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Fixed Income 2022 Expectations for Short-Term Bonds 

September had some significant movements in rates. The 10-year increased by 32 bps in September and is now in line with US 

10-year rates. There has been little to no movement in short-term rates, and what we are seeing in the market at the moment is 

what we call a “bear steepener”. The market is predicting that the BOC will be forced to act sooner than what they’ve 

anticipated (raise rates the second half of 2022) due to inflation concerns.  

When we see a “bear steepener” it is suggestive of higher inflation expectations and bearishness in the overall stock market. 

When looking at fixed income portfolio allocations we would want to consider reducing duration. We still view ZAG - BMO 

Aggregate Bond Index ETF as a prudent core to your fixed income exposure. We think it makes sense to compliment your core 

exposure with short term fixed income ETFs. ZCS - BMO Short Corporate Bond Index ETF and ZQB - BMO High Quality Corporate 

Bond Index ETF are great ways to overweight credit (add extra layer of protection against rising rates) and will overweight the 

short end of your portfolio.  

Additionally, an allocation to ZPR - BMO Laddered Preferred Share Index ETF will add low correlation to your fixed income 

portfolio and performs well in a rising rate environment. Inflation concerns are hard to ignore in this market so, we look to ZTIP - 

BMO Short-Term US TIPS Index ETF to hedge inflation. 

Market Volatility 

Historically, October is known as a month of heightened volatility. ZPAY - BMO Premium Yield ETF is a “get payed while you wait” 

type of strategy. With concerns around inflation, tapering and China right now ZPAY is the kind of strategy we’d use to monetize 

those concerns. ZPAY had grown in popularity when COVID first hit back in early 2020 due to its ability to withstand extreme 

volatility. BMO Premium Yield ETF uses option strategies (put-write and covered calls) combined with some long stock exposure 

to provide an enhanced income product that has less volatility, more diversification, higher yield and partial market exposure. 

The strategy will sell equities when the markets go up and buy equities when the markets go down. The portfolio will buy a 

concentrated basket of 40-60 large cap U.S. equities. These stocks will be selected based on quality fundamentals such as strong 

balance sheets, low debt to equity, high return on equity and liquidity screens. In normal market conditions, the fund will target 

a range of 20–50% to be invested in equity securities. For more on ZPAY please visit BMO Premium Yield ETF Methodology.  

Small and Mid Caps 

YTD ZSML - BMO S&P US Small Cap Index ETF are up 20% and the ZMID - BMO S&P US Mid Cap Index ETF is up 15%. Using small and 

mid caps are a great to compliment a core US strategy and is a fantastic way to capture growth in the US. Small-caps typically have 

a greater amount of their revenues generated from home markets. The S&P 600 has a strong domestic bias compared to the S&P 

500 where revenues are more global. Additionally, mid-cap companies have successfully navigated the challenges specific to small 

companies, such as raising initial capital and managing early growth, and often have established infrastructure, access to capital, 

and developed distribution systems. By using ZSML and ZMID you can achieve a total US market approach when you decide it is 

necessary. For more on the S&P 400 and S&P 600 please see S&P 500, 400 and 600 indices: An entire universe at your fingertips.  

 

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/ZAG#fundUrl=%2FfundProfile%2FZAG
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZCS#fundUrl=%2FfundProfile%2FZCS
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZQB#fundUrl=%2FfundProfile%2FZQB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZQB#fundUrl=%2FfundProfile%2FZQB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZPR#fundUrl=%2FfundProfile%2FZPR
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZPR#fundUrl=%2FfundProfile%2FZPR
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZPR#fundUrl=%2FfundProfile%2FZPR
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZPAY#fundUrl=%2FfundProfile%2FZPAY
https://bmogamhub.com/system/files/premium_yield_etf_whitepaper.pdf?file=1&type=node&id=96369
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.bmogamhub.com/system/files/sp_sales_aid_e.pdf?file=1&type=node&id=101993
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Base Metals  

Price consolidation from the high on ZMT - BMO Equal Weight Global Base Metals Hedged to CAD Index ETF is of benefit right 

now. In May there was some “peak reopening trade” optimism and ZMT reached a high of approximately $65 and is now trading 

around the low $50s today. Base metal prices are on the rise (aluminum copper zinc up approx. 30%) and there is strong price 

momentum. Inflation continues to play a big roll.  

China is a big user of commodities and we are watching the credit crunch play out with Evergrande and Fantasia. We think the 

Chinese government will be intervening to stabilize and protect their economy and we think the pros outweigh the cons when it 

comes to base metals. We would look to use ZMT as a satellite play that could be of benefit to your portfolio to capture that 

market growth.  

 

 

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/ZMT#fundUrl=%2FfundProfile%2FZMT
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. 


