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Portfolio Construction for Yield Oriented Investors 

There is a lot of uncertainty around FI as rates rise and bond prices fall.  ZAG - BMO Aggregate Bond Index ETF is currently 

providing a 3.5% YTM which is significantly higher than last year. If there are signs that inflation has peeked the central 

banks wouldn’t have to raise rates as many times as the market is pricing in. We need the central bank to become less 

hawkish for the markets to bounce back. Duration risk might not be a good idea for some investors at the moment. Staying 

short on the yield curve can be beneficial and looking at something like ZST - BMO Ultra Short-Term Bond ETF which has a 

duration of 0.5 but with a YTM of 2.2% and ZBI - BMO Canadian Bank Income Index ETF with a duration of 2.6 and a YTM of 

4.5% can be a good idea as both these ETFs have an attractive risk reward trade off for this current environment.  

Covered Calls 

ZWG - BMO Global High Dividend Covered Call ETF is down only half the amount of the MSCI world market. The rotation 

from growth to value continues to take place and companies with current cash flow and sustainable dividends are 

benefiting from this rotation. ZWG’s stock selection is strong. ZWG has tech exposure however, the exposure is with mature 

companies such as Microsoft. The high volatility environment is beneficial to covered calls as they produce high option 

premiums. ZWG is writing 7% to 8% out of the money while producing a 4.2% option premium (on top of what the 

portfolio is already offering). If there is a run in the equity market it is good to know that we only write on half of the 

portfolio. Our covered call suite has appealed to those income-oriented investors and the outlook is looking good for them. 

Factors at play with Junk Bonds 

Spreads have widened. Higher rates have led to investors being concerned about refinancing risk (in terms of rolling debt 

over). As interest rates rise and non investment grade companies refinance, debt rolling over is going to be at a higher cost 

compared to investment grade issuers. We believe the current sell off of junk bonds might be a little overblown since only 

4% of the index needs to be rolled over in the next 2.5 years. U.S investment grade ETFs such as ZIC - BMO Mid-Term US IG 

Corporate Bond Index ETF has a 4.4% YTM which presents a superior risk reward compared to junk bonds. High Yield bonds 

are still great for long term investors and our ZHY - BMO High Yield US Corporate Bond Hedged to CAD Index ETF and ZJK - 

BMO High Yield US Corporate Bond Index ETF are producing over 6% YTM. We believe a 5% allocation to FI would be 

prudent for ZJK or ZHY. 

Canadian Low Volatility ETFs 

When there are concerns in the market is when low volatility ETFs do well and outperform the broad market. ZLB - BMO 

Low Volatility Canadian Equity ETF not owning Shopify has contributed to performance and has neutralized the under 

exposure to the Energy sector. Utilities and Consumer Staples have contributed to the performance. Due to the disciplined 

approach to our low volatility ETFs, we are seeing a slow and steady performance that is winning the race and the 

defensive sectors outlook is looking great.  

 

https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZAG#fundUrl=%2FfundProfile%2FZAG
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZST#fundUrl=%2FfundProfile%2FZST
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZBI#fundUrl=%2FfundProfile%2FZBI
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZWG#fundUrl=%2FfundProfile%2FZWG
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZIC#fundUrl=%2FfundProfile%2FZIC
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZIC#fundUrl=%2FfundProfile%2FZIC
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZHY#fundUrl=%2FfundProfile%2FZHY
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZJK#fundUrl=%2FfundProfile%2FZJK
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZJK#fundUrl=%2FfundProfile%2FZJK
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/ZLB#fundUrl=%2FfundProfile%2FZLB
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Across the Cap Spectrum 

ZSML - BMO S&P US Small Cap Index ETF, ZMID - BMO S&P US Mid Cap Index ETF and ZSP - BMO S&P 500 Index ETF are 

performing very close this year mainly due to the overweight in tech in ZSP and underweight in ZSML and ZMID. If inflation 

continues to be a drag on the market IT will continue to drag down the S&P 500. The Fed is trying to drive forward by 

looking through a rear-view mirror which is challenging (as we know inflation is a lagging indicator). We believe it would 

be prudent for the central banks to take a pause in September and not raise rates to see how the economy reacts to rate 

increases. If the Fed becomes less hawkish, we may start to see IT outperform again which would then contribute to ZSP. 

 

 

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

 

BMO ETF podcasts are also available on 

 

 

 

 

 
Source: Bloomberg, All returns and data points May, 2022. 
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.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZSML#fundUrl=%2FfundProfile%2FZSML
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZMID#fundUrl=%2FfundProfile%2FZMID
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZSP#fundUrl=%2FfundProfile%2FZSP
https://www.bmoetfs.ca/trade-ideas-podcasts
https://open.spotify.com/show/0r82489eCvVh1AyWPFQs43?si=syLQWRJrQAW3mjW5yabsEg
https://play.google.com/music/listen?u=0#/ps/Iuw4bvfln52t5vyvcea5phdnlmq
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