID and ZSML.
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https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-sp-us-mid-cap-index-etf-zmid/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-sp-us-small-cap-index-etf-zsml/
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Source: Bloomberg, All returns and data points January 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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