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Silicon Valley Bank

It was a pretty eventful weekend starting on Friday with Silicon Valley Bank ending in receivership along with Signature Bank. 
With low rates during the pandemic, customers of Silicon Valley Bank became flush with cash and so their deposits increased 
significantly. Since demand for loans were relatively low, SVB took on more duration risk with deposits to widen their spread. 
With rates rising as fast as they did, those bonds sold off quite a bit and that portfolio became worth less than the value of their 
common equity. They tried to issue more equity to shore up capital, but depositors in fear started a run on the bank, sending the 
stock price into a free fall, until it failed to open. The fear spread to other regional banks and Signature Bank as well. Now, the 
Fed has a bit more breathing room to take their foot off the gas. After these events, a 25 bps increase is more likely. CPI came in 
at 6%, the previous reading was 6.4%, so it is trending in the right direction. 

Financials

The collapse of Silicon Valley Bank and Signature Bank caused a lot of volatility in the financial sector. First Republic and Western 
Alliance were both halted due to the volatility, this has impacted BMO Equal Weight US Banks Index ETF (Ticker:ZBK) with 
wider spreads. So, we advise to use limit prices when trading. Also reach out to your ETF Specialist as well to help guide you 
through best execution. Also, due to the increased volatility we were able to monetize more option premium in BMO US 
Covered Call US Banks ETF (Ticker:ZWK), we rolled down some our call options to take advantage. The SVB and Signature 
collapse should not have major negative implications for Canadian banks. The Canadian banking system is one of the best in the 
world and they have diversified business lines across industries. There are some sore spots, small impacts on US acquisitions 
made by BMO and TD, are possible. BMO acquired Bank of the West and TD purchased First Horizons. These could have small 
implications for growth within the banks. But not a major concern, Canadian banks have a record of consistent and resilient 
performance through many economic cycles.

Bond Market Volatility

Interest rate volatility hasn’t been this high since 2009. Just a week ago the market was pricing in a chance of a 75 to 100 bps 
increase. The likelihood is that we may be getting a 25 bps at most. With ETFs and BMO’s fixed income ETF matrix, allows 
investors to quickly reposition their fixed income portfolios given changing market conditions, not just with duration, but credit 
as well. So everything from short corporate ETFs to long Federal; BMO Short Corporate Bond Index ETF (Ticker:ZCS) and BMO 
Long Ferderal Bond Index ETF (Ticker:ZFL). 10 to 15 years ago, investors would have had to do this through single bonds, 
which are a lot more difficult to execute.

https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-equal-weight-us-banks-index-etf-zbk/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-covered-call-us-banks-etf-zwk/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-long-federal-bond-index-etf-zfl/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-short-corporate-bond-index-etf-zcs/
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Equities

The good news is that if this contained to the US banking sector, it is not spreading to the larger names like JP Morgan, and if 
the Fed and regulators have done enough, this can prevent the contagion. The silver lining is that this may cause the Fed to 
pause on interest rates sooner than previously expected, which is good for risk assets in general. So, if investors are longer 
term bullish, they can use an ETF to take advantage of the recent sell off. There are lot of options, including looking at the 
Canadian banks that are very well capitalized and trading at attractive valuations, with BMO Equal Weight Canadian Banks 
ETF (Ticker: ZEB). For those seeking more income, BMO Covered Call Canadian Banks ETF (Ticker: ZWB). For investors 
looking for even more broad exposure, BMO S&P 500 Index ETF (Ticker: ZSP), BMO NASDAQ 100 Equity Index ETF (Ticker: 
ZNQ), or BMO Dow Jones Industrial Average Hedged to CAD Index ETF (Ticker: ZDJ)  provide easy access to broad equities 
if you believe this will be contained to just the US banking sector.
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To listen to BMO ETF podcasts please visit bmoetfs.ca. 

https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-equal-weight-banks-index-etf-zeb/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-covered-call-canadian-banks-etf-zwb/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-sp-500-index-etf-zsp/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-nasdaq-100-equity-index-etf-znq/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-dow-jones-industrial-average-hedged-to-cad-index-etf-zdj/
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Source: Bloomberg, All returns and data points February 2023. 
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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