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In this report, we outline our strategic and tactical portfolio positioning strategies for the fourth 
quarter using various BMO Exchange-Traded Funds.  

• After much speculation, the U.S. Federal Reserve Board (Fed) finally officially announced 
its third round of quantitative easing (QE3) on September 13. Given this round was highly 
telegraphed, we believe a significant amount of the market reaction has already been priced in 
compared to its two predecessors. As a result, it is likely the effect on risk assets will be short-
lived this time around. However, over the quarter, inflationary assets will likely be driven higher. 

• Concerns of an immediate European sovereign debt crisis appeared to have abated, after the 
announcement of the European Central Bank’s (ECB) Outright Monetary Transactions programme 
(OMT). Five-year yields of Spanish and Italian debt had declined to as low as 4.2% and 3.7% respectively 
in early September. However, recent austerity strikes in Spain have caused yields to rise, and measures 
of the European economy such as Purchasing Manager’s Index (PMI)1 continue to contract, now at 46.0, 
below the critical 50 level, suggesting significant concerns about the European economy still remain.

• China also remains a concern, as data suggests its economy continues to contract. Despite an 
announcement from its economic planning body that it has approved a US$157 billion infrastructure 
expenditure, its PMI continues to indicate that the economy is deteriorating. Given both the direct 
and indirect exposure to China’s economy through Canadian equities, our strategy has been to use a 
core-satellite approach, combining lower beta stocks with cyclical areas exposed to the U.S. economy.  

•	 Investor sentiment dramatically improved over the third quarter, with the CBOE/S&P Implied 
Volatility Index (VIX)2 falling to a low of 13.3, a level not seen since June 2007 and well below its 
long-term average of 20. Put/call ratios for the S&P 500 Composite (SPX) have also been on the 
decline, further indicating that investor confidence has improved, for the time being.

• U.S. equities continue to deliver positive surprises on earnings (ahead of expectations), though a 
closer look shows much of this continues to be cost cutting. The earnings surprises with stocks in the 
SPX have been more impressive than that of the S&P/TSX Composite (S&P/TSX) as per the table below.

• The key risk remaining outside the OMT program in not being an effective measure in removing a  
tail-risk event over the quarter is the looming U.S. fiscal cliff, which will be partly dependent on the 
upcoming U.S. Presidential elections. If concerns of Europe stay on the sidelines, investor focus would 
more than likely shift to the U.S., where at year end tax and spending cuts are set to expire. This could 
potentially be a major setback to the global economic recovery. As a result, even though we have slightly 
increased the cyclicality in our tactical strategy, we remain defensive from a strategic and overall level.  

Se
pt

-2
01

1

Oct-
20

11

Nov
-2

01
1

Dec
-2

01
1

Jan
-2

01
2

Fe
b-

20
12

Mar
-2

01
2

Ap
r-2

01
2

May
-2

01
2

Jun
e-

20
12

Jul
y-

20
12

Se
pt

-2
01

2

Au
g-

20
12

0

5

10

15

20

25

30

35

40

45

50

0

5

10

15

20

25

30

35

40

VIXC

U.S. Put/Call Ratio Composite

VIX

Back to Business... 
For Now  

VI
X 

&
 V

IX
C 

Le
ve

ls

U.S. Put/Call Ratio Com
posite

Investor Sentiment Has Improved...For the Time Being

Source: BMO Asset Management Inc., Bloomberg Source: Bloomberg (Percentages represent average level of surprise)

Sales Surprise Earnings Surprise

GICS Sector S&P 500 S&P/TSX 
Composite S&P 500 S&P/TSX 

Composite

Consumer Discretionary -1.43% 0.25% 6.18% 1.64%

Consumer Staples -0.59% -0.79% 1.93% 4.29%

Energy 4.02% 1.27% 1.48% 1.48%

Financials 2.26% 10.84% 11.76% 11.31%

Health Care 0.19% -1.57% 5.07% 1.30%

Industrials -0.41% -1.10% 4.88% -0.99%

Information Technology -0.78% -3.53% 1.39% -75.80%

Materials -3.28% -0.81% 0.79% -9.73%

Telecommunication Services 0.19% -6.46% 5.14% 12.75%

Utilities -8.15% -8.02% 6.47% 115.07%

# of Sectors Beating Expectations 4 3 10 7
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Things to Keep an Eye on...

