e

Alfred Lee, cia. i, oms In this report, we highlight out fixed income positioning strategies
Director, BMO ETFs for the fourth quarter.

Portfolio Manager & Investment Strategist
BMO Asset Management Inc.
alfred.lee@bmo.com

Duration

¢ Since COVID-19 became a growing concern in February, yield curves around the globe have flattened. In
addition to fiscal stimulus, accommodative monetary policy will help keep yields compressed, providing
individuals, businesses and corporations a better chance of recovery. Canada will look to keep rates low as
its central bank has made its first foray into non-traditional measures by way of its various bond purchase
programs. This will not only help keep interest rates low across the curve, but also play a vital role in market
functionality and providing liquidity, especially during times of market exacerbation.

e The Bank of Canada (BoC) has also implied that it will keep its overnight rate at 0.25% until at least 2023.
This should help maintain low rates on the front end. Longer-term rates may eventually rise if either a viable
vaccine is introduced and/or if the coronavirus eventually peters out. Either of these scenarios would likely
cause a repricing of risk, leading to a rise in yields on the long end and potentially around the belly of the
curve.

¢ Inflation is another potential trigger that could lead central banks to hike its overnight rates ahead of schedule.
This would result if economic conditions improve far quicker than anticipated, leading the velocity of money
to significantly tick upward. It should be noted that the U.S. Federal Reserve’s (Fed) recent switch to a more
relaxed approach in fighting inflation signals that it will likely delay raising rates unless inflation comes in far
ahead of its target on a sustained basis.

Credit

e Canadian corporate credit spreads have narrowed considerably since the height of the crisis in March.
Canadian investment grade bonds have tightened 118bps to its current 1.38% over Federal bonds since March
26, 2020. Lower-grade BBB corporate credit will likely outperform over the long-run, but we currently prefer
higher-quality ex-BBB, which provides an extra layer of downgrade protection. Bonds that get downgraded
below BBB are not supported by the BoC’s Corporate Bond Purchase Program (CBPP).

e In addition, given our allocation to both Canadian and U.S. preferred shares, which fall further below bonds
in the capital structure, our preference is for higher-quality corporate bonds in order to better budget risk. In
a fixed income portfolio, preferred shares play a vital role in generating yield, but its credit component must
be offset with longer-duration government bonds. This is particularly true for Canadian rate reset preferred
shares, which are negatively impacted in a falling interest rate environment.

Currency

e As outlined in our previous report, fixed income portfolios tend to have their currency exposure hedged in
order to reduce volatility. However, we do believe having some US dollar exposure provides stability given
that the greenback tends to be inversely correlated to risky assets. The 1.9% gain in the U.S. Dollar Index
(DXY) in the month of September is a perfect example as the Markit CDX North America High Yield 5-Year
spread widened 42bps over the period.

e We are not making any changes to our portfolio this quarter as we feel it strikes a balance between yield
generation and mitigating the impact of both rising and falling interest rates.
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Model Portfolio

Ticker | ETF Name ‘ Weight (%) ‘ Duration® Jllaetll(lir-itt?/-"” Management Fee |  Exposure ‘ Positioning
IAG BMO AGGREGATE BOND INDEX ETF 62.0% 8.39 1.26% 0.08% Canadian Core
QB BMO HIGH QUALITY CORPORATE BOND INDEX ETF 16.0% 3.61 1.01% 0.10% Canadian Core
ZIC BMO MID-TERM US 1G CORPORATE BOND INDEX ETF 5.0% 6.52 1.75% 0.25% us. Core
ITL BMO LONG-TERM US TREASURY BOND INDEX ETF 7.0% 19.06 1.37% 0.20% us. Core
IPR BMO LADDERED PREFERRED SHARE INDEX ETF 4.0% 31 5.92% 0.45% Canadian Non-Traditional
ZHP BMO US PREFERRED SHARE HEDGED TO CAD INDEX ETF 6.0% 5.00 5.96% 0.45% us. Non-Traditional
Portfolio 100.0% 7.86 1.72% 0.14%
Exposures ‘ Duration ‘ Yield
CORE 8.26 1.25% 90.0%
NON-TRADITIONAL 4.24 5.94% 10.0%
Total 7.86 1.72% 100.0%
CANADIAN 720 1.44% 82.0%
u.s. 10.89 3.01% 18.0%
Credit Summary Term Summary

30.79%
2917%
19.79%
18.04%

. 1-5 years........... 49.00%
| s-10years.......22.99%

10-30 years......28.51%

“As of October 14, 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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