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e The COVID-19 pandemic has caused a great deal of uncertainty not only socially, but also in terms of the
economic impact and the resulting long-term transformation on all industries. With the unemployment
rate at record levels in both the U.S. and Canada, central banks will likely hold its overnight rate at current
levels unless we see runaway inflation. The Bank of Canada (BoC) recently implied that it’s likely to keep its
benchmark rate of 0.25% unchanged until at least 2023.

¢ Unless we see economic conditions significantly deteriorate, it’s likely the BoC will keep its current overnight
rate, as its effective lower bound. The Canadian central bank has also previously suggested that negative rates
are not currently part of its intended toolkit. As a result, the yield curve has flattened over the quarter, which
has benefitted longer-duration bonds.

e The U.S. yield curve has seen significantly less flattening, but the Federal Reserve (Fed) was far more
aggressive in easing monetary policy, even prior to Coronavirus. Long-term rates in the U.S. have stabilized,
however, and as such we would shift our exposure in the BMO Mid-Term US Treasury Bond Index ETF
(ZTM) into the BMO Long-Term US Treasury Bond Index ETF (ZTL).

Credit

e The bond purchase programs initiated by central banks have provided a significant backstop to liquidity and
much needed confidence at the same time. Credit spreads, while still wider than pre-COVID-19 levels, have
tightened significantly since March. Canadian corporate credit spreads currently reside at 149bps above
federal bonds. Similarly, we have seen spreads in U.S. investment-grade and high-yield tighten, as a result of
significantly improved liquidity over the quarter and a more balanced market.

e High-yield CDX spreads of 446bps still look attractive from a long-term perspective. Over the near term,
there will likely be significant default risk; lower-grade issuers tend to have weaker balance sheets, and are
therefore less able to withstand the new COVID-19 environment. We still believe U.S. preferred shares, which
have offered a similar return stream to high-yield bonds, are better positioned. Even though U.S. preferred
shares are ranked lower in terms of an issuer’s capital structure, the investment universe is typically much
higher in quality.

Currency

e As outlined in our BMO ETF Portfolio Strategy Report, the Canadian dollar has seen notable gains relative
to its U.S. counterpart since mid-March. This is attributed to improved liquidity, which has led to lower
demand for US dollars (USD). The outlook between the two currencies is a function of which economy will
successfully find its solid footing first. The U.S. has a much more diverse economy, but has also shown to
lean toward more accommodative interest rate policies. Fixed income investors should have their currency
exposures hedged, but we recommend investing a small portion in USD for diversification purposes.

Ticker Ticker

BMO LONG-TERM US TREASURY BOND INDEX ETF ITL 7% BMO MID-TERM US TREASURY BOND INDEX ETF 1™ 7%
TOTAL 7% 7%
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Management Fee Exposure ‘ Positioning

Ticker | ETF Name ‘ Weight (%) ‘ Duration®

Maturity™
IAG BMO AGGREGATE BOND INDEX ETF 62.0% 8.42 1.33% 0.08% Canadian Core
QB BMO HIGH QUALITY CORPORATE BOND INDEX ETF 16.0% 3.61 1.23% 0.10% Canadian Core
ZIC BMO MID-TERM US 1G CORPORATE BOND INDEX ETF 5.0% 6.48 1.77% 0.25% us. Core
ITM BMO MID-TERM US TREASURY BOND INDEX ETF 7.0% 19.04 1.27% 0.20% us. Core
IPR BMO LADDERED PREFERRED SHARE INDEX ETF 4.0% 311 5.92% 0.45% Canadian Non-Traditional
IHP BMO US PREFERRED SHARE HEDGED TO CAD INDEX ETF 6.0% 5.00 5.96% 0.45% us. Non-Traditional
Portfolio 100.0% 7.88 1.79% 0.14%
Exposures ‘ Duration ‘ Yield ‘ Weight
CORE 8.28 1.33% 90.0%
NON-TRADITIONAL 424 711% 10.0%
Total 7.88 1.91% 100.0%
CANADIAN 722 1.62% 82.0%
us. 10.87 3.21% 18.0%
Total 7.88 1.91% 100.0%
Credit Summary Term Summary
31.19%
28.61%
19.87% . 1-5 years........... 48.53%
18.13% . 5-10 years......... 29.75%
2.20% 10-30 years......21.72%
0.00%
0.00%

“As of June 30, 2020. Please note yields will change from month to month based on market conditions.
Source: BMO Global Asset Management, Bloomberg.

Visit bmo.com/etfs or contact Client Services at 1-800-361-1392.

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.

This communication is intended for informational Eurposes 0n|¥ and is not, and should not be construed as, investment and/or tax advice to any individual.
Particular investments and/or trading strategies should be evaluated relative to each individual’s circumstances. Individuals should seek the advice of
professionals, as appropriate, regarding any particular investment. Investors cannot invest directly in an index.

BMOk ETst are malnaged and administered by BMO Asset Management Inc., an investment fund manager and portfolio manager, and separate legal entity from
Bank of Montreal.

Commissions, management fees and expenses (if applicable) all may be associated with investments in exchange traded funds. Please read the ETF Facts or
prospectus before investing. The indicated rates of return are the historical annual compounded total returns inc(‘iuding changes in unit value and reinvestment
of all dividends or distributions and do not take into account sales, redemﬁtion, distribution or optional charges or income taxes payable by any unitholder that
would have reduced returns. 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, Flease see the specific risks set out in the prospectus. BMO ETFs 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 quaranteed and are subject to
change and/or elimination.

® “BMO (M-bar roundel symbol)” is registered trademark of Bank of Montreal, used under licence.
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