Cyclical stocks have been rallying against defensive 
stocks since July, after Mario Draghi asserted to the 
market that he would “do whatever it takes” to save 
the Euro. Speculation through the summer that the 
Fed would announce monetary stimulus, and the 
announcement of the ECB’s OMT program, also gave  
fuel to the rally in riskier assets, as depicted by the  
recent trend in the Dynamic vs. Defensive Stocks Ratio. 

Recommendation: We still favour lower beta equities 
over the long-term and still continue to recommend the 
BMO Low Volatility Canadian Equity ETF (ZLB) as a 
core position. The recent turn downturn in the Dynamic 
vs. Defensive Stocks Ratio confirms our view of that risk 
appetite will eventually abate.  
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Interest in commodities as an investment has been placed 
on the backburner over the last year, given increased 
volatility and waning optimism for global growth. However,  
with market anticipation for central bank intervention, 
commodity prices have surged 18.2% since June 21, 
marking a short-term rotation into inflationary assets. 

Recommendation: As the commodity sub-groups react 
very differently to macro-economic events and monetary 
stimulus, we recommend targeting the commodity exposure 
in your portfolio strategy. Gold and silver prices have reacted 
favourably in past periods of QE, as did oil prices. For 
energy exposure, oil and gas companies remain attractively 
valued and pay a dividend.  The BMO Precious Metals 
Commodity Index ETF (ZCP) can be used for precious 
metals exposure and the BMO Equal Weight Oil & Gas 
Index ETF (ZEO) for energy company exposure.

S&P/GSCI Total 
Return

S&P/GSCI Energy S&P/GSCI Industrial 
Metals
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Source: BMO Asset Management Inc., Bloomberg (Returns as of June 21, 2012 and based off of the S&P/GSCI Total Return Series)

Source: BMO Asset Management Inc., Bloomberg (Dynamic vs. Defensive Stocks Ratio based off of
Russell 1000 Dynamic Index/Russell 1000 Defensive Index)
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U.S. housing, ground-zero to the 2008 financial crisis, 
continues to show signs of stabilization. This is encouraging 
given it was a source of employment and wealth to the 
U.S. economy from 2004 until the financial crisis. A 
recovering U.S. housing market would provide a lift to 
many U.S. banks and financial firms.

Recommendation: As a tactical position, the BMO Equal 
Weight U.S. Banks ETF (ZUB) can be used to provide 
exposure to financial firms in the U.S. which have been 
highly correlated to the health of the U.S. housing market. 
As depicted in the chart to the left, the Dow Jones U.S. 
Large-Cap Banks Equal Weight Index (C$ Hedged), which 
ZUB tracks, has been correlated to the S&P/Case Shiller 
20-City Index (Seasonally Adjusted).   
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Changes to the Portfolio Strategy:

Asset Allocation:

• We are slightly increasing the equity exposure of the asset allocation 
mix in our strategy, as the recent moves by both the Fed and ECB 
is supportive for riskier assets over the short-term. In addition to 
adding to our equity exposure, we are also slightly increasing the 
cyclicality within the stock component of our strategy, which is 
outlined in more detail in the following sections. As the core of our 
strategy remains defensive, we are utilizing tactical positions to 
increase our exposure to areas that are more sensitive to the effects 
of stimulus. However, we do not believe the low levels in equity 
market volatility (and VIX) are sustainable given the breadth of 
macro-economic and geo-political concerns that remain. A major 
concern over the next quarter on asset allocation is the impact of  
the U.S. elections and also the U.S. fiscal cliff.

Fixed Income:

• Our fixed income strategy continues to use a core-satellite 
approach with the BMO Aggregate Bond Index ETF (ZAG) 
to gain exposure to the broad Canadian bond universe. More 
targeted fixed income ETFs are then added to tilt the fixed income 
exposure in terms of duration and credit. Although the Bank of 
Canada continues to take more of a hawkish tone in monetary 
policy compared to its international counterparts, many factors 
including high unemployment and the loonie trading above parity 
may delay rate hikes until the latter part of 2013. As a result, we are 
eliminating our position in the BMO Short Federal Bond Index 
ETF (ZFS) and repositioning it to increase our weighting  
in the BMO Mid Corporate Bond Index ETF (ZCM). 

