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Weekly Commentary

CPI Data
Last week the U.S. Bureau of Labor Statistics reported that consumer price index (CPI) was 7% over 
the past 12 months.1 While this number is exceptionally high, it was widely predicted and should not 
have come as a surprise to investors. The reading increased the odds of a rate hike in March, with 
the FedWatch Tool showing an 83% likelihood that the U.S. Federal Reserve will take action.2 Our 
belief is that we will look back on this quarter as the peak level, the high watermark, after which CPI 
numbers started to normalize and supply chains opened up. Of course, the change will not happen 
overnight, but we continue to believe worst is behind us.  

Bottom Line: As CPI crosses 7%, the Fed must act swiftly to bring inflation under control.

Earnings Outlook
The outlook for corporate earnings is still relatively good, as there were no lockdown measures in 
place during Q4 2021. It was a productive season and we expect to see strong results, though the 
story will likely change next quarter when the Omicron impact comes through. Moreover, as we get 
further into 2022, the year-over-year numbers will start to fade given how strong last year’s numbers 
were. So, while earnings remain positive – especially with companies who were able to pass on 
higher costs – the data may appear less impressive moving forward. 

Bottom line: The upcoming Q4 results will be the last to benefit from YoY comparisons to 2020 
 
Value vs. Growth
It’s an open secret that Growth has dominated Value for a significant period of time. And while 
some analysts jumped on the Value bandwagon last year (as the economy started to look like it 
was back on track), the reality was we were still in COVID protocols. However, there’s another conduit for the rotation: higher interest rates. Growth 
names are effectively long duration assets, and therefore don’t do as well in a rising rate environment. We have already seen selling pressure in 
those areas of the market, with Energy and Financials starting to do really well, but it should be noted that the biggest technology companies will 
likely have a floor to limit big drawdowns. 

Bottom line: Now is the time for a sector rotation from Growth to Value, though mega-cap tech stocks will likely recover from the dip.     

Positioning
In previous weeks we discussed specific ways to gain access to the Financials and Energy sectors. However, investors can access more passive 
exposure to the broad S&P/TSX Index through the BMO Canadian Equity ETF Fund. Although we continue to believe this is a stock-picking 
environment, the Canadian market has a natural tilt toward the type of value sectors that are positioned to benefit in this environment. Another 
opportunity for ESG-minded investors is the BMO Women in Leadership Fund, which holds great companies that also embrace diversity and 
inclusion as a core value and competitive strength.  

Bottom line: For passive exposure to Financials and Energy, look for a broad beta Canadian equity fund. 

Market Update

Asset class views

Monthly Perspectives
At BMO Global Asset Management, we recognize that asset allocation is the primary driver of long-term portfolio performance. That’s why our 
Multi-Asset Solutions Team (MAST) has developed a simplified “Five Lenses” view to help explain what is driving their asset allocation decisions.

• Equity markets struggled this week amid a heavy wave of hawkish talk from the Federal Reserve. 

• The S&P 500 dipped 0.3%, with strength in energy offset by declines across most other groups. 

• The TSX outperformed, gaining 1.3% thanks to a rebound in oil prices and another upward move in the sector, along with 
banks.
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Asset Mix
• COVID-19 is back to the fore, this should cause short term disruptions 

but unlikely to have much in the way of market setbacks, specifically 
in the U.S.

• Global growth is normalizing but expected to remain above trend in 
2022, supported by business investment and cash-rich consumers.                                          

• Monetary policy is slowly normalizing, not posing an immediate 
threat to equity valuations.

Fixed Income
• The timeline to interest rates liftoff is compressing as central banks 

are slowly signaling policy tightening.
• Government bonds remain unattractive with low yields and above-

trend economic outlook.
• High-yield debt looks less attractive as spreads have tightened and 

market volatility could increase in 2022.                                                    

Implementation
• Bank of Canada might hike interest rates sooner than market expects which would support the currency, versus heavy commodity-importing 

currencies such as the Euro and Japanese Yen. 

Equity
• North American equities are better positioned for COVID-19 

uncertainty at a mid-cycle phase of the market, with lingering supply 
disruptions.

• EAFE economies remain most negatively exposed to global supply 
shortages, notably on energy.

• Emerging Market equities to continue facing cooling economic 
growth and a strong U.S. Dollar, but valuations look attractive.

Style/factor
• At present, we are neutral on Style/Factor and we currently favour 

beta one.
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Thank you for reading!

1 Bureau of Labor Statistics, Consumer Price Index – December 2021, January 12, 2022.

2 CME Group, CME FedWatch Tool, as of January 26, 2022.
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