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BoC Increasing Rates and Quantitative Tightening 

So far in 2022, we've seen rates rise significantly and the yield curve flatten. This trend is expected to continue as the BoC continues to look at 
raising rates. The potential of another 50-point hike in June is on the table, the market is currently pricing this in. In addition to rate hikes, as of 
April 25, BoC has begun to tease Quantitative Tightening (QT). BoC will start to allow maturing bonds to roll off their balance sheet. They will also 
cease participation in all government of Canada purchases in the primary market and will no longer participate in government of Canada 
auctions. By the end of July, the Bank of Canada expects to reduce its government of Canada bond holdings by 5%, 15% by the end of the year, 
and 35% by the end of 2023. This will continue to tighten financial conditions, putting some pressure on the bond market and increasing 
volatility. We are still in favor of shortening duration at a portfolio level (ZSB - BMO Short-Term Bond Index ETF) while complementing your core 
portfolio (ZAG - BMO Aggregate Bond Index ETF).  

Elon Musk, Twitter, Tesla 

Dominating the headlines this week is Elon Musk’s purchase Twitter. There was an immediate effect on Tesla's stock after this deal was finalized, 
with the stock falling 12% in a single day. Short-term impacts on the Tesla stock may be reflected based on how the deal is financed, i.e., Musk 
selling Tesla shares in the market to raise cash, or more shares as collateral for a bank loan, which ties up additional Tesla shares. Both of which 
create an overhang on the stock, with a bit of selling pressure. That said, if you take a look at Tesla in the major indices, it is a major weight in 
the S&P 500 and the NASDAQ. ZAUT - BMO MSCI Tech & Industrial Innovation Index ETF also holds a larger weighting in Tesla. Tesla is a leader and 
excels in innovation on two fronts, robotics (industrial and manufacturing capability), and autonomous technology (transportation). These are 
major areas of innovation and growth going forward, which will not be hindered by Elon Musk, also owning Twitter.  

Fixed Income Tax Loss Harvesting and Discount Bonds 

With current fixed income returns being some of the worst we've seen in decades, to start 2022 investors have a rare opportunity to undergo tax 
loss harvesting, to crystallize some losses within their portfolios. For more on this topic please listen to our podcast at bmoetfs.ca 

We also offer 3 discount bond funds: ZDB - BMO Discount Bond Index ETF, ZSDB - BMO Short-Term Discount Bond ETF, ZCDB - BMO Corporate 
Discount Bond ETF. These ETFs are aimed at providing more tax efficient fixed income exposure for investors. Especially since fixed income has 
been a challenge, for taxable investors. These solutions aim to provide more tax efficient exposure to fixed income. 

Canadian Banks 

Towards the second half of 2021, as we saw a steepening yield curve, banks had a great environment for their business models (lending on long 
term rates and borrowing on short term rates). The steepness of the curve really helped with that and with capital activity in general. In 2022, 
we have seen long term rates continue to rise, but short-term rates have been rising much quicker. Resulting in the flattening of the yield curve, 
and an undoing of what we saw, in late 2021 (in terms of the slope of the yield curve). The Bank’s ability to capture the spreads between the 
long-term rates and the short-term rates has been hindered so far this year.  

In periods such as this, we've seen a lot of investors rotate into ZWB - BMO Covered Call Canadian Banks ETF, the covered call version of our 
Canadian banks. ZWB gives up a little bit of growth potential, in return for more current income through call options that are generated through a 
call option overlay. Increasing the cash flow and increasing the consistency of your turn. 

 

 

https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZSB#fundUrl=%2FfundProfile%2FZSB
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/ZAUT#fundUrl=%2FfundProfile%2FZAUT
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZDB#fundUrl=%2FfundProfile%2FZDB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZSDB#fundUrl=%2FfundProfile%2FZSDB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZCDB#fundUrl=%2FfundProfile%2FZCDB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZCDB#fundUrl=%2FfundProfile%2FZCDB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZWB#fundUrl=%2FfundProfile%2FZWB
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZWB#fundUrl=%2FfundProfile%2FZWB
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ZDV - BMO Canadian Dividend ETF 

We’ve built this portfolio by looking for dividend growers, companies that are growing their dividends over time, on a sustainable basis. When 
inflation expectations are on the higher end, it's important to be invested in cash generative companies. They are earning money today through 
their operations, day in and day out. A portfolio of companies (like the ones in ZDV), that are very cash generative is what's been benefiting in 
the market currently, especially in Canada. In addition, because Canada is focused on energy and resources, Canadian companies have been 
benefiting as well. The two tailwinds working in the favor of ZDV right now are energy companies (15% allocation) that are benefiting from 
higher oil prices and materials companies(8.9% allocation).  

 

 

 

 

BMO ETF podcasts are also available on 

 

 

 

 
Source: Bloomberg, All returns and data points April, 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/ZDV#fundUrl=%2FfundProfile%2FZDV
https://www.bmo.com/gam/ca/advisor/products/etfs?fundUrl=/fundProfile/ZDV#fundUrl=%2FfundProfile%2FZDV
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https://open.spotify.com/show/0r82489eCvVh1AyWPFQs43?si=syLQWRJrQAW3mjW5yabsEg
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