Equities:

•	 Over the last quarter, there has been a remarkable improvement 
in the breadth of the market rally. Currently,  71.7% of the SPX 
stocks are trading above their 50-day moving averages (MAs), 
compared to only 61.8% at the end of the second quarter. Although 
the Eurozone economies will likely continue to struggle, the 
effectiveness of the OMT in keeping countries like Spain and 
Italy out of the headlines will be critical in determining whether 

the market rally continues over the fourth quarter. Though no 
panacea to their economic woes, like the Long-Term Refinancing 
Operations (LTRO)3 it kicks the proverbial can down the road. 

•	 The Dow Jones Industrial Average was our preferred means of 
obtaining exposure to broad U.S. equities in 2011. As we have 
recommended several times earlier this year, however, recent  
signs of “on-shoring” and improving U.S. economic data has 
benefitted the more locally based mid-cap companies in the 
SPX. As a result, we are eliminating our 9% position in the BMO 
Covered Call Dow Jones Industrial Average Hedged to CAD 
ETF (ZWA) and placing 6% to increase our position in the BMO 
S&P 500 Hedged to CAD Index ETF (ZUE)4. 

•	 The remaining 3% from eliminating ZWA, will be used to initiate 
a new position in U.S. financials since the sector is exposed to an 
improving U.S. economy and a stabilizing U.S. housing market, as 
mentioned in the previous page. Furthermore, on a sector basis, U.S. 
financials are trading at attractive fundamentals relative to both their 
historical price-to-earnings (P/E) ratios and compared to the SPX. In 
addition, we are trimming 2% from ZAG, to add 1% to each of our 
BMO Canadian Equity Dividend ETF (ZDV) and the BMO Equal 
Weight REITs Index ETF (ZRE) positions. There remains a secular 
demand for yield and the recent under-performance of dividend 
equities and REITs may be an opportune time to accumulate. 

Alternatives:

• As previously noted, a number of factors continue to be a tailwind 
for precious metals right now. Both the ECB’s OMT program and 
the Fed recently adding monetary stimulus will be supportive of 
gold and silver prices. In addition, gold prices tend to be seasonal, 
gaining an average 6.7% in the fourth quarter over the last ten years. 
From a technical perspective, gold has broken out of its downtrend 
pattern that it has been in since the end of the first quarter, with faster 
indicators such as stochastics turning up as well, showing a gain in 
momentum. Its recent technical strength potentially leads to more 
buyers coming into the market. As a result, we are taking 1% from 
cash to add to our BMO Precious Metals Commodities Index ETF 
(ZCP). Below we outline all of the respective changes to the portfolio.

Sell/Trim Ticker (%) Buy/Add Ticker (%)

BMO Short Federal Bond Index ETF ZFS -3.5% BMO Mid Corporate Bond Index ETF ZCM 3.5%

BMO Covered Call Dow Jones Industrial Average Hedged to C$ ZWA -9.0% BMO S&P 500 Hedged to CAD Index ETF ZUE 6.0%

BMO Aggregate Bond Index ETF ZAG -2.0% BMO Equal Weight U.S. Banks Hedged to CAD Index ETF ZUB 3.0%

BMO Canadian Dividend ETF ZDV 1.0%

BMO Equal Weight Canadian REITs Index ETF ZRE 1.0%

Cash -1.0% BMO Precious Metals Commodities Index ETF ZCP 1.0%

Total 15.5% Total  15.5%
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Ticker ETF Name Position Price MER Weight 
(%)

90-Day  
Vol

Volatility 
Contribution

Yield  
(%)*

Yield/
Vol

Fixed Income

ZAG BMO AGGREGATE BOND INDEX ETF Debt Core $15.92 0.28% 21.0% 4.374 9.47% 3.3% 0.760

ZCM BMO MID CORPORATE BOND INDEX ETF Debt Tactical $16.00 0.30% 12.0% 5.067 6.27% 4.4% 0.875

Total Fixed Income 33% 15.74%

Equities

ZLB BMO LOW VOLATILITY CANADIAN ETF Equity Core $16.41 0.35% 9.0% 8.380 7.78% 2.7% 0.319

ZDV BMO CANADIAN DIVIDEND ETF Equity Core $15.60 0.35% 9.0% 10.661 9.89% 4.6% 0.432

ZUB BMO EQUAL WEIGHT U.S. BANKS HEDGED TO C$ ETF Equity Tactical $14.17 0.35% 3.0% 23.129 7.15% 1.7% 0.072

