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2023 Federal Budget

Macroeconomic considerations from the new federal budget include the $43 billion of new spending over the next six years. 
We are expecting slower economic growth right now, so this bit of stimulus could help reduce that slowdown. However, on 
the other hand, this could impact inflation and have implications for interest rates and investors more broadly. More targeted 
initiatives that investors might be interested in is the support for the transition to a clean energy economy. The Government is 
looking to provide about $20 billion of incentives to help businesses accelerate the transition to clean energy.  So, this leads 
naturally to looking at BMO Clean Energy Index ETF (Ticker:ZCLN) for investors who want to take advantage of this multi-
decade, mega trend. We see this commitment from Governments, both north and south of the border. Certainly, there could 
be some payoff over the shorter term, but we've seen volatility in the sector as well. So, it is for investors who can weather 
the volatility and hold over the long term. 

Fixed Income

Additional Tier one bonds or AT1 bonds for short, were introduced in the wake of 2008 specific to banks, and were junior to 
traditional bonds. The difference between AT1 bonds and traditional senior issue debt is the convert ability feature. Their 
purpose was to give banks a better chance of remaining solvent should issues arise. A trigger event allows the issuing bank to 
remove the debt from its balance sheet by converting that debt into common equity. So, from a coupon perspective, because 
you're lower down the capital structure, you're going to get a higher yield than senior debt to compensate you for taking on 
that additional risk. This became a concern in the case of Credit Suisse over the last couple of weeks. I think was missed in a 
lot of headlines about AT1 bonds though, is that the issuer of the instrument is very important. If you have a strong issuing 
bank behind that AT1 bond, then that instrument is going to be very sound. We do hold some AT1 bonds in our Canadian 
Bank Income Index (Ticker:ZBI). And it was trading roughly flat, during the time Credit Suisse had issues. Main point here is 
that Canadian banks were still very well capitalized. ZBI essentially owns traditional bonds, but also has some AT1 holdings, 
both in the preferred shares and bond space. The yield to maturity, with bonds lower down the capital structure, is 5.8%. So 
this is a good one own in your bond portfolio, with a short 2.5 duration.

US Banks

We've seen both bullish and bearish option trades exploding in volume in the US regional bank sector. It appears there is no 
real consensus from the market on the path forward. The indices that BMO tracks which hold US banks have recently 
rebalanced. And obviously Signature Bank and Silicon Valley Bank were removed from the index, three other of the smaller 
regional banks were removed as well. Both BMO Equal Weight US Banks Hedged to CAD Index ETF (Ticker:ZUB) and BMO 
Equal Weight US Banks Index ETF (Ticker:ZBK), now have more exposure to larger regionals as well as diversified national 
banks. Another flavor in this area is the BMO Covered Call US banks ETF (Ticker:ZWK) for an extra layer of income, that gives 
you some upside exposure with limited downside. The strength of the Canadian banks overall within the global financial 
system has been notable.

https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-equal-weight-us-banks-hedged-to-cad-index-etf-zub/
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/
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And in fact, our BMO Equal Weight Canadian Bank Index ETF (Ticker:ZEB) has seen over $800 million of net inflows 
since March 8th, since the crisis started. Our BMO Canadian Covered Call Bank ETF (Ticker:ZWB) is another great option 
for income oriented investors.

US Monetary Policy

Rate hikes are becoming less of what dictates the market. Every incremental move from this point is going to have less of 
an effect. What went largely unnoticed, was the Bank Term Funding Program, that was announced a couple of weeks ago. 
It essentially allows banks to swap their held to maturity portfolios in exchange for their par value. The Bank Term Funding 
Program essentially erased more than half of the effect of quantitative tightening. Since the Fed has expanded their 
balance sheet, I think now maybe good time to add some duration risk to your portfolio. Looking at ETFs, BMO Long-Term 
US Treasury Bond Index ETF (Ticker:ZTL) and BMO Long Federal Bond ETF (Ticker: ZFL) can provide that exposure. BMO 
Covered Call Technology ETF (Ticker: ZWT), is a good one to get some duration exposure into your stock portfolio, but 
we're also writing call options against these positions in order to generate yield and monetize volatility. For Factor 
exposure, Quality is a good way to maintain a defensive growth oriented position.  BMO MSCI High Quality USA ETF 
(Ticker: ZUQ) is a good way to play it.
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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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