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Weekly Commentary

Yield Curve Inversion

This past week, we saw the yield curve invert—with 10-year U.S. Treasury yield momentarily dipping 
below 2-year Treasury yield last week. Though the curve didn’t stay inverted for very long, it’s 
nonetheless important to note that markets perceive it as a harbinger of recession. In this case, there 
are two elements to keep in mind. First, the inversion doesn’t tell us when a recession might occur. It 
could be 12-18 months out or even longer, if it occurs at all. And while the flattening of the yield curve 
is getting plenty of attention, investors should recall that although every U.S. recession has been 
preceded by a curve inversion, not every curve inversion has been followed by a recession. Second, 
it’s important to understand why the yield curve inverted. This time it’s clearly due to central banks’ 
aggressive raising of interest rates, which is intended to stabilize the current inflationary environment. 
With these pressures in mind, our evaluation is that a recession is not likely to occur imminently.

Bottom line: Keep an eye on the yield curve, but don’t panic—we’re not expecting a recession in 2022. 

Oil
President Joe Biden recently announced that the United States will release one million barrels of oil 
per day from its strategic reserves, the largest such release in history. What impact could this have on 
oil markets? Over the past few months, we’ve seen the price of oil fluctuate from approximately $90 
per barrel to around $130 per barrel depending on the status of the Russia-Ukraine situation. Recent 
news around the conflict has been marginally more positive, which has brought oil prices back down 
to their pre-war levels of around $100 per barrel. However, the release of oil reserves also tells us the 
Biden administration is skeptical about a lasting resolution. They’re acknowledging that the conflict 
is likely to persist, and that even if the war does come to an end, sanctions may not end immediately. 
The decision also tells us that Biden does not have confidence in oil supply coming from anywhere else. After all, OPEC has refused repeated calls to 
increase production, likely because an influx of supply would reduce the high oil prices that have benefitted them and other oil-producing nations.

Bottom line: High oil prices may continue, and while the release of oil from U.S. reserves will help, relief from OPEC hasn’t yet materialized.

Corporate Profits
Q1 earning announcements are around the corner, and investors are wondering how they’ll compare to the record profits we saw in 2021. Our 
expectation is that results won’t be good or bad across the board—instead, they’ll be company-specific. This, in turn, means that 2022 will highlight 
the active management story. That’s why we’ve seen a strong bounce-back from the technology sector, as many of these large-cap companies have 
historically done very well, and with GDP numbers revised lower, earnings matter more. Overall, our expectation is that profits will remain high, but 
won’t be as strong year-over-year due to the high base set in 2021. In terms of how and why results will be company-specific, consider the examples 
that emerged last week. Lululemon’s results were very strong, which was tied to optimism around consumer spending. Supply chain issues didn’t 
seem to affect performance, and earnings improved. On the other hand, Restoration Hardware’s earnings declined. Their supply chains are different, 
and the lack of demand for their products became a problem, which goes to show that fundamentals matter—as does the skill and expertise of active 
managers.

Bottom line: Take companies’ specific circumstances into account when setting earnings expectations.



Positioning
In terms of positioning, we’re closely watching the story on Growth—which, as noted earlier, will be company-specific. In general, earnings for Growth 
companies should be strong, and we’ll continue to evaluate whether we should add to our Technology names. We’re also revisiting our Financials and 
Energy positions, especially since oil prices have moderated. If prices drop further, we’ll be prepared to buy back in, but for now it may be time to take 
our profits. On Financials, higher yields resulting from rising interest rates are great, but the inverted yield curve may signal trouble. There are mixed 
signs and we’re preparing for the possibility of scaling back our position. Another situation we’re monitoring is China—is there opportunity there? There 
are several factors to consider: regulation, the country’s recent COVID outbreak and its support for Russia. For now, value is there, but we’d like to see 
greater stability in order to more accurately evaluate risk.

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

Market Update
• Equity markets were mixed this week, closing out a very volatile quarter mostly in the red.

• The S&P 500 added 0.1%, as banks shed more than 6% on the week, while energy, industrials and materials were also  
weaker. The defensive stalwarts (utilities consumer staples and health care), however, posted gains. With Q1 in the books, 
the index sits down 4.6% on the year, but still up 13% from year-ago levels.

• Meantime, the TSX gave back 0.2% this week, but held up much better through the quarter, still hanging on to  
a 3.4% advance in 2022.

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!
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