ZUE BMO S&P 500 HEDGED TO C$ INDEX ETF Equity Core $22.15 0.22% 10.0% 13.973 14.40% 2.0% 0.141

ZQQ BMO NASDAQ 100 EQUITY HEDGED TO C$ INDEX ETF Equity Tactical $21.73 0.35% 3.0% 16.782 5.19% 0.5% 0.031

ZWB BMO COVERED CALL CANADIAN BANKS ETF Equity Tactical $14.05 0.65% 4.0% 11.465 4.73% 7.0% 0.609

ZRE BMO EQUAL WEIGHT REITS INDEX ETF Equity Tactical $20.76 0.55% 5.0% 8.738 4.50% 4.7% 0.535

ZEO BMO S&P/TSX EQUAL WEIGHT OIL & GAS INDEX ETF Equity Tactical $14.31 0.55% 3.0% 22.978 7.11% 2.9% 0.127

Total Equity 46.0% 60.75%

Alternatives

ZHY BMO HIGH YIELD U.S. CORP BOND HEDGED TO C$ INDEX ETF Debt Tactical $15.75 0.55% 7.5% 7.749 5.99% 7.0% 0.902

ZEF BMO EMERGING MARKET BOND HEDGED TO C$ INDEX ETF Debt Tactical $17.46 0.50% 5.5% 7.241 4.11% 4.7% 0.645

ZCP BMO PRECIOUS METALS COMMODITIES INDEX ETF Commodity Tactical $18.84 0.65% 7.0% 18.238 13.16% 0.0% 0.000

Total Alternatives 20.0% 23.26%

Total Cash** Tactical 1.0% 2.454 0.25% 1.3%

Portfolio 0.39% 100.0% 9.701 100.00% 3.5% 0.365

Ticker Top Holdings Weight

ZAG BMO AGGREGATE BOND INDEX ETF 21.0%

ZCM BMO MID CORPORATE BOND INDEX ETF 12.0%

ZUE BMO S&P 500 HEDGED TO C$ INDEX ETF 10.0%

ZLB BMO LOW VOLATILITY CANADIAN EQUITY ETF 9.0%

ZDV BMO CANADIAN DIVIDEND ETF 9.0%

ZHY BMO HIGH YIELD U.S. CORP BOND HEDGED  
TO C$ INDEX ETF 7.5%

ZCP BMO PRECIOUS METALS COMMODITIES  
INDEX ETF 7.0%

ZEF BMO EMERGING MARKET BOND HEDGED TO  
C$ INDEX ETF 5.5%

ZRE BMO EQUAL WEIGHT REITS INDEX ETF 5.0%

ZWB BMO COVERED CALL BANKS ETF 4.0%

ZUB BMO EQUAL WEIGHT U.S. BANKS HEDGED  
TO C$ ETF 3.0%

ZQQ BMO NASDAQ 100 HEDGED TO C$ INDEX ETF 3.0%

ZEO BMO S&P/TSX EQUAL WEIGHT OIL & GAS  
INDEX ETF 3.0%

Cash 1.0%

Core 49.0%

Tactical 51.0%

Cash

Alternatives

Equities

Fixed Income

Stats and Portfolio Holdings

Investment Objective and Strategy: The strategy involves tactically allocating  
to multiple asset-classes and geographical areas to achieve long-term capital  
appreciation and total return by investing primarily in exchange traded funds (ETFs).

*Note: Bond yields are based off of yield to maturity. 
**Cash is based off of 3-month Canadian Dealer Offered Rate (CDOR)

 Cash (1%)

 Alternatives (20%)

 Equities (46%)

 Fixed Income (33%)
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Portfolio Characteristics

Financials 39.4%

Energy 15.5%

Materials 1.7%

Telecommunication Services 4.3%

Industrials 3.2%

Consumer Discretionary 8.1%

Information Technology 9.9%

Consumer Staples 7.7%

Utilities 6.1%

Health Care 4.1%

Canada 63.0%

United States 23.5%

Emerging Markets 5.5%

Commodities 7.0%

Cash 1.0%

Federal 19.8%

Provincial 13.4%

Corporate 54.8%

Emerging Markets 12.0%

Weighted Average Term (Years) 8.8

Weighted Average Duration 6.3

Weighted Average Coupon 5.3%

Weighted Average Current Yield 4.6%

Weighted Average Yield to Maturity 3.3%

Equity Sector Breakdown

Regional Breakdown (Overall Portfolio)

Fixed Income Breakdown

Health Care

Utilities

Consumer Staples

Information Technology

Consumer Discretionary

Industrials

Telecommunication Services

Materials

Energy

Financials

Cash

Commodities

Emerging Markets

United States

Canada

Weighted Average Current Yield: The market value weighted average coupon divided by the weighted average market price of bonds.

