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Weekly Commentary

Ukraine
The war in Ukraine is now more than a week old, and markets are understandably still nervous. Prior 
to the invasion, investors were in limbo, not sure when or if the conflict would escalate. The reaction 
when it finally did was as expected: negativity and selling off. But the knock-on consequences 
haven’t been as severe as some might have expected, in part because of pre-existing factors that 
have been overshadowed—such as interest rate hikes, supply chain issues, and the negative spiral 
we saw in January and February. Our assessment is that, all things considered, markets are holding 
up quite well. The key issue now is that the conflict does not appear likely to go away any time soon, 
prompting investors to ask: What are the next steps? Countries around the world have been in full 
alignment, stepping up to bring severe sanctions against Russia, but the invasion has continued 
nonetheless. Ramping up economic sanctions on the oil and gas sector could have severe economic 
consequences across Europe, and there’s always the possibility that Russia will retaliate by cutting off 
supply. Either of these scenarios could be disastrous by causing inflation to spike and markets to sell 
off more sharply.

Bottom Line: The reaction of markets to the war has been as expected and perhaps even slightly 
milder than expected. 
 
Commodities
As more extreme sanctions against Russia have been announced, commodity prices have soared, 
including oil, natural gas and even wheat. This is not surprising, as both Russia and Ukraine are 
significant exporters of commodities to the rest of the world. But this new landscape may not be 
limited to the near term. Over the past week, we’ve seen signs of a longer-term impact as companies 

re-evaluate their willingness to do business in Russia. BP, for instance, cut its stake in the Russian oil company Rosneft and took a $20 billion  
write-down to do so; that is not a temporary action. As we see more of these ongoing re-evaluations, there are going to be winners and losers. Russia 
is an obvious loser, as they’ll be limited in their ability to export commodities. Winners are countries like Canada, which have vast supplies of many 
of those same commodities – oil, wheat, etc. In terms of positioning, we were already overweight Canada, and this news makes that position even 
stronger and longer lasting. So, from a Canadian investor perspective, there are positives to be found.

Bottom line: Uncertainty about Russia makes us even more bullish about Canadian energy and commodities. 
 
Interest Rates
Last week, as expected, the Bank of Canada raised its key interest rate by 25 basis points. The Bank noted that the Russia-Ukraine situation could 
increase inflation, which is unsurprising, but also that the Canadian economy is doing better than expected. Macro indicators came in above forecasts 
for Q4 and are on pace to beat expectations in Q1 of 2022, which is especially positive given that lockdown measures were still in place in many 
regions. For us, the take-away is that the BoC will likely continue their rate hike cycle rather than pause at the next meeting, and that these hikes 
should be beneficial for the Canadian dollar. While this move precedes any action by the Federal Reserve, going forward we expect the two central 
banks to be in lockstep, with the Fed likely to raise rates by 25 basis points at their next meeting as well.

Bottom line: Expect more rate hikes, with the interest rate differential between Canada and the United States likely to remain minimal. 



Market Update

Asset class views, as of February 2022

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 continued their volatile trade this week amid ongoing geopolitical uncertainty and monetary  
policy tightening.

• The S&P 500 dipped 1.6% by late Friday, with strength in energy and utilities partly offsetting deep declines in technology 
and banks. The market continues to trade poorly, with the index stuck below its 50- and 200-day averages,  
and a crossover looming.

• Fundamentally, geopolitical uncertainty, inflation, tighter policy and a flat yield curve don’t paint a rosy picture. That said, 
various market sentiment metrics are now probing bearish reading typically seen around correction lows, which is usually a 
necessary (but not sufficient) condition to find a turning point.
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Asset Mix
• COVID-19 and Omicron are lingering but no longer posing a material 

threat to the economic outlook, especially in the U.S.
• We expect global growth to cool but to remain above trend in 2022 

while inflation remains elevated.                               
• Strong earnings growth should more than offset equityvaluation 

headwinds from rising rates in 2022.

Equity
• North America continues to offer the best risk-reward outlook, 

especially after the weak year-to-date performance of U.S. equities. 
Mid-cycle dynamics and energy-driven inflationary pressure favour  
the U.S. and Canada.

• Although China’s economic outlook remains soft, market negativity  
on EM and EAFE equities has probably peaked.
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Positioning
We recently launched the BMO Brookfield Global Renewables Infrastructure Fund and BMO Brookfield Global Real Estate Tech Fund, which combine 
the benefits of mutual funds with the advantages of alternative investments. These innovative solutions reflect our belief in having different forms 
of diversification and income within the portfolio—a stance that’s been validated by the ongoing impact of the Ukraine/Russia situation. Alternatives 
can give you protection in periods of market instability by way of exposure to sectors like real estate and infrastructure, while renewable energy may 
become even more sought after with rising oil prices, and they often carry the potential for higher yield and inflation protection. Going forward, we 
expect these funds to serve as important elements within a diversified portfolio.

As Chief Investment Officer, Sadiq S. Adatia’s views directly influence the BMO ETF Portfolios.
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https://bmofundcentral.com/top-fund-ideas/core-solutions/


Fixed Income
• March is widely expected to see the U.S. Federal Reserve (the “Fed”)  

and BoC start normalizing interest rates, probably at a fast pace 
throughout 2022.

• Government bonds and bond duration remain unattractive as central 
banks are about to hike while the growth and inflation outlook remain 
strong.

Implementation
• Bank of Canada may hike interest rates sooner than other central banks which would support the currency, versus heavy commodity-importing 

currencies such as the Euro and Japanese Yen.

Style/factor
• Mid-cycle dynamics along with anxiety over Fed hikes favours higher 

quality stocks, whose revenues and earnings are more predictable and 
less sensitive to swings in economic expectations
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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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