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High Yield

We are seeing a fair degree of downgrades in the high yield market right now. In a low interest rate environment, investors had 
to stretch for yield and issuers could borrow at tighter credit spreads and access capital at lower rates. With rates normalizing 
high yield issuers have more difficulty in this environment, accessing capital and rolling over their debt. So investment grade is 
outcompeting high yield, since it is offering decent rates with better credit quality. BMO Mid-Term US IG Corporate Bond Index 
ETF (Ticker: ZIC) for example is yielding 5.4% right now. The big question is are spreads in the high yield market reflective 
enough of current risks. If interest rates level off, the secondary effect would be that credit spreads potentially tighten as 
refinancing for high yield issuers could potentially level off as well. So, on a go forward basis, investment grade corporate bonds 
from a risk adjusted perspective are more attractive. But for a strategic allocation, high yield definitely makes sense for a long-
term investor, because a 450 basis point credit spread may not be sustainable over the long term. And an ETF can be the best 
way to play it to diversify issuer specific risk, and we offer BMO High Yield US Corporate Bond Index ETF (Ticker: ZJK) or BMO 
High Yield US Corporate Bond Hedged to CAD Index ETF (Ticker: ZHY). We also have BMO Floating Rate High Yield ETF 
(Ticker: ZFH), composed of T-Bills and high yield CDS, which provides exposure with liquidity. 

Monetary Policy

The Bank of Canada left the overnight rate unchanged at 4.5%, which was broadly expected by the market. The Bank continues 
to pledge to hold the policy rate at its current level as long as the economy continues to cool. Policymakers are still a bit 
concerned about the tightness of the labour market and wage growth. It could take around 12 to 18 months for the impact of 
earlier rate hikes to be fully felt. The banks still expect inflation to fall to around 3% by the middle of the year, given the 
softness we’ve seen in consumer spending and slower GDP growth. While the BoC has a more dovish tilt to their comments, the 
Fed has shown more openness to a higher terminal rate. The market is pricing in a 70% chance of a 50 basis point hike in the 
upcoming FOMC meeting, with stubborn inflation and US jobs data, suggests a longer and bumpier path to normalization.  It 
makes sense to expect the Fed to take a pause at some point in 2023, while they continue to monitor macro trends as US 
disinflationary forces work their way through the economy.

Canadian REITs

Slight outperformance from REIT sector year to date. BMO Equal Weight REITs Index ETF (Ticker: ZRE) was up 7.1%, while BMO 
S&P/TSX Capped Composite Index ETF (Ticker:ZCN) was about 5.5%. REITs have bounced back due to the market correctly 
anticipating a BoC rate pause this year. With the rate stability at the moment, the market can get comfortable with the cost of 
doing business. So that’s good for property prices, both on the commercial and residential front. The main drivers of the REIT 
sector has been the residential and office sub sectors, as more people are returning to the office. The sub industry is up 12% on 
a total return basis this year. Average Price/FFO for ZRE was trading at about 16.4 prior to covid, which is now trading at 12.9, so 
even with the rally it is still trading at attractive valuation levels. Canadian REITs are something to keep on the radar at this point.

https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZIC#fundUrl=%2FfundProfile%2FZIC
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZHY#fundUrl=%2FfundProfile%2FZHY
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZJK#fundUrl=%2FfundProfile%2FZJK
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-floating-rate-high-yield-etf-zfh/
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZRE#fundUrl=%2FfundProfile%2FZRE
https://www.bmogam.com/ca-en/investors/investment-solutions/etf/bmo-sp-tsx-capped-composite-index-etf-zcn/
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Fixed Income

There are mixed signals coming out of recent economic data. On one hand you have low unemployment rates and on the 
other an inverted yield curve, that typically precedes recessions. We continue to believe a soft landing if possible, and the Fed 
will do whatever it takes to combat inflation. With a potential economic slowdown, there a sense for investors to be more 
defensive in their portfolios. And with the shape of the yield curve, you don’t have to take on the highest risk to get a decent 
yield. We currently recommend investors adding short term investment grade bond ETFs, by owning BMO Short Corporate 
Bond Index ETF (Ticker: ZCS), whose term to maturity is one to five years. It’s a great opportunity to take advantage of the 
higher yields on the short end of the curve. Additionally, BMO High Quality Corporate Bond Index ETF (Ticker: ZQB) is 
another great alternative for investors who want to be more conservative, move up the credit curve and still find a decent 
yield. Both tickers mentioned offer a yield of more than 5%. We believe it will lead to nice returns in the short and medium 
terms as we move forward in 2023.

BMO ETF Tax Resources

Under the Strategy and Insights section on our ETF Dashboard we have a great tax section. We highlight everything from our 
annual tax breakdowns to FAQ articles on phantom distributions. We have recently posted tax breakdowns for each respective 
ETF on the website. So if you are looking for any tax information, we encourage you to the BMO ETF Dashboard.
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To listen to BMO ETF podcasts please visit bmoetfs.ca. 

https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZQB#fundUrl=%2FfundProfile%2FZQB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZCS#fundUrl=%2FfundProfile%2FZCS
https://www.bmoetfs.ca/strategy-insights?activeCategory=etf-tax-reports
https://www.bmoetfs.ca/strategy-insights?activeCategory=etf-tax-reports
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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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