Weighted Average Yield to Maturity: The market value weighted average yield to maturity includes the coupon payments and any capital gain 
or loss that the investor will realize by holding the bonds to maturity.

Weighted Average Duration: The market value weighted average duration of underlying bonds divided by the weighted average market price 
of the underlying bonds. Duration is a measure of the sensitivity of the price of a fixed income investment to a change in interest rates.

*Regional Breakdown includes equities, fixed income and alternative sleeves.
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The Good, the Bad, and the Ugly

Conclusion: Though very short-term indicators suggest a consolidation, the recent actions by the central banks are supportive for risk 
assets. A combination of an increased appetite for risk and attractive fundamentals leads buyers coming back into the market and potential 
further short-covering. The major concern that eventually leads to a headwind later in the quarter is the U.S. “Fiscal Cliff.” Although we 
slightly increased the cyclicality in the tactical portion of our strategy we will use the recent underperformance in lower beta and yield 
oriented areas as accumulation opportunities for the strategic portion of the strategy. Overall our ETF portfolio strategy remains defensive.   

Global-Macro/Geo-Political Fundamental Technical

Good

• The collective action of the Fed and ECB, and 
China’s moving towards additional infrastructure 
spending, likely decreases the probability of a tail 
risk event over the short-term. 

• There continues to be signs that the U.S. housing 
market is showing signs of stabilization.

• Fundamentals continue to remain attractive with 
9 of the 10 GICS sectors in the TSX trading below 
their 10-year price-to-earnings (P/E) averages. 

• U.S. sectors also remain inexpensive with 8 of  
the 10 GICS sectors trading below their 10-year 
P/E average.

• Investors are becoming more bullish, which could 
lead to some further repricing in the risk assets 
and potential multiple expansion. 

• Gold prices recently entered a “golden-cross” 
where its 50-day Moving Average (MA) crossed 
above its 200-day MA. This is a bullish signal, 
potentially leading to additional buying pressure. 

• The relative strength of dividend oriented equities 
has declined against the broad S&P/TSX over the 
last several weeks. This potentially leads to an 
opportunity to add or allocate to dividend based 
equities. 

• U.S. Treasuries have been trending lower, which is 
a positive for equities and risk assets.

Bad

• Continued gains in commodity prices could hinder 
the economic recovery. 

• German business confidence fell to its lowest in 
more than two and a half years.

• Sovereign debt yields for problematic countries 
in the Eurozone such as Spain, Portugal and Italy 
were on the decline, but have risen in recent days.  

• Recent austerity strikes and talks of a bailout 
in Spain could quickly bring back equity market 
volatility. 

• A number of bellwether companies, from  
Nike Inc., and FedEx Corp. to Samsung Ltd.  
have cautioned on or lowered their guidance.

• Most of the earnings surprises last quarter came 
on the back of cost-cutting rather than top line 
growth.

• The P/E ratios of European stocks trade at a 
relative premium to North American and Emerging 
Market counterparts. 

 

• The recent rally in the Dow Jones Industrial 
Average to a post-crisis high has not been 
confirmed with gains in the Dow Jones 
Transportation Average. In classic Dow Theory, 
the two averages must confirm each other when 
hitting new highs. A divergence between the two 
is concerning.    

• Shorter-term indicators such as stochastics show 
most risk assets to be short-term overbought.

• Implied volatility measures such as the VIX, VIXC, 
and V2X are close to being oversold. Indicators 
such as relative strength indicators suggest the 
downward move in volatility to be close to losing 
momentum. 

Ugly

• HSBC’s China PMI sits at 47.8, remaining below the 
critical 50 level, suggesting its economy continues 
to contract.

• Eurozone PMI currently stands at 46.0 also well 
below the critical 50 mark. 

• Upcoming concerns of the U.S. fiscal cliff is a major 
risk factor that could send the global economy into 
a recession. 

