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Weekly Commentary

Fed Rate Hikes

It was no surprise that last week the U.S. Federal Reserve raised its key interest rate by 25 basis 
points. It also wasn’t surprising that the rate hike was only 25 basis points rather than 50 bps. Before 
the meeting, the CME FedWatch Tool had indicated about an 83% chance of six rate hikes this year,1 
and the Fed’s actions were consistent with that schedule. If there was a minor surprise to be found, 
it’s that the Fed largely downplayed the Russia-Ukraine conflict while at the same time reducing the 
GDP forecast by a fair bit. It’s important to remember, though, that each Fed meeting is live—nothing 
is set in stone beforehand, and decisions are reached based on the data available at the time. That 
leaves the door open for future action if the war escalates. For now, the Fed is moving forward to 
address inflation as the primary concern. The fact that there was no surprise on the rate path (e.g., 
a 50-point hike), combined with potentially positive developments in the Russia-Ukraine situation, 
resulted in markets rallying on the day of the announcement. Up next is the balance sheet, which the 
Fed is expected to start reducing in May.

Bottom line: The Fed remains focused on inflation, but the Russia-Ukraine conflict is a wild card.

Russian Debt

There’s been widespread speculation about the likelihood of Russia defaulting on its debt payments 
and the impact that could have on the bond market. Default is certainly a possibility; Russia may 
claim that they have no choice due to sanctions and lack of access to U.S. dollars. Will a missed 
payment cause Western powers to reverse course? No. In our assessment, this is unlikely to affect 
sanctions—SWIFT, for instance, will not be reopened simply because of a Russian default. In bond 
markets, there’s still a great deal of uncertainty. However, an overreaction is unlikely, because markets have already largely priced in the possibility of 
a default.

Bottom line: Russia may default, but it’s unlikely to have major implications for the bond market.

Reopening
As COVID-related restrictions continue to be lifted, news has generally been positive. We expect that by summer, the situation will be something 
approaching normal, even if a few restrictions remain. Travel is already starting to pick up, as was evident over March break, and business travel is 
bouncing back as well. However, one caveat to the good news is the recent Omicron variant outbreak in China, which has resulted in the country’s 
largest spike in cases in over two years. This could impact supply chains, though China’s aggressive lockdown policies mean that any disruption is 
likely to be short-lived. There’s also always the possibility of a new variant emerging. But for now, there are two factors working in our favour: warmer 
weather, which allows people to be outside, and the ever-growing numbers of people receiving booster shots. Both trends may dull the negative 
impact of future variants.

Bottom line: Reopening post-COVID remains on track, though some uncertainty around new variants remains.



 
Positioning
We’re continuing to monitor the Russia-Ukraine situation and potential ramifications for broader economies, particularly in Europe. While we remain 
bullish on equity markets overall, the conflict isn’t likely to end soon. As a result, we’ve moved down our position on Europe, Australasia and Far East 
(EAFE) and Emerging Markets (EM) to -1 (slightly bearish), but remain overweight on Canada given its strength in commodities and, in particular, 
oil. China’s equity markets may have recovered well last week, but their position vis-à-vis Russia has not changed and the situation remains fluid, so 
investors should remember that knock-on effects are not over nor fully understood.

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

Market Update
• Equity markets rallied sharply this week, despite ongoing geopolitical uncertainty and an even more hawkish  

Federal Reserve.

• The S&P 500 bounced 6.2%, led by 7%-plus rebounds in financials, consumer discretionary and technology. The index has 
run right back into its 200-day moving average, so next week could be a technical test.

• Meantime, the TSX added a much more modest 1.7% on the week, but keep in mind that Canadian stocks have held up ex-
tremely well, with the index closing the week at a record high.

Asset class views, as of March 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.
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Asset Mix
• COVID-19 and Omicron are lingering but no longer posing a material 

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

while inflation remains elevated.                              
• Excessively pessimistic investor sentiment is signalling a good entry 

point for long-term investors.

Equity
• Canadian equities are positioned to benefit from rising commodity 

prices.
• The Russia/Ukraine crisis will continue to produce market volatility, 

but the direct impact on North America is smaller than International 
markets.

• We downgraded Europe and EM to underweight as the Russia/ Ukraine 
conflict will be an overhang for these regions.
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Fixed Income
• March is widely expected to see 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.

Style/factor
• Anxiety over Fed hikes and geopolitical tensions favours higher quality 

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

• As we move past the worst of the global COVID pandemic, we added a 
bias towards the value factor.
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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.

Thank you for reading!

1 CME FedWatch Tool.
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