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Weekly Commentary

Geopolitics
Over the past 18 months, geopolitical issues have largely taken a back seat to the COVID-19 
pandemic. Recently, however, the situation in Ukraine has raised concerns, including around its 
potential impact on the energy sector given Russia’s importance to European energy markets. If 
tensions continue to rise, we could see oil prices increase. But it’s important to remember that even 
in this scenario, there will be balancing factors. U.S. President Joe Biden does not want higher oil 
prices because that will impact the consumer, which in turn will hinder U.S. economic growth. The 
same is true of the eurozone. Our evaluation is that if there are implications for the energy market, 
they are more likely to be short-term rather than long-term. In today’s marketplace, there’s an aversion 
to risk, and as we’ve seen in the past, circumstances that impact oil prices tend to prompt temporary 
reactions before normalizing. We suspect that in six months, the situation in Ukraine, while clearly a 
major event from a political standpoint, will be largely a non-event from a market perspective.

Bottom Line: When it comes to reacting to developing geopolitical situations, it’s important that we 
think with our heads rather than with our emotions.

Volatility
Recently, we’ve seen significant volatility in the equity market stemming from comments made by 
the Fed and ongoing developments with interest rates, rising inflation, and supply chain issues. While 
the supply chain bottleneck seems to be easing from its peak, and we can expect inflation to cool 
off in the second half of the year, there remain questions on the interest rate front. We’re certain 
that both the Bank of Canada and the Fed will be raising interest rates in 2022. But how many hikes 
can we expect? Will it be 25 basis points? 50? Markets are on edge, waiting to parse central banks’ 
comments. In the fixed income market, however, we haven’t seen as much volatility. Bond investors 
have been smart, pricing in the new narrative. That’s why we’ve seen something of a split between the equity and fixed income markets. 

Bottom line: In order to minimize volatility, it’s crucial that the Fed remains consistent and does exactly what it says. 

Positioning
With businesses and the public sphere gradually reopening, we’re now in a different environment than before, when Growth dominated Value. In 
the past month, long-duration assets like technology companies have been hurt and there has been a rotation to areas that could do well moving 
forward. In some ways, tech firms like Netflix have become victims of their own success—they’re still generating good earnings, but growth has been 
slower than expected recently because much of it was accelerated by the pandemic. Tilting towards Value makes sense in this environment, and 
our preferences in the BMO ETF Portfolios are to Energy, Financials, and Airlines. That being said, there remains an opportunity to dabble in some of 
those big tech names given the revaluation we’ve seen and the 15%+ discount available.

Bottom line: It’s time to consider new opportunities in Value, but in the longer term, familiar Growth names in tech and other sectors may still be 
winners. 



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.

• U.S. equities snapped a three-week losing streak after a Herculean late-Friday rally, with the S&P rising 0.8% 

• In Canada, the TSX also popped its head above water on Friday, rising 0.6%.

• Strength in energy, consumer staples and telecom outweighed weakness in health care and materials.
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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.

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.
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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. 

Style/factor
• At present, we are neutral on Style/Factor and we currently favour beta 
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Thank you for reading!
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