
Earnings, European  
Equities, Fixed Income 

February 7 to February 11, 2022

THIS WEEK
WITH SADIQ

Expert

Sadiq S. Adatia 
Chief Investment Officer BMO 
Asset Management
Mr. Adatia joins BMO AM from Sun 
Life Global Investments, where he 
most recently held the role of Chief 
Investment Officer. Prior to that, he held 
investment roles at Russell Investments 
Canada and Mercer Canada. He holds 
an Honours Bachelor of Mathematics 
degree in Actuarial Science & Statistics 
from the University of Waterloo. He 
is also a CFA Charterholder and is a 
Fellow, both of the Society of Actuaries 
(Investment Specialty Track) and the 
Canadian Institute of Actuaries.

Weekly Commentary

Earnings
On the corporate earnings front, the news has been generally good. We’ve seen strong numbers 
coming out of technology companies like Microsoft, Google, and AMD, and that’s largely in line with 
what we were expecting. The success of those bellwethers isn’t really a “pandemic success story” per 
se—they were strong prior to COVID and are expected to remain strong afterwards. On the other hand, 
you have companies like Netflix. Much of their growth was pulled forward because of the pandemic, 
and while we still view them as strong in the long term, growth has been slower of late, with their 
stock price having taken a big hit as a result. Some of the services that flourished while people were 
largely staying at home won’t do as well as reopening proceeds, and there are still questions about 
potential interest rate hikes and supply chain problems. Expectations are being reset, and in that 
environment, a company really has to deliver for the stock to move. That’s made corporate earnings 
even more valuable that they were a year or two ago.

Bottom Line: Corporate earnings are still what’s driving stock prices.

European Equities
Moving across the pond, high inflation numbers in Europe have put pressure on the European Central 
Bank (ECB) to accelerate their rate hike schedule. There are also ongoing supply chain issues 
(affecting, for instance, Germany and the automotive sector), as well as a potential energy crisis 
created by the Ukraine-Russia situation, which could cause an increase in oil prices. Our evaluation 
is that while rate hikes are inevitable, the ECB is not likely to push rates as fast as central banks in 
Canada and the United States because the European economy is not improving as quickly. In terms 
of European equities, they’re currently trading at a discount and their valuations look attractive in 
comparison to the US. There’s been a lot of talk about how now is the time to rotate, and that would 
have been true had we not seen the recent pull-back, which has US equities looking attractive again. We do think that over time, we’ll see money 
moving from the US to international markets. But for the moment, we think it makes sense to wait until the European economy, and especially sectors 
like travel and tourism, are on their full footing. 

Bottom line: We’d like to see some stability in the European economy before fully diving in. 

Positioning
It’s a rough time in the fixed income space. Last year, high-yield credit did well while just about everything else did poorly. As a result, we’re now 
underweight high-yield in anticipation of the situation reversing. The best tactic at this juncture is minimize your fixed income exposure. But if you 
must be in fixed income, make sure you have a balanced approach. Not all geographies and interest rates are moving at the same pace, so flexibility 
is key. You want to be able to adjust to what you’re seeing on the economic and trade fronts. With that in mind, the diversity offered by a product like 
the BMO Fixed Income ETF Portfolio makes a lot of sense.

Bottom line: If you’re committed to fixed income, be sure to spread your bets. 

https://bmofundcentral.com/fund/68221920


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 are still coming to grips with the looming tightening cycle and more persistent inflation backdrop. 

• The S&P 500 rose 1.5% in a choppy week including some high-profile earnings-related selloffs, while the TSX rose 2.6%.

• While an abrupt change in policy and multi-decade highs on inflation are tough pills to get down, so far the market seems to 
be doing just about what it should be doing.
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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!

Disclosures:

BMO Global Asset Management is a brand name that comprises BMO Asset Management Inc., and BMO Investments Inc. 

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 article is for information purposes. The information contained herein is not, and should not be construed as, investment, tax or legal advice to any party. Investments 
should be evaluated relative to the individual’s investment objectives and professional advice should be obtained with respect to any circumstance.

Commissions, management fees and expenses (if applicable) all may be associated with investments in mutual funds. Trailing commissions may be associated with 
investments in certain series of securities of mutual funds. Please read the fund facts, ETF facts or prospectus of the relevant mutual fund before investing. Mutual 
funds are not guaranteed, their values change frequently and past performance may not be repeated. Distributions are not guaranteed and are subject to change and/or 
elimination.

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.

BMO Mutual Funds are managed by BMO Investments Inc., which is an investment fund manager and a separate legal entity from Bank of Montreal.

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

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

BMO Global Asset Management is a brand name that comprises BMO Asset Management Inc. and BMO Investments Inc. Certain of the products and services offered under 
the brand name, BMO Global Asset Management, are designed specifically for various categories of investors in Canada and may not be available to all investors. Products and 
services are only offered to investors in Canada in accordance with applicable laws and regulatory requirements.

Commissions, management fees and expenses (if applicable) all may be associated with investments in mutual funds. Trailing commissions may be associated with investments 
in certain series of securities of mutual funds. Please read the fund facts, ETF facts or prospectus of the relevant mutual fund before investing.  Mutual funds are not guaranteed, 
their values change frequently and past performance may not be repeated. Distributions are not guaranteed and are subject to change and/or elimination.

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.

BMO Mutual Funds are managed by BMO Investments Inc., which is an investment fund manager and a separate legal entity from Bank of Montreal.

0

00


