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   Current State of the Market & Portfolio Impact 

Interest Rates 

February saw higher yields, following January’s material movement 

wider.  This was driven by continuing strong economic data in both 

Canada and the US, with central banker speakers continuing with hawkish 

rhetoric.  Mixed in that rhetoric is the geopolitical risk increase due to 

conflict in The Ukraine, with knock-on effects driving some late-month 

risk aversion and higher volatility. 

In the US, interest rates increased 5bps in the 10-year to 1.83%.  In 

Canada the 10-year increased 4bps to 1.81%. 

The yield curve (as measured by the differential between 2yr and 10yr 

yields) flattened 21bps in the US and 12bps in Canada, with the US 2-year 

underperforming somewhat on a more significant shift in Fed 

expectations relative to Canada.  The Canada and US 2-year and 10-year 

yields ended the month in very similar places, reflecting market 

expectation that monetary policy would be more closely aligned. 

 

Credit Spreads 

Credit spreads meaningfully deteriorated in February, following the 

widening in January, and resulting in meaningful year-to-date 

underperformance relative to federal bonds.  This was dur to heavy 

issuance in January, followed by weak flows into fixed income and 

increased risk aversion due to expectations of tighter monetary policy and 

geopolitical concerns. 

The Long-Term Provincial Index (maturities > 10-years) spread was 4bps 

wider and the mid term corporate was 15 wider, reflecting a risk repricing 

event over the course of the month. 

Credit spreads are now among the widest they have been in the past few 

years on an absolute basis, only exceeded by the 2018 selloff and the 

2020 COVID selloff.  The movement wider has been dramatic, with Q4 

2021 showing some of the tightest spreads in years and Q1 2022 among 

the widest. 

The portfolio’s underweight to duration / interest rate sensitivity 

contributed to performance over the period. 

The portfolio’s time return contributed to performance while its net 

spread exposure detracted. 

Market Expectations & Portfolio Implications 

Interest Rates 

Fundamental data continues to support a tighter monetary policy stance 

across the bulk of the world, with economies continuing to show strong 

recoveries and inflation sustained at a higher level that policymakers and 

market participants broadly predicted.  Policy continues to be very loose, 

which provides ample room for tightening in both the overnight rate and 

by reducing or reversing bond purchases. 

It’s our expectation that inflation is likely to remain elevated and be 

somewhat unresponsive to mild policymaker action due to supply 

disruption and economic demand redistribution being a major driver of 

high prices.  They are likely to continue to hike, potentially more 

aggressively and combining with balance sheet reduction to attempt to 

cool demand and shrink the money supply. 

This supports a yield curve that trends higher this year, though the path 

of the yield curve towards that point is likely to be volatile as 

conventional and unconventional monetary policy intersect with 

geopolitical events and an uncertain economic and inflation trajectory.  If 

the economy were to moderate more quickly than anticipated, then we 

could see risk aversion be a meaningful incremental input into the yield 

curve. 

 

Credit Spreads 

Credit tone continued to deteriorate in February, with January’s widening 

being driven by heavy supply and a tighter policy expectation while 

February is driven by both additional policymaker pricing and geopolitical 

uncertainty.  This has left spreads at the widest levels since 2020’s selloff 

and 2018’s spike wider.  While technicals in cash remain mixed and there 

is room for further widening, it’s worth watching levels closely to 

increase exposure if fundamentals, policy stance and geopolitics warrant. 

We continue to emphasize adding yield & roll-down to the portfolio by 

maintaining our overweight to the area of the credit curve that offers the 

best yield enhancement with the best break-even (credit spread 

widening) protection, that being short-term (<5-year maturities) 

Investment Grade Corporate credit and a selective high yield exposure 

where permitted and relevant.  We somewhat decreased our exposure to 

high-beta securities with derivatives to moderate the spread exposure as 

we saw room for tactical widening but maintained a modest positive risk 

position. 

 

Interest Rate Bias: Maintain less duration / interest rate sensitivity 

than the benchmark. 
Credit Spread Bias: Modest overweight to credit with an emphasis on 

the short-term part of the yield curve (maturities <5 years) and mid-term. 
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Portfolio Statistics (February 28, 2022) 

Risk Rating Yield-to-Maturity Current Yield Duration Average Credit Rating MER 

Low 2.84% 2.82% 7.46 A- 0.56% 

 

Asset Allocation                         Credit Quality Geographic Allocation 

   
   

    Max Bearish           Neutral              Max Bullish 
      

C
o

re
 

Interest 
Rates 

   
      Overall duration was has been reduced further 

Yield curve exposure: Bear Steepener (long end under-performs) 

Provincial 
Credit 

   
      Remain underweight at both the short and long end of the yield curve  

Investment 
Grade Credit 

   

      Overweight Investment Grade credit.  
Portfolio maintains more yield & roll-down versus benchmark. 

P
lu

s 

High Yield 
Credit 

         Continue to add to HY exposure 
Favour BB over both B & CCC ratings on valuation / historicals  

Emerging 
Market 
Debt 

         Given current spreads, prefer to add HY over EM. 

Currency 
Exposure 

         All non-CAD exposure is currently being hedged back to CAD.  
CAD credit spreads more favourable than USD credit spreads 

Overlay           No overlay positions at the moment. 

 

BMO Core Plus Bond Fund (Ticker ZCPB) trailing performance as of February 28th, 2022 (inception date is May 29th 2018) 

1-month 3-month YTD 1-year 3-year 5-year Since Inception 

-0.90% -2.80% -4.23% -3.67% 2.01% - 2.12% 

BMO Core Plus Bond Fund (Ticker ZCPB) calendar year performance as of February 28th, 2022 (inception date is May 29th 2018) 

2021 2020 2019 2018 

-3.0% 8.8% 6.1% 1.0% 

Federal, 14%

Provincial, 28%

Corporate, 58%

AAA, 14.4%

AA, 27.8%

A, 22.9%

BBB, 29.6%

High Yield, 5.3%

Canada, 88%

US, 9%

Global, 3%



 

 

 

 

For more on BMO Exchange Traded Funds Active Fixed Income Please visit:  

bmoetfs.ca/en/reports/#active-fixed-income-et-fs 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

For Advisor Use Only 

 

Source: BMO Global Asset Management and Morningstar Direct. 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. 
 
This communication is for information purposes. The information contained herein is not, and should not be construed as, 
investment, tax or legal advice to any party. Particular investments and/or trading strategies should be evaluated relative to the 
individual’s investment objectives and professional advice should be obtained with respect to any circumstance.   
 
Commissions, management fees and expenses (if applicable) all may be associated with investments in mutual funds. Trailing 
commissions may be associated with investments in certain series of securities of mutual funds. Please read the fund facts, ETF facts 
or prospectus of the relevant mutual fund before investing.  Mutual funds are not guaranteed, their values change frequently and 
past performance may not be repeated. Distributions are not guaranteed and are subject to change and/or elimination. 
 
For a summary of the risks of an investment in the BMO Mutual Funds, please see the specific risks set out in the prospectus.  ETF 
Series of the BMO Mutual Funds 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 Mutual Funds are managed by BMO Investments Inc., which is an investment fund manager and a separate legal entity from 
Bank of Montreal. 
 
BMO Global Asset Management is a brand name that comprises BMO Asset Management Inc. and BMO Investments Inc. 
 
®/™Registered trade-marks/trade-mark of Bank of Montreal, used under licence. 
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