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Volatility and Portfolio Placement 

Since volatility has been increasing significantly it has been creating opportunities for equity investors. Equities are attractive as 

they provide a hedge against inflation. Value and Dividend equities are strong performers in a rising rate environment 

historically. Dividends (so far in 2022) have outperformed the broad market. BMO’s Covered Call ETFs (dividend ETFs with a 

covered call overlay) can help with volatility by generating a tax efficient premium which adds an additional 3% to 4% yield on 

top of the dividend yield the ETFs already provide.  

Our Quality factor ETFs do have more growth companies in them however, these companies will have low financial leverage, 

stable earnings growth and high return on equity which tends to do well compared to your standard growth companies. 

Additionally, Low Volatility Factor ETFs can be very effective to smooth out volatility. 

Canadian Bank stocks have hit some volatility recently and the stocks have come down in price however, there is a lot of cash 

still on the balance sheets and our outlook on Canadian Banks remains positive. Additionally, we expect more dividend increases 

in the future (which Canadians love) and a rising rate environment tends to bode well for Canadian banks. We recommend 

looking at ZEB - BMO Equal Weight Banks Index ETF and ZWB - BMO Covered Call Canadian Banks ETF to add to your portfolio. 

For more on this topic please listen to the ETF podcast at BMO ETFS Trade Ideas & Podcasts 

Fixed Income  

The Bank of Canada (BoC) and the Fed are set to announce potential rate hikes. There was a 74% chance based on market 

expectations for a rate hike today from the BoC (markets priced in). If there is no rate hike from the BoC we can almost 

guarantee we will see one in March. On the Fed side they are going to raise rates in March. There is chatter about a potential 

50bps rate hike from the Fed in the future as well. The market expectation is that we will see 6 rate hikes from the BoC and 3 

to 4 rate hikes from the Fed in 2022.  

We think that the BoC are more “handcuffed” in terms of how quickly they can move rates. If rates move to quickly it may 

impact Canadian families that are over-extended in household debt (Canadian household debt is still at historical levels). Canada 

and its monetary policy are not necessarily independent as they consider what the Fed does. The BoC doesn’t want to have the 

Loonie run too high since Canada is an export driven economy. The central banks are expected to tighten due to inflation. A big 

part of why we are seeing inflation is because it is “monetarily” driven, and also due to the disruption in manufacturing and 

logistics. It is believed that if we start to treat the pandemic more like an “endemic” we will see the economy start to open up. 

Its important that the central banks don’t raise rates to quickly to “chock out” the economy which could potentially send us into 

a stagflation environment. We think that some of these potential rate hikes get pushed into 2023 to avoid stagflation. The short 

end of the curve is a great place to park cash (to protect from rising interest rates) ZST - BMO Ultra Short-Term Bond ETF, ZUS.U - 

BMO Ultra Short-Term US Bond ETF (USD Units) and  ZPR - BMO Laddered Preferred Share Index ETF. Overall, we do think being in 

equities is the best way to fight inflation ZEB - BMO Equal Weight Banks Index ETF. 

Update: Both the BoC and Fed held rates firm in their announcements on Jan 26th 2022. 
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Rate Decrease in China 

Emerging markets (EM) had a tough year in 2021 and ended the year flat. China had a tough year due to credit issues such as 

Evergrande. The Chinese government have been supportive, and they are talking about rate decreases to support the economy. 

Fiscal and Monetary support will be important for China. It is tough to be overweight in EM but we think its still important to 

have some exposure ZEM - BMO MSCI Emerging Markets Index ETF. Russia and Ukraine could trigger a lot of volatility with EM 

and there could potentially be some good entry points however, we are watching cautiously. 

Tensions in Russian and Ukraine 

We think there are opportunities in the Energy space. WTI is up 33% YTD and has significantly outperformed the broader TSX 

which is down 3%. The conflict in Russian and Ukraine is creating volatility in the markets and could cause energy prices to go 

higher (disruptions with supply in Russia). The U.S. and NATO are supporting Ukraine if Russia does invade. Russia would likely 

retaliate by cutting off supply to Europe. Europe does rely on Russian oil and could cause economic impact. JP Morgan is calling 

for $150 per barrel which we think is aggressive however, we do believe oil prices will remain high over the next several years. 

OPEC nations are having a hard time increasing supply and are falling short of their production promises. There have been low 

capital expenditures placed against traditional fossil fuel (which is causing energy prices to go upward) and traditional fossil fuel 

will fill the energy demand until clean energy can catch up. ZEO is a great way to play the energy to get pure exposure. ZEO - 

BMO Equal Weight Oil & Gas Index ETF 

For more on this topic please listen to the ETF podcast at BMO ETFS Trade Ideas & Podcasts 

BMO ETF Economic Forum 

Please Join us in our Economic forum 

ABOUT THE EVENT 

Institutional Insights and Actionable ETF Trade Ideas from Industry Experts  

BMO ETFs has gathered the best minds in the industry. 

Join us starting on Thursday, January 27th for a limited three-part series on Income, Portfolio Construction and Innovation in 

ETFs. Our experts will share comprehensive research and actionable ideas to position your clients for the future. 

Stream one, two or all three insightful videos from the moment of release anytime, anywhere on bmoetfsforum.com 

The three-part series will be available for one month only. 

Register Now Here 

https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZEM#fundUrl=%2FfundProfile%2FZEM
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZEO#fundUrl=%2FfundProfile%2FZEO
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZEO#fundUrl=%2FfundProfile%2FZEO
https://www.bmoetfs.ca/en/
https://bmoetfsforum.com/


 

 

 

 

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. 
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