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Weekly Commentary

Commodity Prices
Commodity prices have been on an upwards trajectory of late, which has some investors wondering 
about broader ramifications for the economy and their portfolios. Our view is that caution is 
warranted, because as commodity prices rise, the cost of certain goods will rise as well. Energy is 
a great example—if the price at the pump goes up, that will eat into consumers’ disposable income 
and impact overall short-term spending. The good news is that while commodities may remain high 
for the rest of 2022, they are unlikely to stay at that level for multiple years. And the risks are also 
mitigated by high consumer savings. Had people not stored up as much wealth during the pandemic, 
the price increases would have had a more substantial impact on disposable income.

Bottom Line: Consumer savings may take a small hit, but a significant change in spending patterns  
is unlikely.  

 
Inflation
This week, we’ve seen some eye-popping inflation numbers, with the US CPI rising 7.5% over the 
previous January, the largest annual jump in nearly 40 years. Inflation is likely to stay high for a 
while, though it’s important to keep in mind that we won’t be seeing these types of numbers every 
month. One of the things that’s been driving inflation has been the supply chain bottleneck; whether 
stemming from inputs, shipping, or rising costs from the bottom up, that disruption has impacted 
prices. What we are seeing now, though, is the bottleneck starting to ease from its peak: shipping is 
moving faster, costs are getting better, and inventories are starting to build up. COVID has also been 
a big part of the supply chain issue and that situation appears to be improving as well, at least in 
developed markets, with the number of hospitalizations and deaths decreasing. The big unknown is 
the possibility of another variant emerging. But for now, signals are pointing towards a supply chain issue that is slowly resolving itself.

Bottom line: An improving supply chain situation should ease off inflation pressures gradually throughout the year.

 
Crypto
Cryptocurrencies like Bitcoin have picked up a lot of interest and momentum over the past few years due to soaring prices, though there has been 
some severe volatility along the way, including more recently. It’s important to understand that digital assets don’t necessarily follow the same 
fundamentals of supply and demand as other asset classes. As we’ve seen with AMC and GameStop, average retail investors that have entered 
the crypto space can have the power to move markets. The question is: What role does cryptocurrency have inside a portfolio, and what would it 
replace? So far, we haven’t included it in our portfolios because we always want to understand the dynamics at play—regulations around crypto are 
still uncertain, for instance, and we’d like to have greater clarity before adding it into the mix. But like any asset class, digital assets are something we 
continually evaluate, and we do believe they could eventually be part of a diversified portfolio.

Bottom line: Investing in crypto requires extreme caution, as they don’t always follow the same fundamentals as the stock market. 



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 were choppy this week, as the market readies itself for Federal Reserve rate hikes, and on word that Russia 
will invade Ukraine. 

• The S&P 500 was down 1.7% by late Friday, with gains in banks, materials and energy offset by weakness across most  
other groups.

• Meantime, the TSX held up better, as it has been doing, up 1.2% on the week. In general, financials were supported by this 
week’s sharp backup in 10-year Treasury yields, which pushed above 2% for the first time since 2019, while gold and  
oil rallied.
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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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Positioning
We’ve recently made some small adjustments to our BMO ETF Portfolios, adding to our equity allocations as a result of the recent pullback. We 
believe markets will continue to go higher throughout the rest of the year, and we’re particularly bullish on the US stock market, which took the biggest 
hit in January. Given that assets we already find attractive are trading a discount of, say, 10%, adding more weight makes sense. We also remain 
bullish on Energy, Financials and Airlines, though we have taken some profits off of Energy as oil prices continued to push higher.

Bottom line: While markets are available at a discount, we see opportunities to add greater equity allocation to the portfolio.

As Chief Investment Officer, Sadiq S. Adatia’s views directly influence the BMO ETF Portfolios.

https://bmofundcentral.com/top-fund-ideas/core-solutions/
https://bmofundcentral.com/top-fund-ideas/core-solutions/


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 

one.
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Thank you for reading!

Disclosures:

The viewpoints expressed by the Portfolio Manager represents their assessment of the markets at the time of publication. Those views are subject to change without 
notice at any time without any kind of notice. The information provided herein does not constitute a solicitation of an offer to buy, or an offer to sell securities nor should the 
information be relied upon as investment advice. Past performance is no guarantee of future results. This communication is intended for informational purposes only. 

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.
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