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 Updates in the Equity and Fixed Income Market 

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.

Matt Montemurro & Vishal Bhatia, BMO ETFs

US CPI

April CPI print came in at 4.9% year over year, which is lower than expectations. Continuing the trend downward which is 
positive for markets. Headline CPI rose by 0.4%, leaving the annual total at 4.9%. Food prices were unchanged month over 
month and energy prices rose by 0.6%. Excluding food and energy, prices rose by 0.4% in April, leaving the 3 month and 12 
month annualized rate at about 5.1% and 5.5% respectively. Well above the Feds target. The traditional measure of core 
inflation was boosted by highly volatile used car prices. If you look at Fed Chair Powell’s preferred gauge of underlying price 
pressures, which is core services, excluding shelter, it is showing price pressures are coming down. That allows the Fed to 
continue to likely pause in their interest rate policy, and cements the fact that they have raised rates to a point where it is 
making a material impact on prices. One year inflation break evens dropped about 20 basis points to 1.9%, which maybe too 
optimistic. So from a portfolio perspective, I think there's still opportunity using TIPS in your portfolio. BMO Short-Term US 
TIPS Index ETF (Ticker: ZTIP) or BMO US TIPS Index ETF (Ticker: TIPS), would provide inflation protection, because I do think 
the move from 4.9% to 2% is going to take longer than we expect.

Gold

The performance of BMO Equal Weight Global Gold ETF (Ticker:ZGD) since the beginning of November 2022 has been quite 
exceptional at 54%. There are a number of factors behind the strong performance of Gold. Consumers in China rushed in to 
buy more jewelry bars and coins during the first quarter. As well, Gold can act as a hedge against contagion risk due to the 
failure of the various US regional banks. Gold is now close to its all time high of $2,075, which was reached back in August 
2020. Another factor is the record buying by Central Banks last year, over 1087 tons were purchased. Additionally, 228 tons 
were bought during the first quarter according to the latest quarterly report from the World Gold Council. The ongoing news 
regarding the standoff between the Biden administration and Republican lawmakers over the debt ceiling can continue to 
drive gold prices going forward.

Inverted Yield Curve

Yield curves in Canada in the US continue to be heavily inverted. The inversion only increased slightly YTD. We continue to see 
short end rates locked in and the rest of the curve fall. From a big picture perspective, at some point, we'll need to see some 
yield curve normalization. Normalization can happen in a couple of different ways. First, shorter rates set by the Bank of 
Canada and Fed policy, will have to come down. The market is pricing in that scenario now starting in late 2023. The 10 year 
minus the 2 year spread is 80 basis points, and using a traditional 25 basis point cut, it will take about three or four cuts to 
get to a flatter yield curve. That may not be the most likely scenario. The second way is that longer term yields rise. My view 
is we are probably going to remain inverted for the remainder of 2023. So we still see value in a barbell strategy. We value 
long government exposure with BMO Long Federal Bond Index ETF (Ticker: ZFL). And then compliment this with short 
corporate exposure. You can get 4-5% yield in investment grade credit. With BMO Ultra Short-Term Bond ETF (Ticker: ZST),  
BMO Short Corporate Bond index ETF (Ticker: ZCS), or BMO Money Market Fund ETF Series (Ticker: ZMMK), all three 
provide short term durations allowing you to really lock in those short term rates.
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Energy Sector

The energy sector has been the S&P 500's worst performer YTD, which reflects the pullback in oil. Despite the poor 
performance of oil prices, oil companies themselves have underperformed less than the commodity itself. One factor 
behind this is the mountain of cash that gas companies have built up. If we look at the six companies that are often 
referred to as Big Oil, they reported collectively nearly $160 billion in cash and cash equivalents across their balance 
sheets at the end of the first quarter. So oil companies that are flush with cash would normally use that cash to pursue 
growth, instead  they tried to be mindful of managing shareholder returns by boosting dividends and engaging in 
substantial share repurchases. As for oil price later this year, reading the tea leaves, certainly we know we're coming 
into the summer driving season. One can get exposure to oil via BMO Equal Weight Oil & Gas Index ETF (Ticker: ZEO) 
that focuses on dividends from the cash rich balance sheets that these oil and gas companies are currently sitting on.

Source: Bloomberg, All returns and data points March 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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