
U.S. Banks, Netflix and 
Tesla, Currencies

April 25 to April 29, 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

U.S. Banks

So far, U.S. bank earnings reports have been a bit of a mixed bag. As mentioned last week,  
JP Morgan’s results came in below expectations, while Citigroup’s were a bit better. The key takeaway 
for us is that execution matters, especially in the current environment. Rising rates are certainly 
helping net interest rate margins, as they often do for the Financials sector, but it’s still unclear 
whether we’ll see a steepening or a flattening of the curve going forward. Management of loan 
loss prevention is also an important differentiator. For now, we’re holding steady in our Financials 
positioning, as there hasn’t been any indication that the outlook for the sector has changed for the 
worse. At the same time, however, it seems unlikely that we’ll be seeing outstanding results across 
the board.

Bottom line: There is still upside in Financials, and dividends are still relatively healthy.

Netflix and Tesla
Continuing with earnings—tech sector earnings have been a major news story of late. The Q2 results 
have generally been strong, but it’s going to be a company-specific story. Companies that are unable 
to demonstrate a solid growth trajectory will see their valuations punished due to rising interest rates. 
Take Netflix as an example. Subscriptions are coming down, they’re facing increased competition, 
and as post-COVID re-openings continue, people are increasingly likely to be out and about rather 
than staying at home and watching TV. These factors resulted in a 35% drop in Netflix’s stock price, 
and the results also dragged down other streaming services, including competitors like Disney. On 
the other side of the company-specific tech earnings story is Tesla. Tesla faces the same tough 
interest rate situation and supply chain issues that have hurt other EV car makers. The difference is 
that Tesla already has its production up and running, whereas new players in the sector are still ramping up, with growth maybe five to 10 years out 
and therefore more discounted due to higher rates. Tesla also benefits from a greater retail following—a more crowded bandwagon, if you will—than 
its competitors or a company like Netflix. 

Bottom line: Keep an eye on company specifics—the outlook has changed for Netflix, but not for Tesla.
 
Currencies
Recently we’ve seen strong appreciation of the U.S. dollar and Canadian dollar relative to global currencies, in large part because the European Central 
Bank and Bank of Japan are lagging behind North American central banks in raising interest rates. The Bank of Canada and U.S. Federal Reserve 
have the luxury to be more aggressive because of fewer underlying economic concerns. Europe, on the other hand, is facing significant economic 
headwinds on several fronts, including the Russia-Ukraine conflict and supply chain issues affecting Germany and other countries. As such, the 
ECB must be careful not to raise rates too quickly because it could hurt growth, which hasn’t taken off the way it has in North America. The U.S. is 
also benefitting from its role as a safe haven in volatile markets, while Canada is riding high from the current commodities cycle. Investors should 
remember that the more multinational companies’ earnings are tied to Europe and Japan, the more they will be impacted by their weaker currencies, 
with exporters being especially affected.

Bottom line: The ECB and Bank of Japan are likely to raise interest rates, but not at the same pace as the Bank of Canada and Federal Reserve.



Market Update
• Equity markets slumped again this week, and the narrative remains the same. That is, persistently-hot inflation, hawkish  

policymakers and another crank up in long-term interest rates.

• The S&P 500 fell 2.8%, with only consumer staples and banks holding in the black. 

• The TSX was down 3.1%, which included deep declines in technology, materials and a late-week selloff in banks. Canadian 
stocks are no longer clinging to positive territory on the year.

Asset class views, as of April 2022

Asset mix
• Fear of escalation in Ukraine have come down.
• Growth expectations are cooling, but not derailed.

• Inflationary pressures should ease but remain elevated, thereby 
forcing a quick pace of monetary-policy normalization and weigh on 
bonds.

• Strong earnings growth should more than offset equity-valuation 
headwinds from rising rates in 2022.

Monthly Perspectives

Equity
• We expect the outlook for the Canadian economy and stock market to 

benefit from rising commodity prices.

• We expect disappointing growth from EAFE economies, currencies and 
equities.

• China’s economic outlook is facing renewed headwinds from the virus 
and a slowing global economy.

Positioning
Currently, we’re positioned for markets to go higher in the longer term, but we’re also mindful of the choppier environment we’re seeing today. Many 
uncertainties remain in the market, including rising interest rates, inflation, the Russia-Ukraine conflict, supply chain disruptions, and the potential 
for earnings-related sell-offs. If big sell-offs do happen, we want to be buyers in those markets. Geographically, our biggest overweight continues 
to be Canada, which has a strong underlying economy and positive exposure to the commodities cycle. We remain underweight international and 
emerging markets, and we’re also continuing to take down our weight to the United States. In a rising rate environment, investors should be looking 
to reduce their more expensive exposures, and for us, that’s U.S. equities. We’re pleased to note that these geographic tilts in our asset allocation 
model have paid off in recent months. In terms of sectors, we still like Financials and Energy, and our Airlines exposure, which is a higher beta play, is 
really starting to pay off. There are several elements in Airlines’ favour—the school year is ending and families are starting to travel; mask mandates 
are ending in certain places, which could make passengers more comfortable taking long flights; and more people are returning to work, resulting in 
business travel picking up. All of this leads to greater demand and more expensive fares.

As Chief Investment Officer, Sadiq S. Adatia’s views directly influence the BMO ETF Portfolios.
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Fixed Income
• We expect the U.S. Federal Reserve (the “Fed”) and Bank of Canada to 

quickly raise policy interest rates into the summer.

• Government bonds and bond duration remain unattractive as 
inflationary pressures linger into 2023.

• The pace of balance-sheet reduction could also weigh on long-term 
bonds in 2022.

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. 0

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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