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Canada and the U.S. 

Both the U.S. and Canada are volatile at the moment. Rates are moving upward quickly in both countries and there is a lot 

of uncertainty around the BOC and the FED. Once we see a clear path on what the central banks are going to do, we can 

expect volatility to stay elevated.  

Higher interest rates are good for financial companies and in turn great for Canadian banks. Oil prices continuing to go up 

great for the Energy sector. Both Financials and Energy have been keeping Canada afloat. ZCN - BMO S&P/TSX Capped 

Composite Index ETF going forward is a great broad way to get exposure to financials and energy. 

For the full podcase please see bmoetfs.ca 

Hawkish Tone from Central Bankers 

Inflation has started to become a concern to central bankers in the U.S. The yield curve has steepened and in Canada we 

have seen a bear steepener pattern (longer-term rates outpace shorter term rates due to inflation concerns). We have 

seen a meaningful pop in yields and the 5, 10 and 30-year yields went up over 40bps in the first few weeks of 2022. 

With the movement in rates, we have seen fixed income struggle thus far in 2022. We now see a 73% probability of a 

rate hike from the BOC next week and an aggressive interest rate path for the remainder of 2022 which includes a 

potential of 6 rate hikes. If that comes to fruition, we expect a flattening of the yield curve and lower economic growth. 

We think 6 hikes for 2022 to be aggressive and we wouldn’t be surprised if there are less hikes than expected due to the 

Omicron variant and lockdowns. From a position perspective we look to credit. Corporate bonds and spreads are at 

manageable levels and we don’t see spreads tightening too much over the next little while. ZBBB - BMO BBB Corporate 

Bond Index ETF, ZCB - BMO Corporate Bond Index ETF.  

Inflation Risk 

U.S. Consumer Price Index (CPI) printed Year over Year (YoY) at 7% last week- the fastest increase since 1982. Omicron 

continues to put upward pressure on prices due to supply chain disruptions but, we expect these to begin to subside over 

time. The market expects the Fed to act in March to push back against wage pressures and rising shelter inflation. 

Inflation fears have pushed up the Fed’s agenda and timeline significantly. CAN CPI printed at 4.8% YoY in line with 

expectations. While still a concern, Canada continues to see less inflation pressure than the U.S. U.S. break evens are 

starting to tick higher and Canadian inflation is starting to level out. With continued lockdowns across the country and 

supply chain disruptions, globally, we should expect to see elevated levels of inflation in Canada for much of 2022. That 

being said, the BOC will look at act swiftly to combat inflation. We will know at their meeting on Jan 26 whether the first 

rate hike will be in Jan or March. If we expect inflation to continue longer than expected, we will want to look towards 

ZTIP.F - BMO Short-Term US TIPS Index ETF (Hedged Units). 

 

 

https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZCN#fundUrl=%2FfundProfile%2FZCN
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZCN#fundUrl=%2FfundProfile%2FZCN
https://www.bmoetfs.ca/en/#current-podcasts
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZBBB#fundUrl=%2FfundProfile%2FZBBB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZBBB#fundUrl=%2FfundProfile%2FZBBB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZCB#fundUrl=%2FfundProfile%2FZCB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZTIP.F#fundUrl=%2FfundProfile%2FZTIP.F
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Oil and Gas Sector 

There has been great returns from ZEO - BMO Equal Weight Oil & Gas Index ETF in 2021 and going into 2022. After the oil 

futures price went negative, a lot of investors saw that as an opportunity get into the sector and investors have been 

using sector ETFs as opportunities to get in and out of Oil and Gas. What has been driving oil prices in our view is 

economic activity. Looking at the futures curve we expect oil to stay above 70.00/barrel through 2022 and into 2023 

especially if we see supply chains, increased production, and movement of goods pick up again. We see oil prices going 

back to 60.00/barrel only after a few years. 

Factor Exposures 

We have seen the value and small cap sectors perform well in this re-opening environment. It is important to start 

thinking about how to position your portfolio going forward. We do expect economic growth and recovery to continue to 

happen but, at a slower pace from what we have seen in 2021.  

Dividend and quality factors are great factors to get a growth element to your portfolio and take risk off of the table (in 

equities). Quality companies have low financial debt stable earnings and high return on equity. The Dividend factor will 

have mature companies that have strong cash flow. Furthermore, if you happen to be concerned about a stagflation 

environment, then we’d want to look at the Low Volatility factor. 

BMO Quality Methodology  

• ZUQ - BMO MSCI USA High Quality Index ETF 

• ZGQ - BMO MSCI All Country World High Quality Index ETF 

 

BMO Dividend Methodology  

• ZDV - BMO Canadian Dividend ETF 

• ZDY - BMO US Dividend ETF 

 

BMO Low Volatility Methodology 

• ZLB - BMO Low Volatility Canadian Equity ETF 

• ZLU - BMO Low Volatility US Equity ETF 
• ZLI - BMO Low Volatility International Equity ETF 

 

https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZEO#fundUrl=%2FfundProfile%2FZEO
https://www.bmoetfs.ca/uploads/bmoqualityetfwhitepaper_eng-2.pdf
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZUQ#fundUrl=%2FfundProfile%2FZUQ
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZGQ#fundUrl=%2FfundProfile%2FZGQ
https://bmogamhub.com/system/files/bmodividendetfwhitepaper_eng.pdf?file=1&type=node&id=103517
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZDV#fundUrl=%2FfundProfile%2FZDV
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZDY#fundUrl=%2FfundProfile%2FZDY
https://bmogamhub.com/system/files/low_volatility_strategy_-_sales_aid_-_client_-_etf_-_eng_0_new.pdf?file=1&type=node&id=87493
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZLB#fundUrl=%2FfundProfile%2FZLB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZLU#fundUrl=%2FfundProfile%2FZLU
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZLI#fundUrl=%2FfundProfile%2FZLI


 

 

 

 

To listen to BMO ETF podcasts please visit bmoetfs.ca. 

BMO ETF podcasts are also available on 

 

 

 

 

 

 

 

 

 

 

 

Source: Bloomberg, All returns and data points July, 2021. 

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 trade-marks/trade-mark of Bank of Montreal, used under licence. 

https://www.bmoetfs.ca/en/#current-podcasts
https://open.spotify.com/show/0r82489eCvVh1AyWPFQs43?si=syLQWRJrQAW3mjW5yabsEg
https://play.google.com/music/listen?u=0#/ps/Iuw4bvfln52t5vyvcea5phdnlmq