• Small cap equity valuations continue to trade at a 
significant premium to large caps 

• NYSE Margin debt levels still remain below its 
12-month MA. This leaves the market vulnerable 
for deleveraging should an unforeseen macro 
event occur. 

• Copper prices recently broke out and have trended 
higher on news of China’s infrastructure spend. 
However, this was not confirmed by the recent 
move up in the Shanghai Composite, which is 
concerning for base metals. 



The Dow Jones Industrial AverageSM is a product of Dow Jones Opco, LLC, (“Dow Jones Opco”), a subsidiary of S&P Dow Jones Indices LLC and has 
been licensed for use. Dow Jones® and Dow Jones Industrial AverageSM are service marks of Dow Jones Trademark Holdings, LLC (“Dow Jones”) and 
have been licensed for use for certain purposes by BMO Asset Management Inc. BMO ETFs based on Dow Jones indexes are not sponsored, endorsed, 
sold or promoted by Dow Jones Opco, Dow Jones or their respective affiliates, and Dow Jones Opco, Dow Jones and their respective affiliates make no 
representation regarding the advisability of investing in such product(s).

”S&P®” and “S&P 500®” are trade-marks of Standard and Poor’s Financial Services LLC and “TSX” is a trade-mark of TSX Inc.  These and other 
associated trade-marks and/or service marks have been licensed for use by BMO Asset Management Inc. None of the BMO ETFs are sponsored, 
endorsed, sold or promoted by any of its aforementioned trade-mark owners and the related index providers or their respective affiliates or their 
third party licensors and these entities make no representation, warranty or condition regarding the advisability of buying, selling or holding units 
in the BMO ETFs.

Nasdaq®, OMX®, NASDAQ OMX®, Nasdaq-100®, and Nasdaq-100 Index®, are registered trademarks of The NASDAQ OMX Group, Inc. (which with 
its affiliates is referred to as the “Corporations”) and are licensed for use by BMO Asset Management Inc. The BMO Nasdaq 100 Equity Hedged to 
CAD Index ETF has not been passed on by the Corporations as to its legality or suitability and is not issued, endorsed, sold, or promoted by the 
Corporations. THE CORPORATIONS MAKE NO WARRANTIES AND BEAR NO LIABILITY WITH RESPECT TO The BMO Nasdaq 100 Equity Hedged to CAD  
Index ETF.

This communication is intended for informational purposes only 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.

BMO ETFs are managed 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 all may be associated with investments in exchange traded funds. The indicated rates of return are 
the historical annual compound total returns including changes in prices and reinvestment of all distributions and do not take into account commission 
charges or income taxes payable by any unitholder that would have reduced returns. Please read the prospectus before investing. The funds are not 
guaranteed, their value changes frequently and past performance may not be repeated.

® Registered trade-mark of Bank of Montreal, used under licence.  

09/12-1252

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

Sign-up today for market-driven investment strategies using BMO ETFs at bmo.com/etfs

Footnotes

1CBOE/S&P 500 Implied Volatility Index (VIX): shows the market’s 
expectation of 30-day volatility, annualized. It is constructed using the 
implied volatilities of a wide range of S&P 500 index constituent options. 
This volatility is meant to be forward looking and is calculated from both 
calls and puts. The VIX is a widely used measure of market risk and is often 
referred to as the “investor fear gauge”.

2Purchasing Managers’ Index (PMI) is an economic indicator on the financial 
activity reflecting purchasing managers’ acquisition of goods and services. 
Data is for the PMI are compiled by monthly surveys polling businesses that 
represent the make up of the respective sector. The surveys cover private 
sector companies, but not the public sector. A number above 50 indicates 
economic expansion, whereas a number below 50 suggests economic 
contraction.

3Long-Term Refinancing Operations (LTRO): a major financing method used 
by the European Central Bank to provide liquidity to its member banks. 
Although the operation has been in existence for well over a decade, its rules 
were recently revised to make it considerably easier for banks to obtain 
funding. First, through LTRO banks can now post collateral to borrow funds 
for three years rather than several months. Second, the eligible collateral to 
obtain funding has been relaxed significantly. 

4On September 21, 2012 the BMO U.S. Equity Hedged to CAD Index ETF was 
changed to track the S&P 500 Hedged to C$ Index. Accordingly, the name of 
the ETF was changed to BMO S&P 500 Hedged to CAD Index ETF.  

7Portfolio Strategy Report – Fourth Quarter 2012


