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Defensive Factors and How to Use Them 

When it comes to defensive strategies we look at the Quality, Dividend and Low Volatility factors. 

For the quality factor, we view it as having less volatility than a typical beta one strategy (over a long-time horizon). The 

quality factor focuses on companies with stable earnings growth, high return on equity and low financial leverage. If you’re 

thinking about inflation being more transitory and “what has been working will continue to work” going forward. You’d want to 

look at the quality factor to give you the most growth potential going forward. ZUQ - BMO MSCI USA High Quality Index ETF, ZGQ 

- BMO MSCI All Country World High Quality Index ETF 

For the dividend factor, we view this factor as being less volatile than the quality factor. The dividend factor will choose 

companies that essentially pay out dividends and in turn may not have as much growth as the broad market. Dividend paying 

companies have more of a “floor” when there is a broad sell off since the dividend yield gets higher as the stock price goes 

lower (dividend can act as a cushion). In a rising rate environment, you may want to look at the dividend factor to get dividend 

support and be less interest rate sensitive. ZDY - BMO US Dividend ETF, ZDV - BMO Canadian Dividend ETF. 

Lastly, the low volatility factor will invest in companies that don’t move as much as the broad market and will invest in 

defensive sectors such as utilities and REITs (are more “recession proof”). If you are concerned about inflation over the short 

term you may want to look at companies that are in the low volatility factor. ZLB - BMO Low Volatility Canadian Equity ETF, ZLU - 

BMO Low Volatility US Equity ETF. 

Long Term Growth with ZINN 

Performance so far has been flat for the year with ZINN - BMO MSCI Innovation Index ETF and has lagged the S&P 500. Having 

said that we believe it could be a great entry point right now. ZINN is more of a long-term growth strategy and focuses on 

companies that are at the front of innovation. The performance from next generation cloud computing from business and 

individuals working from home appears to be set up for success going forward and ZINN will have a diversified basket of these 

companies in its portfolio.  

Thematic Investing is a new way of looking at the market, in a much different way than we have done in the past. Thematic 

investing approaches the market by identifying “Megatrends”: future drivers of market growth driven by the adaptation of new 

economy technologies which will impact our behaviours, our needs, and how we interact with the world. These are trends so 

large in scale that they are predicted to impact businesses, companies and industries across the globe in the future (for example 

electricity and computers are two Megatrends which we’ve seen play out this century). 

Investment professionals are becoming increasingly aware of the power of adding Megatrends to portfolios because of the 

exponential growth profiles of companies associated with these innovative themes. Therefore, researchers, investment 

professionals, active managers and index providers are looking to identify, define and capture megatrend and the companies 

attached to these investment themes. 

For more on innovation ETFs please visit Megatrends and Thematic Investing with BMO ETFs 
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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/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/ZLU#fundUrl=%2FfundProfile%2FZLU
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https://www.bmogamhub.com/system/files/thematic_investing_with_bmo_etfs.pdf?file=1&type=node&id=104069
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High Yield Bonds 

High yield has been one of the best performing segments of fixed income since the COVID crash in 2020. Investors have been 

starving for yield and have been pouring into the high yield asset class. Default rates are below pre COVID levels. Spread levels 

right now are in line with historical levels over the last 5 years. High yield credit spreads could be volatile in the short term, but 

we view high yield as an important factor in a fixed income portfolio. The correlation in high yield vs the Canadian aggregate is 

approximately 0.3. High yield can provide extra stabilization benefits from a portfolio perspective. High yield issuers have tapped 

the market and companies have locked in financing at historical low rates. Furthermore, these companies have time before they 

need to renew their loans. Steepening of the yield curve and tapering are headwinds for high yield. ZFH - BMO Floating Rate 

High Yield ETF is a great substitute to neutralize some of that rising rate risk while still getting that high yield correlation to your 

fixed income portfolio.  

Canadian Banks   

We have seen 130 million in net new assets flow into ZEB - BMO Equal Weight Banks Index ETF since we announced the fee cut 

from 55bps to 25bps a month and a half ago. The last earnings announcement from Canadian banks gave investors some 

confidence that the worst of the pandemic is behind us from an economic point of view. We saw Canadian banks reduce 

reserves for bad loans significantly and reinforced investors that we are in a re-growth/expansion phase.  

We’ve seen the yield curve steepen about 40bps which helped the banks and their lending books. The steeper the yield curve is 

the better it is for their long-term rates. Additionally, we don’t believe a steeper yield curve is fully priced into the market and 

there is still some opportunity there from an investment point of view.  

Furthermore, dividend yield from the Canadian Banks is approximately 3.6% and regulators still have not let the Canadian banks 

raise rates yet. For those income-oriented investors, the potential of the dividend yield going up will make Canadian banks even 

more attractive to them.  

For more on ZEB please visit The Benefits of ZEB. 

 

 

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

BMO ETF podcasts are also available on 

       

https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZFH#fundUrl=%2FfundProfile%2FZFH
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZFH#fundUrl=%2FfundProfile%2FZFH
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZEB#fundUrl=%2FfundProfile%2FZEB
https://www.bmogamhub.com/system/files/equal_weight_banks_index_etf_zeb.pdf?file=1&type=node&id=107121
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


 

 

   

 

 
 

 
 

 

 
 

 
 

 
 
 
Source: Bloomberg, All returns and data points September, 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. 


