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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.

Winnie Jiang and Charles-Lucien Myssie, BMO ETFs

Fixed Income Positioning

The big story in the market right now has been the ugly steepening of the yield curve. Both the US and Canadian 10 Year 
yields jumped about 100 basis points since July. Investors are now banking on the higher for longer theme to stick around, 
with another potential rate hike at the end of the year. With current US Treasury yields sitting at 4.7%-4.8%, this may not 
be unreasonable. If inflation continues to be sticky, it could make sense for the Fed to aim for a higher inflation target. 
This doesn’t mean investors should avoid duration completely. Adding duration might make sense at some point down 
the road. While it is tough to pick the bottom in the long end, it’s worth keeping in mind that diversification is king during 
periods of high uncertainty. The same goes for quality, its very important to have high quality while diversifying your 
fixed income portfolio. BMO US Aggregate Bond Index ETF (Ticker: ZUAG) is an excellent choice providing exposure to 
more than 10,000 bonds with an average credit rating of A and above. ZUAG as core bond holding complemented with 
our segmented fixed income ETFs, an investor can adjust their exposure efficiently and seamlessly while markets may 
remain volatile in the near term.

U.S Equities

Broad indices are up year to date with the S&P 500 and the Nasdaq up about 12% and 35%, respectively. But if you look 
closer the breadth of the market is actually very shallow. There is the need to be prudent, even though the economy 
seems resilient, there is still uncertainty and vulnerability in the market. Inflation has been cooling, the labor market is 
resilient, manufacturing is re-surging, and consumer spending remains strong. But with higher rates for longer, we could 
see potential headwinds building up as individuals and business start to renew their debt. So in terms of portfolio 
positioning we recommend staying defensive with an allocation to low volatility or quality factors. Investing in companies 
that can weather tightening conditions with strong balance sheets. BMO Low Volatility Canadian Equity (Ticker: ZLB) or 
BMO Low Volatility US equity ETF (Ticker: ZLU) can help you stay invested and not time the market. To also help 
investors manage downside risk, we recently launched BMO US Equity Buffer Hedged to CAD ETF (Ticker: ZOCT), which 
seeks to provide investors some peace of mind by eliminating the first 15% of losses, and participate in potential upside 
up to cap of 10.5%. So if the market is down 15%, it is only after a breach of the buffer that you can start to incur losses. 
This buffer structure will be an important tool given rates may be higher for longer and slower growth is a likely scenario 
in the foreseeable future. 

U.S Dollar Cash Management

We recently launched BMO USD Cash Management ETF (Ticker: ZUCM) to complement our BMO Money Market Fund 
ETF Series (Ticker: ZMMK) which invests in Canadian money market instruments such as Canadian T bills, bankers 
acceptance and commercial paper. With ZUCM, on the other hand, its 100% invested in US Treasury Bills. The goal of the 
ETF is to help preserve capital, ensuring high levels of liquidity while generating regular monthly income. Currently, the 
average yield is 5.5% with an average duration of less than 6 months. In comparison to a GIC where investors may lock in 
a lower return if interest rates rise, another benefit is its floating rate mechanism. Yields are typically in lockstep with 
central bank policy rates. The same goes for BMO Ultra Short-Term Bond ETF (Ticker: ZST) and BMO Ultra Short-Term 
US Bond ETF (Ticker: ZUS.V). These ETFs invest in high quality investment grade corporate bonds with maturities less than 
one year. 
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Sector Strategy

Interest rate sensitive sectors such as Utilities, Real Estate and Financials valuations have come down 
significantly. They have been trading at multi-year lows since rates are forecasted to stay higher for 
longer. For investors looking to stay invested in these sectors for the long term, we’ve launched a 
new Structured Outcome ETF with a built in Accelerator. BMO Canadian Bank Accelerator ETF 
(Ticker: ZEBA) provides exposure to the Canadian banking sector with the potential to double your 
returns up to cap. We use our option expertise to manufacture that enhanced performance. Given the 
sluggish growth outlook, this allows investors to enhance their returns while they wait for a potential 
full recovery. ZEBA has an expiry of three months, so until December there is cap set at 6.6%. You can 
learn more about incorporating these Structured Outcome ETFs in your portfolios by visiting our BMO 
ETF Dashboard.

Source: Bloomberg, All returns and data points September 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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