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Weekly Commentary

Nasdaq Correction
The Nasdaq Composite Index continued to scale back last week, declining nearly 15% in under 
a month.1 This is an important level, given that every time prices fell 5% or more last year there 
were buyers who jumped in to support those growth names.2 But that doesn’t appear to be 
happening now. It looks as though the market is allowing the pullback to continue, likely because 
valuations had shot upward for so long and needed to reset at a new level. It’s also tied interest 
rate expectations – the market now sees rates rising much sooner and more often, which puts 
downward pressure on equity values. So, the question is: what percentage decrease makes 
Nasdaq-listed companies attractive?

Bottom Line: The Nasdaq decline, while still has room to go, may create long term opportunities at 
the individual security level. Being selective will be very important.

Oil Prices
Crude prices increased for the fifth consecutive week as investors continued to worry about the 
ongoing supply shortages.3 We believe oil will remain at these levels, or push higher, given the 
momentum that could result from an economic reopening. Demand is continually increasing, 
although there are blips in the trend, such as there being fewer flights due to Omicron restrictions. 
Airlines are an energy-intensive industry and the reduction in flights is temporary. Even the long-
term threat of an energy transition away from fossil fuels has not suppressed prices, because 
renewable sources are (at present) too small relative to overall demand. 

Bottom line: Oil prices are likely to remain elevated for now despite the long-term transition to 
sustainable energy. 

Positioning
As a long-term investor, you can look at these dips and then think about the companies that you wanted to own but were previously too expensive. 
Think back to three months ago: valuations were far richer and some great stocks were probably out of reach, or else you decided not to increase 
equity weight because of the relative cost. Now would be the time to re-consider those exposures. And given that it’s RRSP season, you know 
there will likely be new assets to deploy in client portfolios. In terms of solutions, the names we have discussed continue to be attractive.

Our BMO ETF Portfolios continue to access the right segments, exercise tactical adjustments and provide good risk management. Meanwhile, the 
BMO Covered Call Canadian Banks ETF Fund is a great way to participate in upside related to Canadian banks, which have held up well in recent 
months, while also earning enhanced income. Finally, the rise in oil prices may continue to drive interest in renewable energy, creating a nice 
tailwind for the BMO Clean Energy ETF 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.

• The S&P 500 fell 5.7%, with all sectors in the red. 

• The Nasdaq fared worse, down a steep 7.6% on the week with some pandemic darlings—think Peloton, Netflix, etc.—  
under heavy assault.

• Meantime, with less exposure to the most heated areas of the market, the TSX ‘outperformed’ again, down a more  
modest 3.4%.
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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 Nasdaq 100 Enters Correction as Tech Stocks Resume Slide, Bloomberg, January 20, 2022.

2 Bloomberg data.

3 Oil slides on Friday, but climbs for 5th week on supply concerns, Reuters, January 21, 2022.
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For a summary of the risks of an investment in the BMO Mutual Funds, please see the specific risks set out in the prospectus. ETF Series of the BMO Mutual Funds 
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.
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https://bmofundcentral.com/fund/68360650
https://bmofundcentral.com/fund/68654425
https://www.bloomberg.com/news/articles/2022-01-20/nasdaq-100-enters-correction-as-tech-stocks-resume-slide
https://www.reuters.com/business/energy/oil-falls-us-inventory-build-prompts-profit-taking-2022-01-21/

