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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.

Chris Heakes & Alfred Lee, BMO ETFs

Canadian CPI

This week in Canadian markets CPI came in at 4% ahead of expectations of 3.8%. The second consecutive print showing 
that inflation is potentially re-accelerating. Taking a closer look majority of the gains came from the shelter component 
again. Mortgage costs for example continue to rise. The other big contributor this month was rising energy costs. Oil tends 
to be used as a factor in shipping cost, so the market is concerned how those second order effects feed into inflation 
down the road. There were some silver linings, the consumer did see discounts, especially in travel. The question now is 
what will the Bank of Canada do at this point. It presents a case for them to remain hawkish for a longer period of time. 
Interest rates futures are now pricing in 50% chance of a quarter point move. Keep in mind the BoC has quantitative 
tightening happening in the background, which isn’t expected to end until 2025. The next meeting is October 25, so the 
BoC will be focused on GDP and unemployment numbers from now until then.

Fixed Income Positioning

The US Fed just announced they will be holding rates steady. US CPI nudged slightly higher at 3.7 versus an expectation of 
3.6. The Fed noted that the economy is surprisingly strong and resilient, which is both a good and bad thing. It creates a 
scenario where they may have to keep their foot on the gas with respect with rate increases. 12 board members 
anticipate one more rate hike this year. The US 10 Year is now at 4.3%, the highest since 2007. Good thing now is bonds 
can be used to fulfill their traditional purpose. Providing yield and diversification to offset equities. BMO Mid Term US 
Treasury Bond Index ETF (Ticker: ZTM) invests in US Treasuries 5-10 years in maturity, with a YTM 4.4% and 7 year 
duration. The duration can be used for that diversification against equities. If we do get an economic slowdown and the 
Fed is forced to cut rates, longer term bond exposure can benefit a portfolio.

Oil Prices

WTI prices are up about 30% since the end of June. Looking at potential threats to global markets, that’s probably one of 
them. Oil prices tend to go higher before potential market sell offs and can potentially reignite inflation. Brent crude is 
trading even higher than WTI at $95/barrel. Driven by supply side issues with OPEC reducing output. Saudi Arabia recently 
indicated that they do not intend on changing course. If oil prices continue to go up from here, you probably want to avoid 
things like transport or airline stocks, but the broad market could face challenges too if the broader economy cannot 
support higher oil prices. From a portfolio perspective, there can be a couple ways to play it. BMO Low Volatility US 
Equity ETF (Ticker: ZLU) can take some risk off. The more obvious BMO Equal Weight Oil & Gas ETF (Ticker: ZEO) invests 
in the top 10 Canadian oil and gas companies equally weighted. Current dividend yield is about 4.6%. Lastly BMO Covered 
Call Energy ETF (Ticker: ZWEN) includes both US and Canadian energy companies. 50% of the portfolio is covered, using 
out of the money call options paying about 8.4%, for more income oriented investors.

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/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-low-volatility-us-equity-etf-zlu/
https://www.bmogam.com/ca-en/products/exchange-traded-fund/bmo-mid-term-us-treasury-bond-index-etf-ztm/
https://www.bmogam.com/ca-en/products/exchange-traded-fund/bmo-equal-weight-oil-gas-index-etf-zeo/
https://www.bmogam.com/ca-en/products/exchange-traded-fund/bmo-covered-call-energy-etf-zwen/
https://www.bmogam.com/ca-en/products/exchange-traded-fund/bmo-low-volatility-us-equity-etf-zlu/
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Zero Day Options

Options that are zero-day expiry (DTE) are a US product. It has caused a real surge in retail activity. US 
firms like Robin Hood make it very easy to trade options, which can be a good or bad thing. Zero DTE 
does sounds a bit like a roulette table, to be fair, some investors are using it that way. There are 
concerns of what potentially damaging effects it can have on markets. However the Chicago Board of 
Option Exchange (CBOE) recently came out with a report concluding that they are predominately being 
used for hedging purposes, not speculation. Dispelling the notion that they are negatively impacting 
markets. That being said, this differs from what we do at BMO ETFs. When we sell a call option against 
an underlying stock, we’re essentially hedging that position and turning potential upside into income. So 
for most investors is probably better to stay away from zero DTE options unless you have very deep 
understanding of potential gains and losses on these products. Our BMO Covered Call Canadian Banks 
ETF (Ticker: ZWB), is not a one day product, it is a buy and hold strategy for investors who need income, 
yielding close to 7.5% currently.

Source: Bloomberg, All returns and data points August 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.

https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-low-volatility-canadian-equity-etf-zlb/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-low-volatility-us-equity-etf-zlu/
https://www.bmogam.com/ca-en/advisors/investment-solutions/etf/bmo-nasdaq-100-equity-index-etf-znq/
https://www.bmogam.com/ca-en/products/exchange-traded-fund/bmo-covered-call-canadian-banks-etf-zwb/
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